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Overview of the Financial Institutions
Commission

The Republic of Palau’s Financial Institutions Commission (FIC) was created pursuant to the
Financial Institutions Act of 2001 (FIA), 26 PNCA Chapter 10. The FIA framework provides
measures to protect the interests of financial services consumers, to prevent systemic risk to the
financial system, to provide sufficient scope for market forces, to operate in the field of financial
services, and to protect the reputation of the Republic in the international financial community. It
also grants the FIC power to license, supervise and regulate financial institutions.

The FIC is governed by a Governing Board, with five members appointed by the President of the
Republic of Palau and confirmed by the Senate, and one ex-officio member, the President of the
National Development Bank of Palau.

The Executive Commissioner heads the FIC. The Executive Commissioner is tasked with the
implementation of the FIA and other applicable laws and regulations. Additionally, the Executive
Commissioner is responsible for carrying out the decisions of the Governing Board and management
of the FIC’s day-to-day operations.

The FICis primarily funded through annual fees assessed on financial institutions licensed to operate
in the Republic of Palau. A small fraction of the funding is through annual appropriations from the
National Government of the Republic of Palau.

The FIC also receives technical assistance, funding for training, and other assistance from the United
States of America, Australia, the People’s Republic of China Taiwan, and international organizations.
These include the Asian Development Bank, International Monetary Fund, IMF-Pacific Financial
Technical Assistance Center, Asia/Pacific Group on Money Laundering and others.
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Mission, Vision, and Core Values

Mission

To establish and maintain a financial regulatory and supervisory system for the Republic of Palau,
consistent with international standards, which promotes a stable banking and financial sector that
facilities economic growth and development within the Republic of Palau.

Vision

To protect and ensure the integrity of, and confidence in, the financial sector of the Republic of Palau.

Core Values

To achieve this vision, the FIC is guided by the following core values:

We conduct ourselves with integrity and maintain our independence to ensure our credibility
is not at risk.

We are ethical, fair, and respectful in all that we do.

We communicate openly, honestly, and with good intent among ourselves and with those we
serve.

We continue to establish and maintain effective relationships with all relevant
stakeholders/partners and agencies.

We provide an environment for learning and growth so we are regarded as subject matter
experts in financial sector issues and matters.

We are proactive in our approach to development within the financial sector and the impact
on Palau’s economy.
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Strategic Plan Overview

About the plan

The Strategic Plan’s purpose is to provide clarity, direction, and focus for the FIC.

The FIC conducted its first two-day strategic planning session in September 2017, and then again in
2019. It held a one-day session in October 2020 to review and update the draft strategic plan.

After these meetings, draft strategic plans guided the work and direction of the FIC; however, the
FIC did not adopt a formal plan.

The FIC drafted the Strategic Plan for FY2023 — 2028 during a two-day session held September 16
and 17, 2022, and shall be formally adopted by the Governing Board of the FIC and is intended to be
a public document.

The FIC has several internal structures and processes to facilitate the implementation and
monitoring of the strategic plan priority areas’ action plans and action items. These include, but are
not limited to, internal documents such as the Annual Work/Activity Calendar, Strategic Plan Meeting
Summary and Notes, and Action Plans/Action Items Matrix.

Performance

To ensure FIC’s plans and strategies are effectively achieving the Strategic Plan’s goals and objectives,
the FIC uses a variety of processes and reports to periodically evaluate performance, adjust when
necessary, and drive overall accountability.

Quarterly (January, April, July, and October), the Executive Commissioner and staff provides a
report to the Governing Board on progress toward achieving and completion of action items in the
FIC Strategic Plan. During this report and review process, course corrections are made as needed.
The Executive Commissioner provides a summary of accomplishments and results of the agency’s
performance for the past quarter, as well as identify the performance goals, measures, and targets
for the upcoming quarter.
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Strategic Outlook

For the FIC to successfully implement its strategic plan, it must be cognizant of factors that have the
potential to affect the achievement of its strategic goals and objectives.

