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formalization of the planning process utilized by NDBP in 2000. The
recommended strategic planning process detailed in the Strategic Planning Guide
prepared for NDBP in 2001 was set aside at the direction of the Board of Directors.
The present approach is meant to be a practical and concise planning process that
fits the needs of NDBP at the present time.

This plan has been compiled using the inputs from meetings with staff and
Directors in 2007. The views of the Board and Management since that time have
also been used to ensure a well-rounded strategic assessment rather than a top
down view.

GOAL SETTING
Central to the Strategic Revision is the alignment and formalization of goals
throughout the organization. Firstly, matching the Business Goal terms with the
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attainment of corporate and strategic business goals.

The number of Business Goals is intentionally kept to five or less. This ensures
that all NDBP staff are aware of the goals and what they can do individually to help
the organization achieve these goals. All goals will be set in plain language with a
goal date to help drive the attainment of these targets.

Along-term (horizon) goal is set at 10 years to inform the interim goal setting
process. This Horizon Goal will establish what the organization is generally
working towards. The short term planning process will be broken into three-year
segments to enable NDBP to match organizational goals and those of Management.
All personal performance incentives will be aligned with the organizational goals,
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KEY PERFORMANCE INDICATORS

Critical to the ongoing success of NDBP and the strategic planning process is the
adoption of an industry standard set of Key Performance Indicators (KPI) such as
those described by the Association of Development Financing Institutions in Asia
and the Pacific (ADFIAP). Using these KPIs allows industry relevant analysis of
performance from both a financial and development indicator perspective.
Comparisons with other similar institutions can then be made simply and
accurately. The use of KPIs will also be extended to the goal setting process as part
of an organization wide alignment of goals and targets.

REVIEWS

Each three year planning period will be scheduled for review at the beginning of
the third year. At this time the goals for the coming periods will be reassessed and
formalized in a Strategic Plan.
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1. Statement of Mission, Vision and Core Values

1.1 Mission

To initiate and promote sustainable economic development within the
Republic of Palau.

A Initiate and Promote through loan guarantees, direct lending and equity
participation.
A Development of housing and industry, agriculture, tourism, and marine resources

emphasizing new enterprises and import substitutes.
1.2 Vision

To be recognized as the Premier Development Bank in the region providing
innovative targeted solutions for our stakeholders.

1.3 Core Values

To be F.I.LR.S.T. in all we do...
Friendly 7 Be professional and friendly in our business dealings
Integrity 7 Our personal integrity EO OEA AAT E8O ET OACOEOU
Responsive 7 Be responsive to the changing needs of the people and
businesses.
Sustainablez! I x AUO OEAx Ul OO0 AAAT ET CO xEOE OiiA
and conduct your business sustainably.

Trust Z Develop and maintain the trust of our stakeholders

2. Organizational Mandate, Ownership and Funding

2.1 NDBP Organizational Mandate

The bank operates under the auspices of the national Development Bank Act. Its
purpose is to be the central financial institution responsible for initiating and
promoting economic development in the Republic of Palau.

2.2 Ownership
The Government of Palau has ownership of the bank. In practical terms the
shareholder is the President of the Republic of Palau, acting on behalf of the

people.
2.3 Funding
Funding for NDBP has come primarily from:

A The Government of Palau
A The Trust Territory of the Pacific Islands Economic Development Loan Fund



A The Compact of Free Association Financial Provisions
A The Government of New Zealand
A Retained Profits and Reserves

Funding for relending has come from the following Lenders since 2004:

A Palau Social Security Administration
A Mega Commercial Bank
A European Investment Bank

3. External Analysis
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of the Compact of Free association with the USA. It includes $250 million over 15

years of guaranteed funding with provisions to support economic development.

To ensure that Palau has the necessary physical infrastructure to meet its
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investment account that had not appreciated as forecast at the time of the original

Compact signing. Additional provisions have earmarked funding to capital and

maintenance as well. Supplementing the Compact funding are infrastructure

projects funded by Taiwan and Japan.

The new US funding is of particular importance because other improvement
projects are not generating economic growth directly. Private sector development
cannot currently support the economy alone due to the investment climate not
being positive due to existing regulatory hurdles and uncertainty.

