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Background

e |[nitial Consultations in DC and all three FAS in 2019

e Study produced one round of reports covering the
original three scenarios...

ninking practically—base scenario

ninking negatively—severe scenario

ninking positively—extended funding scenario
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Background

 Second round of reports at country level completed in 2022 to
reflect impact of COVID-19 pandemic;

* And, more importantly, to reflect the emerging progress of US
negotiations with each FAS...

* ... thus the final round of reports narrowed the focus to just two
scenarios:

Thinking practically—base scenario

Thicl o |

Thinking positively—Compact Renewal scenario
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Background

&
Q0

* And now we are in Washington, DC, a few days before the end of
FY2023

* Yet, we still have two scenarios to consider:
With timely U.S. Congressional authorization & appropriation

With delay of U.S. Congressional action
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Presentation Outline

Compact Periods & Performance

Comparative FAS Economic Structures

B Topline Features of Compact Renewal Agreements

n A New and Happy Challenge: Upward Fiscal Adjustment
A Lingering Risk: Delay in U.S. Congressional Action

ﬂ Concluding Observations...
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1. FAS Compact Periods & Performance

FSM + RMI Compact Period (FY87-FYO03) FSM + RMI Amended Compact Period (FYO04-FY23)

2004 2023 2024
Palau Initial Compact Period Palau Compact Review Agreement Period
(FY95-FY09) (FY10-FY24)

O | | |

Palau CRA Stopgap Palau CRA Fully
Funding (FY10-FY17) Authorized (FY18-FY24)
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FY2024 FY2043
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1. FAS Compact Periods & Performance

Real GDP Growth Rate
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1. FAS Compact Periods & Performance

Real GDP Growth Rate
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Presentation Outline

Compact Periods & Performance

B Topline Features of Compact Renewal Agreements

n A New and Happy Challenge: Upward Fiscal Adjustment
A Lingering Risk: Delay in U.S. Congressional Action

B Concluding Observations...
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FSM Private Sector @ RMI Private Sector
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Comparative FAS Economic Structures 60

$402m $240m $280m

FSM Government @ RMI Government 0 Palau Government
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Comparative FAS Economic Structures 60

$402m $240m $280m

FSM Household Production @ RMI Household Production o Palau Household Production
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FSM Compact Revenues @ RMI Compact Revenues

The Economic Impact of Freely Associated State Compact Renewal




Comparative FAS Economic Structures @00

$303m $144m $120m

FSM US Federal Programs @ RMI US Federal Programs o Palau US Federal Programs
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Comparative FAS Economic Structures 60

$303m $144m $120m

FSM Domestic Taxes @ RMI Domestic Taxes O Palau Domestic Taxes
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CRA 2023: FSM [$3.3 B]

* Designed to start seamlessly at end of the 2"4 Compact period
* Annual grants at per year in defined sectors
* No annual adjustment, negotiations resulted in replacing 2%...

e .. With contribution to the Compact Trust Fund
($250 million in each of FY2024 & FY2025)
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3. CRA 2023: FSM, cont’'d

Treatment of the Compact Trust Fund as a “Re-Purposed Fund”

Amended Fiscal Procedures

Amended Compact Trust Fund Agreement

* Ongoing Federal Programs & Services
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CRA 2023: RMI [$2.3 B]

* Designed to start seamlessly at end of the 2"@ Compact period

* Annual grants at per year for 20 years in defined sectors
with 2% annual adjustment

* Health special grant at per year for 20 years with no annual
adjustment (and requiring RMI match)

E The Economic Impact of Freely Associated State Compact Renewal



CRA 2023: RMI, cont’d

* One-time grants of in FY2024:

Strategic Health Dialogue
Climate Change Tech. Assistance
Environmental Studies
Environmental Programs
Transparency

Museum

Kwajalein Atoll Master Plan

Suppl. Education Grant catch-up

$20 million
$20 million
$20 million
$10 million
$10 million
$5 million
$132 million
$22 million
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CRA 2023: RMI, cont’d

e ... with contribution to the Compact Trust Fund ($200
million in each of FY2024-2026 & $100 million in FY2027)

