Communiqué
of the
NATIONAL/STATE LEADERSHIP SYMPOSIUM

1. Introduction

The President of the Republic, H. E. Tommy E. Remengesau Jr. convened the
National/State Leadership Symposium on February 7, 2006 at the Ngaramayong Cultural
Center. Leaders included representatives from the Executive, Legislative, and Judicial
Branches of the National Government, representatives from the Executive and
Legislative branches of state governments, traditional leaders led by High Chief Ibedul,
Yutaka M. Gibbons and High Chief Reklai, Raphael B. Ngirmang, as well as
representatives from the private sector and National boards and commissions. The
purpose of the national/State Leadership Symposium was to prioritize the major needs of
the Republic of Palau over the next decade and to take into account those priorities in
preparation for our negotiations with the United States on the financial provisions of the
Compact of Free Association (“COFA”), which will terminate in 2009.

Opening presentations were offered by:

e President Tommy E. Remengesau, Jr.;

o High Chief Ibedul, representing traditional leaders;

o Floor Leader Alan Seid, representing the Senate;

e Speaker Augustine Mesebeluu, representing the House of Delegates;
e Associate Justice Kathleen Salii, representing the Judicial Branch;

e Governor Tmewang Rengulbai, representing state governors; and

e Surangel Whipps Jr., representing the private sector.

The COFA was entered into with the United States in 1994 as a mechanism to “promote
the economic advancement and self-sufficiency of the people of Palau.” (Compact
Preamble). The leadership therefore focused on issues related to achieving these
overriding Compact goals.

In order to facilitate the discussion of a broad scope of issues, the Symposium was broken
into six focus groups during the first day of the Symposium. These groups were as
follows:

e Focus Group 1 — COFA Review

e Focus Group 2 — Laws and Regulations

e Focus Group 3 — Infrastructure

e Focus Group 4 — Private Sector Development

e Focus Group 5 — Sustainable Government Operation
e Focus Group 6 — Human Resource Development
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Each focus group put forth reports in their respective areas establishing proposed action
priorities. These reports were then conveyed to the entire National/State Leadership
Symposium on February 9, 2006 for discussion and consensus. Emphasis was placed on
issues on which consensus could be reached. This Communiqué sets forth these
consensus priorities, by focus groups.

President Remengesau expressed his gratitude and appreciation to the diverse leadership
for their participation in the Symposium and their willingness to work with one another to
develop a broad plan of action for Palau’s future.

II. Focus Group 1 -- COFA Review

Focus Group 1 was focused on the issue of the review and negotiation of the Compact of
Free Association (COFA) between the Republic of Palau and the United States. The
financial provisions of the COFA will expire in 2009. The focus group was facilitated by
President Tommy E. Remengesau, Jr., former President Kuniwo Nakamura, and Vice
President Camsek Chin. Former President Nakamura began the proceedings by
reminding all members of the focus group that “to remember the past is to commit
oneself to the future.” With these words as a guiding principle, the leadership discussed
what the focus of the group should be. It was quickly agreed that the focus group should
not deal with substantive issues at the Symposium. Rather, it was agreed that the focus
group deal only with the process of review and negotiation.

Having established the scope of the discussions, the leadership agreed that by the middle
of February, the Olbiil Era Kelulau would transmit a bill to the President for his review
that would establish a Compact Review Commission. The President agreed to work with
the Olbiill Era Kelulau to gain passage of an appropriate law that recognizes
Constitutional Separation of Power principles, as set forth in the Palau Constitution, and
that recognizes that the ultimate responsibility to negotiate international treaties,
including the new financial provisions of the Compact, lies with the Executive Branch. It
was therefore agreed that the Commission would direct its efforts only on reviewing the
current Compact as a foundation for future negotiations. This review would look at the
performance of both the United States and the Republic of Palau in fulfilling the
objectives of the Compact. Senator Koshiba indicated that the Senate had already passed
a bill establishing the Review Commission and that the House should pass the bill very
soon.

The President indicated that he believed that the review would take up to a year in order
to undertake the necessary economic studies to determine the relative performances of the
provisions of the first Compact. The leadership stressed that the review should produce
the information necessary to separate itself from the prior Compact negotiations between
the U.S. and the Federated States of Micronesian and the Republic of the Marshall
Islands, which were strongly impacted by the lack of performance by the two countries.
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In order to ensure that the United States would not imply the performance of the FSM
and the RMI under their initial compacts to the Republic of Palau, the leadership agreed
that the United States should undertake a program audit of Palau’s performance under the
COFA, to date. President Remengesau indicated that the U.S. had been requested on two
prior occasions that such an audit be undertaken. It was therefore agreed that the Olbiil
Era Kelulau assist in this request process by enacting a Joint Resolution calling for a
program audit by the U.S. The President further agreed to bring the issue up again at the
next Annual Economic Consultation with the United States.

