AGREEMENT
BETWEEN
THE GOVERNMENT OF THE REPUBLIC OF PALAU
AND
THE GOVERNMENT OF THE UNITED STATES OF AMERICA
RESULTING FROM THE 2023 COMPACT OF FREE ASSOCIATION
SECTION 432 REVIEW

The Government of the Republic of Palau (the “Government of Palau”) and the
Government of the United States of America (the “Government of the United
States™) (collectively, the “Signatory Governments™);

In furtherance of their close ties under the Compact of Free Association Between
the Government of the Republic of Palau and the Government of the United States
of America, done at Koror on January 10, 1986 (the “Compact”), and historic
relationship following World War Two and U.S. administration of the Trust
Territory of the Pacific Islands;

Recalling Section 432 of the Compact, which provides that, “Upon the fifteenth
and thirtieth and fortieth anniversaries of the effective date of this Compact, the
Government of the Republic of Palau and the Government of the United States shall
formally review the terms of this Compact and its related agreements and shall
consider the overall nature and development of their relationship. In these formal
reviews, the governments shall consider the operating requirements of the
Government of Palau and its progress in meeting the development objectives set
forth in the plan referred to in Section 231(a). The governments commit themselves
to take specific measures in relation to the findings of conclusions resulting from
the review. Any alteration to the terms of this Compact or its related agreements
shall be made by mutual agreement and the terms of this Compact and its related
agreements shall remain in force until otherwise amended or terminated pursuant
to Title Four of this Compact.”;

Recalling the Agreement Between the Government of the Republic of Palau and the
Government of the United States of America following the Compact of Free
Association Section 432 Review, done at Honolulu on September 3, 2010, as
amended by the Agreement Between the Government of the Republic of Palau and
the Government of the United States of America to Amend the Agreement Between
the Government of the Republic of Palau and the Government of the United States
of America following the Compact of Free Association Section 432 Review, done
at Koror on September 19, 2018 (the “2010 Compact Review Agreement, as
amended”);

Recognizing the Government of Palau’s adoption of significant fiscal management
policies, including but not limited to Palau’s Fiscal Responsibility and Debt
Management Act of 2021, following the fifteenth anniversary Compact of Free
Association Section 432 Review;

Having conducted the thirtieth anniversary review (the “Review”);

Sharing a vision of a strengthened partnership that will be lasting and continue to
benefit both nations and the entire Pacific region;

Recognizing Palau’s economic challenges due to COVID-19 and geopolitics,
resulting in a decline in tourism, which had been its largest industry, as well as
challenges from climate impacts, such as rising sea levels and increased natural
disasters;
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Acknowledging the Government of Palau’s commitment to responsible public
financial management and its plans to continue with reforms to strengthen the same;

Noting the Government of Palau’s commitment to national development planning;

Desiring to support Palau’s economic health and development, and to provide a
framework for the monitoring of U.S. economic assistance towards Palau’s
achievement of long-term economic stability and increased self-reliance; and

Having committed to take specific measures in relation to the findings and
conclusions of the Review;

Hereby agree as follows:
Article 1. Annual Economic Assistance

(a) Annual Grant Assistance. The Government of the United States shall make
available to the Government of Palau the amounts set forth in the table below for
grants to support the operations of the Government of Palau. These funds shall be
made available subject to the provisions of this Agreement and Appendix B to this

Agreement.

2024 |2025 |2026 |[2027 |2028 |2029 |2030 |2031 2032 | 2033

Fiscal
Year

20,000 | 20,400 | 20,808 | 21,224 | 21,648 | 22,081 22,523 | 22,973 | 23,432 | 23,901

Thousands
of USD

2034 |2035 [2036 |2037 [2038 |2039 [2040 |2041 |2042 2043

Fiscal
Year

24,379 | 24,867 | 25,364 | 25,871 | 26,388 | 26,916 | 27,454 28,003 | 28,563 | 29,134

Thousands
of USD

(b) Assistance to support the operations of the Government of Palau provided under
subparagraph () above shall be used exclusively for purposes related to education,
health, climate adaptation and the environment, the administration of justice, and
public safety, or for expenses related to the audits required under Section 1 of
Appendix D to this Agreement, and shall be expended in accordance with Appendix

B to this Agreement.