4. Internal Analysis

$" 080 OOO0OAT @dpenettatiod & thdhbusikg M&rketCability to offer
better interest rates than the commercial banks and that it pays no tax. These
strengths have allowed it to maintain strong growth despite weak economic
conditions.
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underdeveloped board and limitations to existing management systems. Limited
funding options and poor public awareness are also challenges.

A greater SME market penetration and new Energy loans are key opportunities.
While poor national economic growth, weakness in middle management and
unstable government policy threaten the growth of NDBP.

5. Risk Analysis

An internal and external risk assessment has been conducted on the
implementation of this plan. The risks are considered to be manageable.

6. Business Goals ¢ 3-year Intervals with 10-year Horizon

Although the Business goals are set out in this Strategic Plan as separate items, it
should be understood that these goals are interrelated. It is imperative that the



Organizational and Governance Targets be seen as critical to the successful

attainment of the Economic Targets and the Financial Targets. Without making the
changes outlined in the Organizational and Governance Targets, the bank will not

have the capacity to attain or sustain its Financial and Economic Goals.

6.1 Financial Targets

The achievement of these goals would elevate NDBP out i £ Oi EAOI
A AT fgreadter ngdat@ting fGwers with funders and to be recognized

regiol Al

regionally z if not globally.

Target ‘ 3 Year Goal 6 Year Goal 10 Year Goal
Total Assets $30 million $50 million $75 million $100 million
Net Worth $15 million $20 million $25 million $30 million
ROA (minimum) 4% 3% 3% 3%

NPL (maximum) 13% 10% 10% 10%

6.2 Economic Targets

The Economic Horizon Goal is based on NDBP having a balanced portfolio of loans
"ATEBO O AAOOOAT AET C
current position shows a heavy reliance on the Housing and Commercial sectors of
the market. A good balance across industries will reduce industry specific risk,
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ensure that the bank meets its Mission, and promotes sustainable operations.

Sector ‘ 3 Year Goal 6 Year Goal 10 Year Goal
Agriculture 1% 5% 10% 15%
Fisheries 0% 3% 6% 10%
Housing 44% 40% 32% 25%
Commercial 55% 45% 35% 25%
Energy 0% 7% 14% 25%

National Government policy support is logically assumed for the successful
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explicitly through legislation. As a key component in the development process, the

Bank has determined that the following measures (in random order) are

necessary for economic growth and will be actively promoted.

1. Secured Transactions 7 ADB Draft with President Toribiong

Net Metering 7 Bill presently before the OEK
Bankruptcy 7 Bill introduced previously

Statistical Development 7 Implementation of Statistical Act needed by government

2
3.
4. Building and Electric Codes 7 Bill Needed
5.
6

Foreign Investment Promotion 7 Several versions of Bill under consideration by

OEK

®© N

Labor Reform 7 Bill Needed
Tax Reform 7 Comprehensive Bill introduced previously (1998)
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6.3 Organizational and Governance Targets

6.3.1 Full Service Banking

417 A@bPAT A $"080 A&O1T AET ¢ AAOGAR (1
Taking have been set.
Target ‘ 3 Year Goal 6 Year Goal 10 Year Goal
Regulatory Reporting Prudential Full FIC
Compliance Compliance Compliance Compliance
Product Expanded Loan Electronic Banking Deposit Taking
Development Products (Internet and ATM)

6.3.2 Expand Physical Presence
"U A@DPAT AET C O Bpleseticddccesd tObarbking $€dvicds Avill
improve throughout the Republic.

3 Year Goal

6 Year Goal

10 Year Goal

Establish Branches

Research Locations

Establish Initial

Establish Next

Branch Branches
New Building Establish Funding Finalize Plan Complete
Mechanism Building
Mobile Banking Establish Mobile Establish
Banking Offshore Offices

Expand Network

Research Electronic
Strategies

6.3.3 Strengthening Of Organization
The Organizational Goals of adopting a KPI framework and strengthening middle

management are seen as critical to the success of the 2010 Strategic Plan. As such
these goals have been set as the 3-year goals with no Horizon Goal.