External Factors

Key external factors beyond the FIC’s control have the potential to affect the achievement of its
strategic goals and objectives:

Natural Disasters, Fire, and Public Health Crises: Natural disasters such as
typhoons, tropical storms, and tsunami as well as fire have the potential risk of hindering
office operations and compromising the security of office equipment, files, and data. Public
Health Crises; such as the COVID — 19, monkey pox, and even the common flu; can also
affect office operations.

FIC must implement measures to protect against and/or minimize damages caused by
natural disasters and fire, and must adopt a formal disaster recovery plan to mitigate
damage.

FIC must also put in place processes and procedures during times of public health crises to
ensure operations continuity and to protect its staff and the public.

Economy and Financial Environment: The COVID-19 pandemic continues to affect
financial institutions, the financial sector, and the environment in which FIC staff perform
their work.

As the economy recovers, FIC must appropriately monitor emergent risks effecting financial
institutions and depositors and act to address such risks.

FIC must be kept abreast of economic sanctions and requirements that international
regulatory bodies monitor, and ensure that financial institutions follow such sanctions and
requirements.

FIC must also be kept abreast of international and local economic market inflation impacts
on the financial sector and financial institutions.

Security Threats: As the role of data and technology in the consumer financial system
grows, so does the potential for consumer harm from security threats to these systems. Data
breaches have led to an array of consumer harms, including identity theft and loss of time
and money in monitoring and addressing such breaches.

FIC must continue to vigilantly monitor and address potential vulnerabilities in its own
systems and require the same for the institutions it regulates as part of depositors’ protection.
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» Rapid Technological Advancements: Evolving technologies have driven rapid change
in the financial marketplace. This swift change presents great benefits to depositors and
financial institutions, but it also presents real risks.

FIC must monitor developments in technology as they intersect with the financial markets.

*  Governmental Actions: Executive, legislative, and judicial actions may affect the FIC’s
achievement of its strategic goals. Legislation and court rulings may alter the law or the
interpretation of law. Actions taken by other financial jurisdictions may impact the financial
regulatory environment, and therefore, the FIC’s policy strategies.

FIC must be kept abreast of the ongoings and developments in the Executive, Legislative and
Judicial arena, locally and internationally, that directly or indirectly affect the financial sector
and financial institutions, and take timely actions to address any potential issues.

Internal Factors

Key internal factors that have the potential to affect the achievement of FIC’s strategic goals and
objectives.

e Staffing: Due to the small number of FIC staff, extended staff absence or staff turnover has
the potential to affect the achievement of FIC’s strategic goals and objectives.

To mitigate loss of time and work products that may result from staff absence or turnover, FIC
must cross-train staff to avoid extended interruption of work. FIC must also undertake staff
development programs to elevate its staff capacity.

FIC must also develop a plan to expand its staff in line with its future expansion plans.

¢ Budget: Due to FIC’s limited budget, which only covers operational expenses, all funding for
training and technical assistance are dependent on donor countries and agencies.

FIC must maintain good relationships with current donors as well as seek potential new
donors, and must explore other source of revenue.

¢ Information Technology (IT) Capacity: FIC’s current IT system is secure and meets the
needs and requirements of current operations; however, as the office expands, the current
system will no longer be viable and the FIC will need to enhance its IT system.

FIC must continually improve its IT system to facilitate fluid work flow and to prevent security
breach.
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STRATEGIC PRIORITY AREAS

Priority areas that FIC plans to focus its resources on to carry out its mission and statutory mandates.