Recognizing that the negotiating process would be handled separately, the President
agreed to establish a negotiating team, through Executive Order, by the end of this year.
The leadership agreed that the issue of appropriating funding for the negotiation would
then be dealt with through the joint efforts of the Executive and Legislative branches to
pass an appropriation law. The President indicated that this effort to begin the review
immediately would allow the Republic to bring the United States to the negotiation table
sooner rather than later, hopefully early in 2007.

The leadership agreed that, while they would not discuss substantive issues during the
Symposium, certain issues need immediate attention and should be separately negotiated
with the United States. The leadership specifically mentioned the following issues:

o Termination of Pell Grants by the United States in 2007 despite the fact that the
Compact extends until 2009;

e Application of Universal Services, through the Federal Communications
Commission (FCC) to Palau, and membership in the National Exchange Carriers
Commission,;

o Availability of legal services to Palauan citizens residing in the United States;

e Review of Compact Road quality and conformance to standards set forth in the
COFA and associated agreements;

e Transmission of U.S. videotape programming through Palau’s cable system; and

o Eligibility of Palauan citizens to apply for merchant mariners licenses for seamen
or crew on U.S. flagged ships and cruise liners.

IIl. Focus Group 2 — Law and Regulations

Focus Group 2 concentrated on the necessity to move forward on laws and regulations it
deemed to be critical to the long-term sustainable economic development of Palau.
Passage of these laws will not only strengthen Palau’s private sector capacity by making
more funds available, but it will also strengthen Palau’s bargaining position with the
United States in its efforts to demonstrate creation of a strong, modern, sustainable
development framework.
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1. Banking Law Reform

The Leadership recognized the importance of establishing a modern banking framework
through laws that protect savings of citizens, and laws that expand banking options to the
private sector. Amendments to the Financial Institutions Act of 2001, amendments to the
Money Laundering and Proceeds of Crime Act of 2001 and related legislation must be
moved forward.

The Leaders recognized that The the passage of the Financial Institutions Act of 2001
remains a very important step in assuring protection of assets of Palauans and the
integrity of domestic and international financial transactions. Since that time, numerous
revisions have been suggested to enhance the safety and security of the funds of Palauan
depositors and to bring the law into compliance with recognized standards for prudential
banking supervision and regulation. The proposed bill, along with regulations under the
current FIA, have been pending for years.

Taking these issues into account, the leadership is urged to take the following actions
within the next four months:

A. The FIA should be able to promulgate regulations using the APA procedures, and
such regulations should become effective without specific additional action by the
OEK. The law should be so amended.

B. Enact the Cash Courier Disclosure Act, SB 7-21.

C. With respect to the amount of capital required to start a bank, the leaders should
consider permitting 100% locally owned banks to capitalize at a more modest
amount than banks which are joint ventures with foreign partners. However,
foreign bank branches doing business in Palau should be required to have
substantial capital, at least $75 million.

D. Enact pending amendments to the Anti-Money Laundering Act to allow the FIC to
regulate alternative remittance systems as soon as possible.

E. Credit unions should be included in the FIA regime.
2. Land Use Guidelines
The leadership acknowledged that Koror, Ngaraard and few states currently have land
use plans being implemented. Some states still lack sufficient input and expertise to
complete comprehensive, long-term plans. Nonetheless, states want to take on more of

this responsibility.

The National Government is urged to take immediate steps to:
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A. Determine the status of all current national and state laws, and update them
where necessary.

B. Enforcement provisions should be clarified. Limited matters of national concern
should be mandated by national law, such as school locations, environmental
protection, solid waste management and watersheds.

C. Each state should be responsible for establishment and implementation of its own
land use guidelines, consistent with the national law and the national and state
Master Plans.

D. Agriculture, watershed and conservation should take priority in time over other
land use regulation.

E. Traditional values, with respect to utilization of resources, should be recognized
in this process.

F. Close cooperation between the States and the National Government is
recommended in establishing and implementing land use guidelines.

The Leadership is urged, within 6 months, to establish a task force of national and state
representatives to address these issues and monitor progress. Within two years, national
and state land use plans should be in place.

3. Zoning Regulations at the State Level:

The Leadership recognized that, in the majority of the states, there are no zoning
regulations. Land use regulations determine the most appropriate uses of particular
landscapes based on soil types, etc. Zoning regulations are needed to ensure that within a
particular site, the development is not detrimental to critical habitats such as watersheds,
mangroves, etc. In addition, zoning may provide for a more uniform development
structure - residential, industrial, etc.