Target
Adopt KPI System

‘ 3 Year Goal

Implement KPI
Framework

6 Year Goal

10 Year Goal

Strengthen
Management

Adjustments to
Middle Management

Revisit Employment
Structure

Establish Skill sets
and development
programs

Revise structure for
additional activities

Complete Structure
and Recruitment
changes

Improve
Information
Systems

Basic System
Changes

Systems Additions
completed

New System
Additions
implemented




6.3.4 Strengthening Of Board
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development of the management of the Bank including governance by the Board of

Directors. The following are proposed targets and goals for the critical aspect of

this strategic plan.

‘ 3 Year Goal 6 Year Goal 10 Year Goal

Strengthen Board Consider Alternative Establish Fit & Proper | Regulatory

Requirements Strategies Test specified
structure

Promote Board Board Training Consider composition

Development alternatives

Review Ownership Planning & Implementation

Options Solicitation Phase

7. Strategic Options

Considering the current environmental factors under which the bank operates,
and the goals set by the organization, the NDBP is deemed to have the following
realistic strategic options available. Each of these options are not mutually
exclusive but are separate enough to be considered individually.

A Option 1: Restructure Bank
A Option 2: Reconsider the Direction of the Bank
A Option 3: Continue with Current Strategy While Building Capacity

7.1 Recommended Strategy ¢ Option 3
It is recommended that Option 3 z Continuing With The Current Strategy While
Building Capacitybe implemented as the strategy for the 2010 Strategic Plan. This

written and formalized, this direction has been set and successfully followed by
NDBP.

Continuing with the current strategy while building capacity would yield several

benefits. Firstly, stability within the organization would be maintained. Secondly,
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resistance. Lastly, NDBP has experience with this strategy and has proven that it is
possible.

p>1]
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Continuing with the current strategy presents two major challenges. Firstly, this
strategy relies heavily on capacity building projects and their success; any failure
of these projects will hamper future growth. Secondly, any aggressive
implementation of an economic program may run counter to national objectives in
terms of timing and direction of overall development and support structures; i.e.,
legal and regulatory frameworks.



8. Financial Projections

A financial projection has been prepared based on the Business Goals of the 2010
Strategic Plan. The projections are to be reviewed and adjusted annually during
the budget cycle for the Bank. As shown, projections for the first year of the

" AT E 8 O ategk plan@®ifxended to be manageable. Results from 2010 are
relatively close to 2011 targets. See Appendix A.

8.1 Statement of Operating Activity
Financial Projections ($000Q)
Balance Sheet

2011 2012 2013
Assets

Current Assets $10,088 $7.473 $8,663
Non-current Assets 26,218 34,724 41,941
Total Assets $36,306 $42,197 $50,604

Liabilities
Current Liabilities $732 $706 $706
Non-current Liabilities 17,800 22,000 28,000
Total Liabilities $18,532 $22,706 $28,706
Net Assets $17,774 $19,491 $21,898

Statement of Revenues, Expenses and Change in Net Assets ($5000Q)

2011 2012 2013

Revenues
Revenues 52,722 $3,570 $4,268
Cost of Funds 562 758 812
Gross Income $2,160 $2,812 $3,456
Operating 943 1,045 1,099
Operating Income $1,217 $1,767 $2,357
Other Inc/(Exp) (29) (50) (50)
Change in Net Assets $1,188 $1,717 $2,307

9. Action Plan

Financial Targets

To achieve the Financial Targets the following steps will be taken. Total Asset Growth will
be achieved by introducing new loan products, seeking new loans, exploring new non-
loan funding sources and increasing selling efforts. Seeking capital contributions via direct
capitalization by the Republic or other donors to accelerate growth will grow Net Worth.
ROA will be held at a minimum level by reviewing rates and profitability. NPL will be
managed by adding risk management resources, emphasizing training and new collection
measures.

Economic Targets

Economic targets will be reached by advocating public policy, sector specific promotions
and considering internal limits.



Organization and Governance Targets

The following steps will meet Organization and Governance Targets. Full service banking
will be introduced including self-imposed FIC compliance to reduce bank risk. The
physical presence of the bank will be expanded by establishing new branches, erecting a
new building, introducing mobile banking and expanding the network. Adopting KPI
framework, strengthening middle management, revisiting employee structure and
improving IT will strengthen the organization. The board will be strengthened by revising
requirements, developing the board and reviewing ownership options.
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