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The Compact’s amended economic assistance package is a major change in terms of: 1) an amount that is more than the current Compact’s annual grant assistance without the injurious 5-year step-downs as experienced during the Compact’s current term; 2) the continued application of various Federal programs and services; 3) a new term of 20 years versus the current 15 years with a new trust fund mechanism that will help provide budget stability in the post grant assistance era; and 5) a Compact grant-related fiscal management approach that aims towards accountability and achieving results.

In response to various comments on the negotiated fiscal management approach, especially those that were recently made by former Guam Delegate Hon. Robert Underwood, let us clarify a few points so that we all have the correct information of what will eventually be implemented during the new term of the Compact.

The Fiscal Procedure Agreement that sets forth the requirements of the U.S. and the RMI Government is not totally new. The current Compact has a similar agreement that has required reporting and accountability measures such as an annual audit, an annual report on how Compact funds were used, and a Joint Economic Committee to review past Compact-related activities and future plans for Compact funding. However, as has been shown by various U.S. General Accounting Office reports, Compact audits, and past experience we must all realize that there is room for improvement so that the funds are more aimed toward achieving results and ensuring accountability. This is as much an RMI Government and public interest as much as it is to the U.S. Government and the American taxpayer.

First, it must be clearly stated that the Fiscal Procedures Agreement is aimed to help effectively manage Compact-related funding, not the entire Government’s budget or its operations. The procedures negotiated are in line with other country practices, including in several Pacific Island countries, to help establish a more performance-oriented budget and financial management system. The reporting is in line with U.S. federal grant practices and international grants and aid assistance as provided by U.S. foreign assistance agencies. It is also in line with other donor reporting and management requirements, such as the Asian Development Bank, UN organizations and other bilateral donors, such as the Republic of China. Making accountability and results-oriented performance a requirement of budgeting and grant assistance is not new, but it has become more of central theme of public financial management since democratic societies ask for more results for the money they are asked to invest. 

Second, the RMI has been proactive over the last two years to upgrade its financial management and systems for ALL of its financial operations. The U.S. Department of Interior and the Asian Development Bank have been instrumental in providing the technical assistance to help this take shape. It should be noted that the emphasis is on developing systems and procedures that will work in the RMI and upgrading the capabilities and knowledge of the Ministry of Finance and other departmental management and staff so that whatever is implemented, there will be the trained and experienced people to do the job. The RMI has not and will not contract out the financial management responsibilities to any foreign contractors or the U.S. Department of Interior. 

Third, the negotiated Compact includes a Joint Economic Management and Financial Accountability Committee (JEMFAC). While this committee is chaired by the United States with a U.S. majority of representatives, its aim is to provide reviews of past Compact funding and provide approval of how the sector grants will be allocated. The RMI maintains it responsibility to do its own budget planning and formulation and set its own priorities. Currently, the RMI has established a Medium Term Budget and Investment Framework, at its own initiative, that has allowed the Government to do budget planning on a 5-year rolling basis. This framework helps us to review past public spending, target current and next year spending to priority areas, and even allow for establishing future revenue and spending trends. This process has helped to eliminate short-sighted budgeting and ad hoc short-term fixes that have mired the RMI’s development in past years. In addition, work is now being done in the ministries to help them not only identify more clearly their objectives and activities but allow them to more closely measure their performance, see what results they are achieving, and see where they need to make improvements. The initial work is being done at the Ministry of Education to be followed by the Ministry of Health & Environment and the remainder of the ministries. This is not U.S.-mandated but something the RMI has initiated on its own and this approach will help the RMI’s ability to meet our people’s obligations along with those of the United States and other donor partners. 

For reference, it will be useful to look at the following summary tables illustrating how the projected RMI budget for fiscal year 2003/2004 will be allocated, as well as to better appreciate the fiscal resources of our small island country. Please note that the Compact related figures below, notably those relating to Kwajalein military use agreement, are still pending.

	Summary of FY 2003/2004 Projected Revenues: All Sources

	Budget Source
	Amount
	Comments

	Domestic Revenues 
	$32.5 million
	Allocated by RMI w/ Nitijela appropriation

	Compact Grants
	$29.8 million
	Allocated by RMI w/ JEMFAC oversight

	Compact Trust Fund
	$7.0 million
	Managed by joint Trust Fund committee until 2023 

	Kwaj. Payments
	$15.0 million
	Distributed according to Land Use Agreement

	Kwaj. Impact – RMI
	$3.1 million
	Allocated by RMI w/ JEMFAC oversight

	Kwaj. Impact - KADA
	$1.9 million
	Allocated by RMI/KADA w/ JEMFAC oversight

	Federal Programs
	$9.0 million
	Subject to Federal grants “common rule”

	Donor Grants
	$10.0 million
	Allocated by RMI w/ Donors (ROC, UN, etc.) oversight

	ADB Loan
	$4.5 million
	Subject to ADB loan conditions (For Outer Islands Transport Infra. and Vocational Education Projects)

	TOTAL
	$112.8 million


	 Summary of FY 2003/2004 Projected Expenditures: Key Sectors

	Education (Non-capital recurrent expenditures only.)
	Total: $20.1 million

· $7.0 million – Compact Grants
· $6.4 million – Federal Grants
· $6.2 million – Domestic Revenues
· $0.5 million – ADB Loan – Vocational Education

	Health (Non-capital recurrent expenditures only.)
	Total: 14.9 million

· $6.5 million – Compact Grants
· $6.2 million – Domestic Revenues/Health Fund
· $2.2 million – Federal Grants

	Infrastructure Development (10% set aside for maintenance.)


	Total: $26.6 million

· $15.6 million – Compact Grants

· $7.0 million – Donor Grants

· $4.0 million – ADB Loan – O.I. Transportation 


To help coordinate these activities and establish our economic development interests, the Government has now fully established an Economic Policy, Planning and Statistics Office (EPPSO). This office will help establish, with the ministries, the RMI’s priority development and reform objectives and how best to make positive change with the public sector funding as well as the participation and enhancement of the RMI’s private sector. 

Lastly, the RMI Government has not agreed to all that the U.S. Government has proposed for improved financial management. The main difference at this point is the establishment of a U.S. Department of Interior office in Honolulu to help in Compact grant oversight. The RMI originally proposed in December 2001 that the U.S. Government place two individuals at the Embassy in Majuro to provide the necessary inputs, see the day-by-day activities, and facilitate the necessary reporting. The RMI Government believes, as Mr. Underwood has stated, that placing the DOI staff in Honolulu will cause communications and relationship issues and probably result in more misperceptions by the Governments and citizens of the Freely Associated States.

We must take note that the Compact’s financial procedures and requirements were not forced on the RMI negotiating team. The RMI negotiated the Fiscal Procedures Agreement for over a year and what has resulted is a very different agreement and requirements than those originally envisioned by the United States. What is part of the Compact should be viewed as achieving the RMI’s goal of fiscal accountability and achieving what we want to achieve with the investments we make. We cannot be lax on accountability for our own domestically generated funding and we should not do so with other funding we receive. Our social and economic interests and objectives and how we achieve these cannot be dictated by any outside Government or a foreign consultant. What has been negotiated maintains our rights as a sovereign country, as a people, and as individuals who have a right to choose and pursue their own destiny.
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