State and National leaders are urged to consider the following recommendations to move
forward within the next twelve months:

A. Zoning must be primarily a responsibility of each State. Planning Commissions
should facilitate the development of zoning and land use plans.

B. Implementation of zoning restrictions on development should be coordinated
with adoption and enforcement of modern, regional appropriate Building and
Housing Codes, enacted on a national level, but be flexible for varying state
needs. It is recommended that such Codes take into consideration the tropical
climate and traditional architecture.
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C. Inspections for building, zoning and housing code violations should be mandated
and penalties for violations need to be relatively simple to enforce. Performance
bonding should be required for licensed contractors so incomplete buildings
won’t be abandoned in the future.

4. Natural and Historical Resources Management & Conservation

The Leadership took into account the fact that the natural and cultural resources of Palau
are the foundation for our livelihoods, economic development and quality of life. They
therefore commended the National Government and the states for bringing Palau to the
forefront of the world on various conservation issues. In fact, there are many
management plans governing the sustainable use of Palau’s natural resources. As for
conservation, the group acknowledged that Palau currently has more than twenty
designated conservation areas, both terrestrial and marine. Many of these, with the
exception, Ngerkewid, have been established at the community/state level with the
assistance of NGO’s and government agencies. The management of natural resources
and biodiversity at a State and community level is favored.

Taking the above facts into account, the Leadership urges the National Government to
take the following steps:

A. Support state patrols to enforce conservation laws and increase penalties for
violations on the state level.

B. Recognize that elements of the National Master Development Plan and other
plans have been implemented, but on a case-by-case basis. There is a need to
streamline and more effectively coordinate the implementation of these and other
types of plans. National policy level groups such as OERC and NEPC should
work closely with states, and share benefits with states.

C. Taking the above into account, the leadership is further urged to act on the
following issues:

1. Develop, support and implement legislation that strengthens and enhances
effective management of the nation’s biodiversity and natural resources and
recognizes the role of traditional leadership. Such legislation would include
provisions for implementation of the Protected Areas Network Act, the
adoption of the National Biodiversity Strategy and Action Plan, before COP8
to the CBD (March 2006), and legislation to specify how to assess reef
damage.

2. Review of all environmental programs and management plans to streamline
implementation of environmental programs, investigate potential funding
sources and enhance relationships between states and the national
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government. Participation of states should be emphasized, particularly at the
high level of NEPC.

3. As for those issues concerning natural resource management that do not fall
under the purview of the PAN or other legislation, clear management regimes
must be developed to address those issues. These include critical issues such
as those related to the control and prevention of invasive species, and the
sustainable management of endangered species.

4. Conduct a national information needs assessment to address gaps in key
information needed for effective legislation, decision-making and
management. The Ministry of Resources and Development is encouraged to
report annually on the status of the nation’s natural resources, pursuant to
national law.

5. Development of a Modern Foreign Investment Regime

The Leaders in the Focus Group noted that the Foreign Investment Act and regulations
need to be modernized and revised to better meet the needs of the Republic. There needs
to be an overhaul of the Foreign Investment Act, as there has not been a substantial
change since January 1994, when a rider became effective. This rider established
“reserved” businesses, which must be 100% owned by Palauan citizens. Prior to that
time, all businesses were legal for foreign investment, with some businesses requiring
Palauan partners. The main text of the current Foreign Investment Act became effective
in 1990. This law was enacted without then-President Etpison's signature. The law
remains virtually unchanged sixteen years later, except that some categories of businesses
remain totally closed to non-Palauan investors. These are:

o Retail and wholesale sales;

o All land transportation services and car rentals;

e Tour guides, fishing guides, diving guides and other forms of water
transportation services; and

e Travel and tour agencies.

The Leaders are encouraged to introduce a new foreign investment bill during or before
the April 2006 legislative session. However, there must be recognition of the need to
retain local ownership and prevent foreign domination of our economy. In this proposal,
leaders should consider shifting the duties of the Foreign Investment Board to the
Ministry of Commerce and Trade. It is recommended that through national legislation,
the Ministry of Commerce & Trade should be given a set of simple rules establishing the
requirements for approval of foreign-owned businesses, including which businesses, if
any, should be reserved partially or wholly for Palauans. It is specifically urged that:

A. The new law should be transparent and investor friendly, and not require
burdensome disclosures from individuals not personally liable for the project.
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B. Projects advocates must be able to demonstrate the financial feasibility of the
project through bonds, letters of credit, cash deposits, or other objective criteria.

6. Retirement Benefits & Health Insurance

Considering that there are two retirement systems in place for government workers,
Social Security and the Pension Plan, and that the Pension Plan is not available for
private sector workers, and has a deficit of about $30 million, leadership recommends
and urges the following action, within the next twelve months:

A. The Pension Plan should change to a “defined contribution” plan for new
members, rather than “defined benefit.”

B. Thereafter, private sector employees should be able to join the defined
contribution plan, but first the mechanics and costs of such participation need to
be analyzed.