1. LEGISLATION, REGULATORY, & ADVISORY

2. VIRTUAL ASSET/VIRTUAL ASSET SERVICE PROVIDERS (VA/VASP)
3. EXTERNAL ENGAGEMENT

4. BUDGET

5. OPERATIONS & MIS-IT

6. HUMAN RESOURCES
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STRATEGIC PRIORITY 1: LEGISLATION, REGULATORY, & ADVISORY

Objective: To provide an adequate framework to support FIC’s mandate and for
anticipating and implementing future development:

Goals: To further this objective, the FIC will:

1) Review and update its legal framework, the FIA and regulations, in line with
international standards and work toward the passage of legislative amendments;

2) Put in place a formal policy that provides guidance for responding to potential
banking issues by establishing a prompt, firm, and consistent process;

3) Implement a plan to facilitate updating and modernizing current legislation that
are relevant to the FIC and its mandate;

4) Develop and formalize processes and procedures for policy statements, advisories,
directives, and guidelines to streamline communication with financial institutions
and the public; and

5) Keep abreast of ongoings and developments in the Executive, Legislative, and
Judicial arena that affect the banking industry and formulate and execute action
plans to address potential issues as it relates to FIC and its mandate.

STRATEGIC PRIORITY 2: VIRTUAL ASSET/VIRTUAL ASSET SERVICE
PROVIDER (VA/VASP)

Objective: To regulate and supervise virtual assets and virtual asset service providers.
Goals: To further this objective, the FIC will:

1) Identify subject matter experts, technical assistance, and available trainings on
VA/VASP for staff capacity building; and

2) Work toward the passage of a VA/VASP legal framework for proper licensing and
supervision of VA/VASP.
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STRATEGIC PRIORITY 3: EXTERNAL ENGAGEMENT
Objective: To ensure all key stakeholders/partners and agencies and the public are engaged:
Goals: To further this objective, the FIC will:

1) Identify all FIC stakeholders/partners and key agencies, and formalize
collaborations;

2) Develop a plan and carry out regular engagement with financial institutions; and

3) Conduct outreach to educate the public on matters relating to the FIC.

STRATEGIC PRIORITY 4: BUDGET

Objective: To create an adequate budget to support FIC mandate and for anticipating and
implementing future development.

Goals: To further this objective, the FIC will:

1) Continue to operate within or below Governing Board-approved budget;

2) Work toward becoming financially self-sufficient and implement formalized
policies and procedures for independent accounting, procurement, payroll, and
human resources systems; and

3) Formulate a five-year budget plan to support staff expansion.

STRATEGIC PRIORITY 5: OPERATIONS & MIS-IT

Objective: To secure operational viability and capacity of the organization.
Goals: To further this objective, the FIC will:

1) Adopt a five-year strategic plan to implement and carry out FIC’s goals and
objectives, conduct regular progress reviews and make adjustments, when
necessary, to ensure that FIC operation is streamlined and remains relevant and
effective; and
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2) Formulate annual work/activity calendar, and, when necessary, individual staff
work plans, with clear timelines and expectations;

3) Putin place formal administrative and information technology standard operating
procedures to ensure continued operations in case of change in staff or extended
staff absence.

4) Formalize a disaster recovery plan to ensure continued operations in times of
natural disasters, fire, and public health crisis;

5) Develop an MIS-IT System that accommodates current requirements and
anticipates future expansion as well as prevent security breach; and

6) Implement online prudential reporting for efficient and effective supervision.

STRATEGIC PRIORITY 6: HUMAN RESOURCES

Objective: To form a long-term viability and capacity development for the organization.
Goals: To further this objective, the FIC will:

1) Develop a staff training plan and succession plan, including sourcing relevant
trainings for members of the Governing Board; and

2) Develop a plan for staff expansion and formulate clear job descriptions, duties and
responsibilities for all positions.

Adoption of Strategic Plan FY2023 - 2028

On this 18t day of April 2023, the Republic of Palau Financial Institutions Commission Strategic
Plan FY 2023 — 2028, in its entirety, is formally adopted by the Governing Board.

evin Mesebeluu

Adopted apr'ﬂ | g , 2023,

_Iii

Chair, Governing Board

Financial Institutions Commission
Republic of Palau
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