PL 12.016
TWELFTH CONGRESS OF THE FEDERATED STATES OF M CRONESI A

SECOND REGULAR SESSI ON, 2001CONGRESSI ONAL BI LL NO. 12-68, C.D.1, CD. 2

AN ACT

To further anmend title 55 of the Code of the Federated States of

M cronesi a, as anmended, by anmendi ng sections 1202, 1204, 1211, 1213,
1215, 1216 and 1217, for the purpose of establishing an S Account
wWithin the FSM Trust Fund to stabilize the transition to the
renegotiated terns of the Conpact of Free Association, to require that
the President of the Federated States of Mcronesia transmt to
Congress nom nations for the Board of Trustees of the FSM Trust Fund,
and for other purposes.

BE | T ENACTED BY THE CONGRESS OF THE FEDERATED STATES OF M CRONESI A:

1 Section 1. Section 1202 of title 55 of the Code of the

2 Federated States of Mcronesia, as enacted by Public Law No. 10-
3 150, is hereby anended to read as foll ows:

4 "Section 1202. Definitions. Unless otherw se specified
5 or clear fromthe context, words and phrases used in

6 this chapter shall have the foll ow ng neani ngs:

7 (1) 'Baseline Funding' nmeans the amobunt of Conpact of
8 Free Associ ation assi stance provided to a governnent in
9 fiscal year 2001, adjusted for inflation to the final
10 year of the first Conpact;
11 (2) 'Board' nmeans the Board of Trustees of the Fund,
12 (3) '"Contributing governnent' neans the governnent of
13 any State of the FSM or the National Governnent once
14 such governnent has made a contribution of funds to the
15 S Account;
16 (4) 'FSM neans the sovereign nation of the Federated
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States of M cronesi a;
(5) 'Financial year' neans the fiscal year of the
Fund,
whi ch shall be the twel ve-nonth period ending on the
| ast day of each Decenber;
(6) 'Fiscal year' neans the fiscal year of the
Nat i onal
Gover nnent ;

(7) 'Fund' neans the FSM Trust Fund created by this
chapter, including the accounts therein,;

(8) 'Fund custodians' neans the one or nore firns
selected by the Board to assune responsibility for the
physi cal possession of the Fund assets or evidences of
assets;

(9) 'Fund managers' neans the one or nore firnms
sel ected by the Board to nmanage the investnent and
rei nvestnment of the Fund's resources;

(10) 'Fund returns' neans the returns accruing to the
Fund by way of inconme generated fromthe Fund' s
resources and the capital appreciation of those
resour ces;

(11) 'National Government' neans the Nationa

Gover nment of the FSM

(12) "'OQher participating governnent' nmeans a State or

2 of 13



PL 12.016
CONGRESSI ONAL BILL NO. 12-68, C.D.1, C.D.2

© 00 N o o s~ w N P

N NN NN R R R R R R R R R
A W N PP O O 00 N O O B W N +—» O

| ocal governnent of the FSM participating pursuant to a
menor andum of understanding with the Nationa
Gover nnent ;

(13) 'Real value' neans the value of contributions to
the Fund when adjusted to reflect inflation and
popul ati on change. For purposes of determning 'rea
val ue' at any one tine, the value of a contribution in
the formof a | oan shall be the principal balance then
owi ng. The inflation adjustnent shall be nmade to
current prices in line with novenents in the US Consuner
Price Index. Population refers to the nunber of FSM
citizens residing in the FSM Wen current popul ati on
figures are not available, the Board shall use such
estimates thereof as it finds to be reasonable. Such
estimates nay be extrapol ated fromthe nost recent
popul ati on census based on the popul ation growh rate
prior thereto;

(14) 'Reinvestnment' neans the process whereby Fund
returns, whether in the formof incone or appreciation,
beconme part of the capital of the Fund; and

(15) 'Renewal Conpact' neans the renewed econom c
assi stance provisions contained in Title Two of the

Conpact of Free Association.”

Section 2. Section 1204 of title 55 of the Code of the
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I's hereby anended to read as foll ows:

"Section 1204. Purpose.

(1) The purpose of the Account A and Account B portion
of the Fund is to create a single investnment fund in
which all levels of governnment may participate in order
to contribute to the long-termfinancial viability of
the FSM by providing an additional source of revenue and
to enhance the capacity of the National Governnent to
receive and effectively utilize external resources in
order to:

(a) assist the National Governnent and other
participating governnents to achieve greater financi al
autonony in the managenent of their recurrent budgets;

(b) enable the FSM at all |evels of governnent to
neet | ong-term nai nt enance and operating costs of socia
and economi c infrastructure; and

(c) enable the FSM at all |evels of governnent to
I nprove existing |l evels of social and economc
I nfrastructure.