C. Palauans should receive funds for “prior services” from the United States. This
matter should be negotiated further with the United States as part of Compact
Discussions.

D. In its negotiations with the United States, the Republic of Palau should ask the
United States’ Congress to appropriate funds for Micronesians (including
Palauans) who were employed by the Trust Territory Government and were
parties to the class action suit on the issue of “equal pay” for equal work.

E. Status of retirement contributions for Compact Road employees should be
considered in Compact discussions.

F. A task force, consisting of representatives from Social Security, the Pension Plan,
the Olbiil Era Kelulau and the Executive Branch, should be created to study and
propose legislation for establishment of health insurance and funding for a plan.

7. State tax initiatives and other revenue generation options

It was acknowledged that the states need to gradually become less dependent financially
on the National Government. To do so, new sources of revenue must be explored, and
with cooperation from the National Government, legislation should be enacted at the
appropriate levels to implement such plans. The Leadership urged government officials
to move forward, as follows:

A. Traditional leaders, Governors the National Government leaders are encouraged
to work together to identify potential sources of revenue for each State.
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B. The Association of Governors is urged to work with the Legislative and
Executive Branches of the National Government, to assure that plans to realize
on such sources of income are consistent with currently enacted laws and
regulations, and to facilitate passage of whatever new laws at the national level
may be necessary.

C. In implementing these recommendations, it is noted that the environmental
impact should be considered thoroughly, and the suggestions for revenue
generation should be those that do not require waivers of any laws or regulations
geared at environmental preservation. Where necessary, the working group is
encouraged to seek assistance from appropriate experts to identify state tax and
fee options.

D. It is also recommended that the Olbiil Era Kelulau consider enacting legislation
authorizing states to borrow money at their own credit risk.

8. Tax Law Reform:

It is recognized that, depending on the government spending priorities ultimately
selected, it will be necessary to increase various taxes, or institute new taxes or fees.

The leaders of the Legislative and Executive Branches are thus urged to continue to
modernize and strengthen our tax laws within the next six months. In this process, input,
consultation and participation should be solicited from the private sector.

9. National Telecommunications Regulations:

Taking into account the importance of planning and coordination regarding development
and use of technology, the Leadership recommends the development and implementation
(within the Ministry of Commerce & Trade) of a comprehensive National
Telecommunications Regulation Policy. Leaders are urged to introduce legislation for
this purpose within the next six months.

10. Master Plan Inventory:

Recognizing that the Palau National Master Development Plan is the foundation of
development goals for Palau, it is recommended that a forum or symposium or other in-
depth study be undertaken to inventory progress on the Plan and to identify portions of
the Plan which may need revision or updating.
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1V. Focus Group 3 — Infrastructure

Focus Group 3 directed its discussion towards future infrastructure needs, based on
Public Sector Investment Program (PSIP), ‘Palau National Master Development Plan’
(“PNMDP”), the President’s 2005 State of the Republic Address, and other input from
State, National and non-government organizations. This report includes recommendations
from all parties.

The leadership focused on major infrastructure needs, including maintenance, especially
projects related to the economic development plan and the anticipated move of the
population to Babeldaob due to the completion of the Compact Road and the National
Capitol. Focus Group included detailed discussion notes during their meetings, and these
notes are hereby incorporated by reference into this Communiqué.

1. Utilities

A. Solid Waste Management Facility — Taking into account the work currently
underway, with the assistance of JICA, to rehabilitate the current solid waste
facility at M-dock, and noting past grant requests to Japan to establish a new solid
waste system in Babeldaob, the Leadership recommended that a review be
undertaken on the solid waste needs of the Republic, to include facility,
equipment and recycling needs, and to identify an appropriate funding source.
This review should include offshore dumping. Palau has a very unique and
pristine environment. Its resources are all concentrated in one place, so
environmental impacts from waste are compounded greatly. Continued assistance
from the U.S., Japan, and other sources are extremely important to continue with
education, implementation and modeling/analysis of the effects of waste.

B. Wastewater Treatment — The leadership once again stressed the need to respond
to the infrastructure needs of Babeldaob in anticipation of the completion of the
Compact Road and the National Capitol. They therefore recommend a feasibility
study, including environmental/health impact assessments of the following:

1. A centralized wastewater system vs. a regional system;
2. Ponding/wetland vs. mechanical treatment plants; and
3. A sanitation improvement project (sanitary Core Unit Extension).