Treatment of the Compact Trust Fund as a “Re-Purposed Fund”

e Amended Fiscal Procedures

Amended Compact Trust Fund Agreement

 Ongoing Federal Programs & Services
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3. CRA 2023: Palau [$889 M] O

* Designed to start one year before the 2" Compact period ends

* Annual grants at per year for 20 years in defined
sectors/uses with 2% annual adjustment

* Fiscal consolidation (debt repayment) of annually for 6
years (FY2024-2029) with no annual adjustment

e ... With contribution to the Compact Trust Fund ($50
million in each of FY2024 & FY2025)

E The Economic Impact of Freely Associated State Compact Renewal

EEEEEE



31 CRA 2023: Palau O

Treatment of the Compact Trust Fund as a “Re-Purposed Fund”

Amended Fiscal Procedures

Amended Compact Trust Fund Agreement

* Ongoing Federal Programs & Services
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2. Upward Fiscal Adjustment: FSM

Assuming no Use of the Re-Purposed Compact Trust Fund
& No Use of the $500m Contribution

$240m $300m

Compact Transfers

$250m

$160m $200m

39% Increase j

$150m

$80m $100m

T

O N A A A N A R R A AN XS ARt
N v

$50m

$0m
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2. Upward Fiscal Adjustment: FSM

Assuming Use of the $500m Fund Addition for Inflation Adjustment

Compact Transfers
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2. Upward Fiscal Adjustment: FSM

Assuming Use of the Re-Purposed CTF &
Use of the $500m CTF Addition for Inflation Adjustment

$240m

Compact Transfers

$160m

$80m

T
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2. Upward Fiscal Adjustment: FSM

Increase from FY23 to FY24

Increase as % of Revenues

———————— N\
I( Use of Repurposed |
CTFata 4% rate. 1
| S -
FSM Increase FSM Increase

$39m $82m
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2. Upward Fiscal Adjustment: RMI

Assuming no GovRMI Use of the Re-Purposed Trust Fund or Special Use Fund

@
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ompact ransfers % J
109% Increase
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2. Upward Fiscal Adjustment: RMI

Assuming GovRMI Uses the Re-Purposed Trust Fund

$200m

$150m

Compact Transfers

$100m

$50m

T
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2. Upward Fiscal Adjustment: RMI

Increase from FY23 to FY24

Increase as % of Revenues

Increase as % of GDP

40%

Use of Repurposed |
CTFatad4%rate. 1

30%

20%

10%

0%

RMI Increase RMI Increase
$53m $81m
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2. Upward Fiscal Adjustment: Palau

Assuming no use of the Re-Purposed Trust Fund

Compact Transfers

122% Increase J $80m

40% Increase j
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2. Upward Fiscal Adjustment: Palau

Assuming Use of the Re-Purposed Trust Fund

Compact Transfers

( 150% Increase ) $0m
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2. Upward Fiscal Adjustment: Palau

Increase from FY23 to FY24

Increase as % of Revenues

-

( ———————— N
I Use of Repurposed |
CTF at a 4% rate. 1|
S P
Palau Increase Palau Increase

$22m $37m
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5% Delay in U.S. Congressional Action

Declining Resource Transfers without Renewal

$240m $300m
Compact Transfers

$160m
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5% Delay in U.S. Congressional Action

Declining Resource Transfers without Renewal

$200m

$150m

Compact Transfers

$100m

$50m

Trust Fund Contributions

$0m |||||””””””“I \[ 2l Decine j $0m
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Delay in U.S. Congressional Action O

$200m
Compact Transfers

— oo €D

$0m
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6.0 Concluding Observations

* Each FAS Compact Renewal is different across many
dimensions—indicating the U.S. did not apply a one-size-fits-all
approach.

* Oversight approach is —with sufficient differences to
require time to determine costs, efficacy, and impact.

* Fiscal expansion vs. Fiscal compression & the need for each
FAS to focus on its own policy framework

* Extraordinary for donor partner
engagement—capacity supplementation and policy guidance
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THANK YOU!

Time for Discussion & Questions
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