(2) The purpose of the S Account portion of the Fund
is to:

(a) provide a funding source to pronote financi al

stability and provide an orderly adjustnment process for
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each of the contributing governnments in the event of
significant reductions in econom c assistance under the
Renewed Conpact; or

(b) enable a transfer of FSMs own resources into
the A Account in the event of mnimal or no reductions

i n econom c assi stance under the Renewed Conpact."”

Section 3. Section 1211 of title 55 of the Code of the
Federated States of M cronesia, as enacted by Public Law No. 10-

is hereby anended to read as foll ows:

"Section 1211. Contributions to the Fund.

(1) Contributions to the A Account.

(a) Acontribution to the Fund may be in the form
of a grant or, wth the agreenent of a majority of al
trustees, in the formof an unsecured | oan which bears
interest (or its equivalent) at a rate no greater than
3% and is otherw se cost-free.

(b) The Fund may refuse a contribution if it
considers that it would not be in the interest of the
Fund or the FSMto accept it. The Fund shall notify
Congress of the nature, anount, source and terns of any
contribution that it has decided to accept or refuse,
wher eupon the Fund may conditionally accept or refuse
the contribution. Acceptance or refusal shall becone

final no earlier than 180 days after notice to Congress,
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unl ess Congress directs by | aw ot herw se.

(c) The Fund shall not issue negotiable or
transferabl e obligations evidencing i ndebtedness for any
| oan.

(d) Contributions shall be nmade for the purpose
of the Fund without further restriction as to use,
except such restrictions as Congress may provide by | aw.
Except for repaynent of |oans, contributions shall not
be refunded to contri butors.

(e) Acontribution to the Fund shall not in and
of itself constitute or inply any conm tnent by the
contributor to make any further contribution to the
Fund.

(2) Contributions to the S Account. The Nati onal
Government and each of the State Governnments may
contribute to the S Account, the increased financi al
assi stance that is received, pursuant to section 231 of
t he Conpact of Free Association, during fiscal years
2002 and 2003. The anounts that may be contri buted by
t he National Governnent and each of the State
Governnments shall be determ ned by the Secretary of the
FSM Depart ment of Finance and Adm ni stration, and shal
be appropriated by each contributing governnent pursuant

to its financial nmnanagenent | aws and regul ations.™
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"Section 1213. Accounts.

(1) The Fund shall be divided into an A Account, a B
Account and an S Account.

(2) Al contributions to the Fund shall be deposited
to the A Account, except for the contributions which
qualify to be deposited to the S Account, as provided
for in section 1211(2) of this chapter. Thereafter, the
Board shall ensure that a portion of the Fund returns in
each financial year is reinvested at the end of that
financial year as capital of the A Account, such portion
bei ng the anbunt necessary to maintain the opening
bal ance of the A Account's capital for the follow ng
financial year at the real value of all contributions to
the Fund mnus all principal repaynments nmade on | oans to
t he Fund.

(3) Repaynent of |oans to the Fund and paynent of the
expenses of the Fund shall be nmade fromthe A Account.
The anount, if any, of Fund returns in each financial
year which remains after such repaynent of | oans and
paynment of expenses, and after reinvestnent in

accordance wth subsection (2) of this section, shall be
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transferred to the B Account. Except as provided in
this subsection or upon term nation of the Fund, no
funds may ever be renpved fromthe A Account.

(4) The B Account shall consist of funds transferred
fromthe A Account and the returns therefromwhile in
the B Account. Funds in the B Account may be
distributed to the National Governnent in accordance
Wi th section 1214 of this chapter or transferred to the
A Account in accordance with section 1215 of this
chapter. Except as provided in this subsection or upon
termnation of the Fund, no funds may ever be renoved
fromthe B Account.

(5 It is anticipated that funds in the A Account w |
be placed in Ionger term higher yielding investnents
than are funds in the B Account.

(6) Funds in the S Account may be used by the
contributing governnents to offset the negative inpact
of reductions, if any, under the Renewed Conpact as
fol |l ows:

(a) no withdrawals shall be made fromthe S
Account by any contributing governnment that receives a
funding | evel during the first year of the Renewed
Conpact that is greater than, the sanme as, or within

four percent (4% of, its Baseline Funding level. Any
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contributing governnment that is prohibited from nmaking a
wi thdrawal fromthe S Account by this subsection, nay
make a transfer pursuant to section 1215(2) of this
chapter;

(b) in the event that any contributing
governnment's funding |l evel during the first year of the
Renewed Conpact is reduced by nore than four percent
(4% but less than twenty percent (20% of its Baseline
Fundi ng I evel, that contributing governnent shall be
entitled to draw, upon request, an anount fromthe S
Account each year as follows, PROVIDED THAT each
contributing governnent shall be limted to w thdraw ng
no nore than the total of its contributions and the
earnings on its contributions:

(i) first year: up to the anount of
reduction mnus four percent (4% of the Baseline
Fundi ng |l evel ; (ii)second year: up to the anount of
reduction m nus eight percent (8% of the Baseline
Fundi ng | evel ;

(ii1) third year: up to the anmount of the
reduction mnus twelve percent (129 of the Baseline
Fundi ng | evel ;

(iv) fourth year: up to the anmount of the

reducti on m nus sixteen percent (16% of the Baseline
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Fundi ng | evel ;

(v) fifth year: up to the anmount of the
reduction mnus twenty percent (20% of the Baseline
Fundi ng | evel ;

(c) in the event that any contributing
governnment's funding |l evel during the first year of the
Renewed Conpact is reduced by nore than twenty percent
(209%9 of the Baseline Funding level, that contributing
governnent shall be entitled to draw down, upon request,
an amount in each year, in a manner to be determ ned by
an act of the Congress of the Federated States of
M cronesia follow ng consultations with the affected

gover nnent . "

Section 5. Section 1215 of title 55 of the Code of the
Federated States of M cronesia, as enacted by Public Law No. 10-

i's hereby anended to read as foll ows:

"Section 1215. Transfers to the A Account.

(1) Transfers fromthe B Account.

(a) The Board shall transfer funds fromthe B
Account to the A Account to the extent necessary to make
up any shortfall of funds in the A Account needed for
rei nvestnment, repaynent of |oans to the Fund, and
paynent of the expenses of the Fund pursuant to section

1213 of this chapter.
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(b) The Board may transfer to the A Account any
funds in the B Account in excess of an anount equal to
the sumof all funds transferred fromthe A Account to
the B Account during the five nost recent financia
years. Such a transfer may only occur at the end of a
financial year and after there have been at |east five
financial years in which funds were in fact transferred
fromthe A Account to the B Account. Funds transferred
to the A Account pursuant to this subsection shall be
deenmed to be additional contributions to the Fund.

(2) Transfers fromthe S Account. [|f each
contributing governnent receives a funding | evel during
the first year of the Renewed Conpact that is greater
than, the sanme as, or within four percent (4% of its
Basel i ne Funding level, then the follow ng transfers may
be made:

(a) funds contributed to the S Account by each of
the contributing governnents, and the earnings accrued
on these funds, nay be transferred to the A Account if
the ternms of the Renewed Conpact require the FSMto
contribute to a trust fund established between the US
and the FSM or

(b) if the ternms of the Renewed Conpact do not

require the FSMto contribute to a trust fund
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est abl i shed between the US and the FSM then at the
request of a contributing State CGovernnent, funds

contri buted by that governnment and the earnings accrued
on those funds may be transferred into that State's
trust fund, provided that the State trust fund has been
established with the principles of real asset protection
simlar in formand purpose to that of the FSM Trust

Fund. "

Section 6. Section 1216 of title 55 of the Code of the
Federated States of M cronesia, as enacted by Public Law No. 10-

is hereby anended to read as foll ows:

"Section 1216. M scel | aneous restrictions.

(1) Except as provided in subsection 1211(a) of this
chapter, the Fund shall not borrow noney.

(2) The Fund shall not be used to guaranty the debt of
anot her person or entity.

(3) The Fund shall not invest in instrunments
denom nated in currencies other than the US doll ar
except as prudent and necessary to avoid exchange rate
ri sks on | oans which nmust be repaid in a currency other

than the US dollar."

Section 7. Section 1217 of title 55 of the Code of the

23 Federated States of Mcronesia, as enacted by Public Law No. 10-

24 150,

is hereby anended to read as foll ows:
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"Section 1217. G her participati ng gover nnent accounts.

Contri butions may be made to the Fund for the benefit of
ot her participating governments in the FSM in which
case the Board shall establish separate A, B and S
Accounts within the Fund in the nane of each such
governnment. Such accounts shall be subject to this
chapter and adm nistered in the sane nanner as the
Nati onal Governnent A, B and S Accounts except that
di stributable funds or assets shall be nade available to
the other participating governnents rather than the
Nati onal Governnent. Fund expenses shall be prorated
bet ween the accounts of different governnents in
proportion to their relative share of the total Fund.”
Section 8. Wthin sixty (60) days of this act becom ng | aw,
the President of the Federated States of Mcronesia shall transmt
to the Congress nom nations for each position on the Board of
Trustees of the FSM Trust Fund.
Section 9. This act shall beconme | aw upon approval by the
President of the Federated States of Mcronesia or upon its

becom ng | aw wi t hout such approval.

Decenmber 3, 2001
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/s/ Leo A. Fal cam

Leo A. Fal cam

Pr esi dent

Feder at ed St ates of
M cronesi a