The leadership further agreed that continued assistance from U.S. Federal
programs is critical to environmentally healthy wastewater treatment alternatives.
The current sewer system was designed over 30 years ago and needs to be
reviewed for environmentally and energy efficient infrastructure. Continued
assistance is needed to rehabilitate the current infrastructure in Koror, specifically
the wastewater collection system, including roughly 50 pump stations and sewer
lines.

10
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C. Water Supply — Recognizing that economic development will require a much
greater volume of water than is presently supplied, the leadership recommends a
feasibility study, including environmental/health impact assessments, for the
following:

1. Identification of additional water sources (e.g. watersheds);
2. Expansion of the existing water reservoir; and
3. Additional water storage tanks.

D. Expansion of Electrical Power Plant — Recognizing that the Palau Public Utility
Corporation has already assessed its future power generation needs, the
Leadership recommends that work be undertaken to identify future renewable
energy and funding sources.

2. Tourism Development

The Leadership agreed that Palau must improve the basic infrastructure for its tourism
industry, especially as it relates to Palau’s ocean resources. The leadership therefore
recommended the development of a Marine Center Development project, as well as other
critical tourism infrastructure projects.

A. Marine Center Development — The project consists of a Marina Area
Development including a pier, pedestrian deck, promenade, shops and restaurants,
and a Tourism Facility Development with information center, amusement center,
and public park, all to be integrated with the existing Palau International Coral
Reef Center (PICRC). Additional activities to be held at the Marine Center will
include environmental education for divers, visitors and residents of Palau. The
leadership considers this project to be critical because there is currently no
prominent core facility in Koror for tourist attraction. Tourism development is
one of the key elements to promote economic activity in Palau. Combining a
recreational and environmental awareness center in Koror will aid in protection of
the marine environment (as divers and boat anchors damage coral), as well as
provide a visitor and community center that will serve tourists and residents, and
provide opportunity for local business development. (Public Sector Investment
Program 2003-2007).

B. Improvement of the Access Road to Ngardmau Waterfall, Babeldaob Island;
C. The Ngarchelong Tourism Base Development Plant, Babeldaob Island; and

D. The Kayangel Island Resort Development Plan

11
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3. Telecommunication Infrastructure

The leadership recognized the need to promote less intrusive economic development (e.g.
Cyber City, call centers, etc.).

A. Trans Oceanic Fiber Optic Cable

They therefore recommended a feasibility study on a Trans-Oceanic Fiber Optic
Submarine Cable Transmission System. They recommended that assistance be
sought from the U.S. to assist Palau with the installation of the fiber optic cable
system. This will enable Palau to get improved and affordable connection to the
World Wide Web (enables distance learning for Educators and Health
professionals, e-conferencing). This is a revenue generating and cost saving
measure.

B. Radio Towers — Marine Safety
The leadership also supported the need to improve marine safety through the
improvement of its radio tower system.

4. Fishery

The leadership strongly recommended that Palau improve its capacity for small scale
fisheries development. Recommended projects include the following:

A. Peleliu State Fishing Port Infrastructure and Related Facilities Improvements —
This project is a part of ongoing small-scale fishery/community dock that started
in 1993 with a Japan Government Grant. The facility is being utilized for this
purpose; however, additional dredging is required to deepen and widen the
channel and provision of navigational aid marker to encourage nearshore and
deepwater commercial fishing, and support development of tourism. The scope
of work includes construction of slipway and related equipment, construction of a
roll-on/off ramp to facilitate loading and unloading of supply logistics and
installation of navigational markers to enhance navigational safety in the
channel." (Public Sector Investment Program 2003-2007).

B. Angaur State Port Facilities Improvement — This project is part of an ongoing
Fishing Community Development Project for Angaur State. While small aircraft
serves Angaur, the island’s primary transportation link to Koror is by watercraft;
small outboard motor boats and mid-sized fishing boats or cargo vessels.
However, Angaur Harbor is one of the most dangerous and difficult harbor to
navigate. During Storm Utor (July 2001), the facility received considerable
damage and now requires major repair to enhance navigational safety.
Additionally, a construction of a building adjacent to the existing facility is
required to house fishing equipment and an office. Scope of work includes
building construction, construction and reinforcement of the existing seawall,
rock removal and dredging of the channel and the construction and repair of the

12
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fishing boat ramp and west seawall. (Public Sector Investment Program 2003-
2007).

5. Transportation

The leadership highly prioritized the construction of connecting and secondary roads as
well as the maintenance of all of Palau’s roads, including the Compact Road.

A. Compact Road Maintenance — The leadership expressed its concern that an
appropriate maintenance program be put in place to ensure that the Compact Road
will last its full usable life. The leadership recognized that the Army Corp of
Engineers has developed a maintenance program that should be taken into full
consideration. The leadership further stressed that expertise that have been gained
by Palauans should be incorporated into any plan for road maintenance. Taking
these factors into consideration, the leadership recommends that the Operations
and Maintenance Plan be endorsed and implemented, once completed, as the
mechanism for day-to-day operations and maintenance.

B. Compact-State Connecting Roads, Secondary Roads — In order to further State
sustainable development and promote commerce and trade, as well as interstate
travel, secondary and connecting roads need to be in place or improved.

6. Sea Transportation/Port Development

As an island, Palau’s sea transportation infrastructure needs to be kept up to date. In
addition, new infrastructure must be supported. Testimony indicated that the current
Malakal Commercial Port is insufficient to handle significant expansion. The leadership
expressed concern that the correct decision be made today in order to ensure that
economic development is enhanced through the proper identification of port options and
subsequent expansion/construction. The Leadership therefore recommended that a
feasibility study be undertaken to identify an island-wide port plan and to make
recommendations as to potential funding sources. It was further discussed that the
concept of a ‘super-port’ be incorporated into the feasibility study.

In addition, the Leadership is becoming increasingly aware of poaching and seizures of
vessels licensed to fish in Palau, while fishing within the Exclusive Economic Zone
(EEZ), especially around the Southwest Islands. Increased infrastructure resources with
regards to marine surveillance telecommunications, vessels and capacity building efforts
are essential to protect Palauan waters. Palau’s proximity to Indonesia poses a threat to
national and homeland security by terrorist acts.

13
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7. Air Transportation

The leadership recognized that, as an island nation, air transportation is critical for
Palau’s continued development. The leadership therefore recommended the
rehabilitation of the Peleliu and Angaur airports to augment the National Airport in case
of emergency. They also recommend the continuation of Federal Aviation Administration
(FAA) Airport Improvement Projects (AIP), grants for airport facilities design and
construction (current AIP grants program 2004 — 2007). They stressed the need to
collectively work with Freely Associated States (FAS) to lobby for continuation of this
U.S. federal grant program. Due to the increased demand on the current airport, the
leadership also recommended the extension of the airport runway.

8. Agriculture

The leadership recognized the need to expand Palau’s agricultural sector, to respond to
domestic needs and the needs of the tourism industry. The Leadership therefore
recommended the following:

A. Central Farmers Market and Cultural Performance Arts Center Expansion - The
Project supplements the ongoing Cultural Performance Arts Center project aimed
also at providing a central location for Palau’s farmers to bring their products so
that they can be sold to the general public, grocery stores, restaurants, live aboard
dive boats, etc. This will allow all farmers to have access to a market place to sell
their goods rather than search for and deliver to customers. The project will
include, as an add on construction, an open style building to house stalls as well
as certain equipment to address refrigeration, kitchen, water, fuel supply and
waste disposal to the planned facility site or at a separate and more ideal site.
(Public Sector Investment Program 2003-2007).

B. Improvement of Plant Nursery in Aimeliik, Babeldaob Island - "The Project is
aimed at improving the facilities and function of the Nursery at the Bureau of
Agriculture Station in Nekken, Aimeliik, Babeldaob Island. The operation of the
Nursery will be made more functional in supplying various seedlings, providing
convenient services to farmers and conducting experiments. The project will
benefit food production of vegetables and fruits, promote the forest industry
through timber tree seedlings and contribute to the production and export of
flowers and ornamental plants. Income is possible by the sale of seedlings.
Funding will be used for construction and equipment" (Public Sector Investment
Program 2003-2007).

9. Economic Development at the State Level
The leadership recognized that state revenue sources are currently insufficient to finance

needed infrastructure development at the state level. The leadership therefore supported
enhanced state economic stimulus projects. Due to the uniqueness of each State’s

14
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development needs, funding is required at the to develop projects and programs identified
in State development plans and initiatives. The goal of the National Government is to
assist each State to establish the strong foundation of reliable basic infrastructure so that
private development may confidently take root. These items include State roads, water
and wastewater systems, electric power, telecommunications, docks and channels. While
significant progress has been made in these areas, much still remains to be addressed."
(Public Sector Investment Program 2003-2007).

10. Education/School Facilities

The Leadership reviewed testimony that indicates that current school facilities are in dire
need of upgrading. Most of the Republic’s schools were constructed forty years ago
when building standards were very lax or non-existent. Since construction, the
population has shifted and new landowners have begun to ask for their lands back.
Statistically, there are 19 campuses with over 130 buildings with a floor space of around
290,000 square feet. The leadership recommended that an assessment be made regarding
the appropriate course to take in upgrading Palau’s schools, looking at the options of
repair of current facilities and the construction of new facilities.

11. Public Safety - Maritime Boundary/Marine Safety Enforcement

Because public safety infrastructure needs will increase with the anticipated impacts from
the Compact Road and the Capitol Relocation (increased population and increased
development), the leadership stressed the need to expand public safety infrastructure
throughout the island, including the construction of a new Prison facility and police sub-
stations in Babeldaob.

12. National Hospital Expansion

In order to determine Palau’s health indicators (leading causes of suffering and death)
and the population’s health concerns, the Ministry of Health (MOH) conducted an
extensive Community Health Survey in 2003. The MOH then conducted the Non-
Communicable Disease Workshop (October 2004), which resulted in the “Draft Non-
Communicable Disease Strategic Plan for Palau”. These efforts, combined with the
MOH Visioning Retreat (June 2005), the 1st Public Health Symposium (November
2005), and a planned Belau National Hospital Symposium (2006) are the forerunners for
the Ministry of Health National Strategic Plan (2007), which will guide MOH services
and policies for the next 5 to 10 years. The identified health priorities - the health
indicators, needs and concerns of Palau’s residents - will then determine the kind of
health services to be provided.

The leadership supported the outcomes of the Strategic plan and its recommended
infrastructure needs. The leadership further supported health infrastructure needs that
have already been identified and recognized that to support the health workforce to
provide health services to meet the new health priorities being identified by the MOH,
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appropriate facilities must be developed to deliver these services and meet health
workforce needs. Needed facilities include:

e Central (Koror) Community Health Center;

e Training Community Health Center (servicing Airai and Aimeliik);

o Babeldaob Hospital and Public Health Center;

e Conduct a risk assessment of Belau National Hospital to tsunami (in light of the
recent tsunami in the Indian Ocean), typhoon, and other natural disasters to
develop a BNH relocation plan if the study is adverse. Note that if the causeway
has problems and cannot be traversed, this can have fatal implications; and

e Maintenance and upkeep of the structures and equipment of Belau National
Hospital and the CHC system.

The leadership further recommended that Nurse Stations should be made available in the
Southwest Islands.

V. Focus Group 4 — Private Sector Development

Focus Group 4 concentrated on issues relevant to the sustainable development of the
Private Sector of Palau’s economy.

The Leadership recognized that Palau shares many of the same constraints to economic
growth and development with other small island developing states. These constraints
include —

e Small domestic market;

e Remoteness from major markets;

e Narrow resource base;

e Heavy dependence on trade and foreign assistance; and
e Vulnerability to external shocks and natural disasters

However, largely due to consistent stream of foreign aid and abundant natural resources
to support subsistence living, Palau has achieved a relatively high standard of living.
Social indicators as well as GDP per capita compare favorably with developing countries
of similar income and size.

Because of the large concessional aid flows, Palau’s economic development has been led
by the public sector, with the private sector playing a limited role. The significant aid
flows have supported high levels of public expenditures and a large public sector and
although these have led to positive gains in welfare, economic growth has been limited.

The poor growth performance can be attributed not only to the natural constraints
associated with a small island developing economy, but also to limited success in
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encouraging productive private sector investments and low returns on public sector
spending.

Recognizing that the private sector must expand in order to provide adequate growth in
government revenues to replace declining U.S. program grants and the cessation of
annual operating grants assistance under the Compact in 2009, the Palau National Master
Development Plan recommended a strategy of shifting economic activity from the public
to the private sector aimed at increasing the productivity of public expenditures and the
efficiency of resource use in general.

While notable progress has been made in shifting economic activity from the public
sector to the private sector, including the increased use of user fees, outsourcing and
corporatization of governmental services, these efforts have not produced sufficient
growth in government revenues to replace the scheduled step-down in Compact annual
direct funding assistance.

Considering the under-performance of the Compact Trust Fund investment to date and
the impending cessation of Compact annual direct funding assistance, the Leadership
finds it imperative that the National Government rededicate and prioritize its efforts to
foster an environment conducive to strong private sector growth and expanded
governmental revenues. In this regard, and consistent with the recommendations of the
NMDP, the Leadership strongly recommends that the national and state government
leadership mobilize national and state resources to achieve the following development
strategies:

1. Sustainable Tourism Development

The leadership recognizes that the Tourism Industry offers the greatest potential to
support sustainable economic growth and development but further recognizes the
vulnerability of Palau’s unique natural environment and the adverse impacts of mass
tourism, consistent with the NMDP strategy to—

Maximize the contribution of the tourism sector to the Palauan economy
by developing a private sector framework conducive to tourism growth,
promoting and monitoring tourism developments, and ensuring the
necessary controls and charging systems are established to protect the
natural environment and cultural interests

As well as the PATA Task Force report “Palau Your Future in Tourism” in March 1993
and the report “Sustainable Development Policies and Action Plan” in May 1997 that
resulted from roundtable discussions involving representatives of government, the travel
industry and NGO’s, the Leadership recommends that the following policy directions be
taken:
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Maximizing the Value of Tourist Dollars -- Tourism can be a very valuable
industry for Palau, but only if an increasing portion of each tourist dollar spent
stays inside the country and in turn generates additional income opportunities
rather than most of it leaving the country. If the tourist accommodations and
services, the food and souvenirs consumed and bought are mostly foreign owned,
provided or imported, then only a very small portion of the tourist dollar spent
actually stays and benefits Palau. Tours that are set up outside Palau and that rely
solely on foreign accommodations, restaurants, and tour companies do not create
sufficient revenue to offset their impact on the environment and culture. It is
imperative that Palau develop ways to ensure that tourist dollars remain in
country.

Diversification of the Tourism Portfolio -- Diversification of tourism products, as
well as the types of tourists visiting Palau, will help spread the wealth through
many different private businesses, will minimize the negative impact from any
one type of tourism and will reduce the vulnerability of the tourist economy to an
external or internal shock. Palau should seek to attract visitors from many
different parts of the world so that we are not overly affected by a downturn in
any one economy or by external shocks such as SARS. Further, Palau should
expand its tourist products to activities other than diving, and to areas north and
south of the commercial hub of Koror.

Focus on the High End of the Tourist Spectrum: Palau should strive to attract and
retain high-end tourists. These tourists are more likely to seek an authentic
cultural experience as well as to pursue activities that have less of an impact on
the environment or culture. Moreover, these tourists are less vulnerable to
economic conditions, and therefore the market for high-end tourism is less
volatile. Finally, these tourists have more expendable cash and can inject more
wealth, per person, into the Palauan economy.

With these policy directions in mind, the Leadership urges that immediate steps be taken
to accomplish the following:

A. Implement relevant standards to ensure the quality and safety of accommodations

(PVA “Abai Rating”), tour companies, diving operations, transportation, etc.

. Streamline the government permitting process and collection of fees to simplify
the process for tour companies and tourists including undertaking an independent
review of current EQPB and HPO regulations to determine their impacts on
development initiatives.

. Promote diversity by developing unique attractions throughout Palau within the
constraints of infrastructure and national priorities including:
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1. The review of current regulations and policies to effectively monitor yachts
and maximize benefits including a streamlined permitting process (National
and State), enforcement authority at the state level and strengthened
coordination with PVA and tour companies;

2. The development and promotion of tourism attractions in each state, i.e.
“Ngesechel a Charchar” and unique biodiversity, in coordination with other
relevant agencies including the PVA, the EQPB and the HPO in the site
promotion and permitting process. (Issue for Focus Group 1 — increase federal
funding for historical preservation);

3. The establishment of a competitive “Tourism Attraction Fund” to assist the
states in developing tourism sites through PVA that would be sourced from
COFA funds (Issue for Focus Group 1); and

4. The pursuit of Agriculture and Aquaculture tourism in order to expand
tourism-related activities.

. Provide greater incentives for local participation in all aspects of the tourist
industry including

1. Providing tax breaks, or by mandating the employment of Palauans in certain
key positions.
2. Implementing a uniform minimum wage and foreign labor fees.

. Implement a comprehensive import substitution program to support and expand
the production and availability of tourism related products including souvenirs,
food and beverage (“Made in Palau” concept).

. Establish regular scheduled flights from international hubs to facilitate flight
connections for our major tourism markets by.

1. Taking the necessary steps to improve connecting flights from the European
markets through major hubs such as Singapore and Hong Kong; and

2. Requiring scheduled flights from JAL, Asiana, etc. after a requisite period of
time, e.g., 6 months.

. Discourage Package Tours that eliminate or limit choice by tourists.

. Develop relevant physical infrastructure in order to meet and expand Palau’s
tourism industry by:

1. Developing capacity to wundertake proper maintenance and capital
infrastructure improvements to the airport facilities, i.e., expanding runway in
order to accommodate larger aircraft, passenger processing/servicing and
airport management. (Consider ‘Joint-Use’ agreement under COFA);

2. Considering improvement to the existing seaport and/or new seaport to
accommodate large vessels including cruise ships and military ships.
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(Consider ‘Joint-Use’ agreement under COFA; possible issue for Focus
Group 1); and

3. Implementing a cohesive and coordinated approach to undertake maintenance
and capital improvement infrastructure requirements— sewer, water, power,
telecommunications, etc. including the development of impact and usage fees.

I. Implement regular studies/surveys to monitor the types of tourists Palau is
attracting so that we can evaluate our progress.

J. Strengt