(c) Infrastructure Projects. The Government of the United States shall make
available to the Government of Palau the amounts set forth in the table below for
grants for infrastructure projects. These funds shall be made available on a project-
by-project basis subject to the provisions of this Agreement and Appendix B to this
Agreement.
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2024 | 2025 |2026 |2027 [2028 [2029 [2030 (2031 |[2032 |2033

Fiscal
Year

5,000 (5,100 |5202 |5306 |5412 |5,520 |5,630 |5,743 (5858 |5975

Thousands
of USD

2034 2035 |2036 |2037 |2038 |2039 [2040 |2041 (2042 |2043

Fiscal
Year

6,095 |6,217 | 6,341 |6,468 |6,597 |6,729 |6,864 | 7,001 |7,141 | 7,284

Thousands
of USD

(d) Assistance for infrastructure projects provided under subparagraph (c) above
shall be used exclusively for projects identified in Palau’s “National Infrastructure
Investment Plan 2021-2030” as that plan is in effect on the day prior to entry into
force of this Agreement, or, subject to mutual written decision by the Signatory
Governments, a successor plan or plans, and shall be expended in accordance with
Appendix B to this Agreement.

() Infrastructure Maintenance Fund. The Government of Palau shall provide an
amount of not less than $1 million a year to the Infrastructure Maintenance Fund
established by the 2010 Compact Review Agreement, as amended, beginning in
fiscal year 2024 and through fiscal year 2043. The Government of the United States
shall make available to the Government of Palau the amounts set forth in the table
below for grants to deposit into the Infrastructure Maintenance Fund. These funds
shall be made available subject to the provisions of this Agreement and Appendices
A and B to this Agreement. Such funds are in addition to the funds provided by the
Government of the United States to the Infrastructure Maintenance Fund pursuant
to section 2(a) of the 2010 Compact Review Agreement, as amended.
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(f) The Infrastructure Maintenance Fund shall be used exclusively for the routine
and periodic maintenance of capital improvement projects financed by funds
provided by the Government of the United States, or as otherwise mutually decided
by the Signatory Governments. Routine and periodic maintenance includes




upgrading, refurbishing, and renovating facilities but does not include extensions,
expansions, or repurposing of facilities. Such funds shall be expended in accordance
with Appendices A and B to this Agreement.

(g) Assistance provided under this Article may not be used to fund the Office of the
President of Palau, Olbiil Era Kelulau (Palau National Congress), the Judiciary, or
block grants to Palau’s state governments.

(h) The Government of the United States shall consider the continuation of annual
assistance after fiscal year 2043 on the basis provided for in subparagraphs (a)

and (b) of this Article and subject to an agreement between the Signatory
Governments.

Article 2. Fiscal Consolidation Assistance

Beginning in fiscal year 2024, the Government of the United States shall make
available to the Government of Palau grants, in the amount of $10 million a year
for six years, to deposit into a fund (the “Fiscal Consolidation Fund”) to assist the
Government of Palau in paying debts that it incurred prior to April 1, 2023. The
Fiscal Consolidation Fund shall be governed by this Agreement and Appendix C to
this Agreement.

Article 3. Section 211(f) Fund

(a) Beginning in fiscal year 2024, the Government of the United States shall make
available to the Government of Palau grants, in the amount of $50 million a year
for two years, to deposit into the fund referred to in Section 211(f) of the Compact
(“Section 211(f) Fund™).

(b) The funds distributed from the Section 211(f) Fund shall be used exclusively
for purposes related to education, health, climate adaptation and the environment,
the administration of justice, and public safety, or for expenses related to the audits
required under Section 1 of Appendix D to this Agreement. The funds distributed
from the Section 211(f) Fund may not be used to fund the Office of the President
of Palau, Olbiil Era Kelulau (Palau National Congress), the Judiciary, or block
grants to Palau’s state governments. Reporting on and use of the funds distributed
from the Section 211(f) Fund shall be governed by the Agreement Between the
Government of Palau and the Government of the United States Regarding
Economic Assistance Concluded Pursuant to Section 211(f) of the Compact of Free
Association, done at Koror on January 10, 1986 (the “Section 211(f) Agreement”),
this Agreement, and Appendix B to this Agreement.

(¢) The Government of Palau may make withdrawals from the Section 211(f) Fund
of up to $15 million annually beginning in fiscal year 2024 through fiscal year 2026.
Notwithstanding the provisions of Section 211(f) of the Compact and the Section
211(f) Agreement, beginning in fiscal year 2027, the Government of Palau may
make annual withdrawals of up to 4 percent of the three-year moving average of
the value of the Section 211(f) Fund at the end of each of the most recently available
completed three fiscal years, or $15 million, whichever is greater.

(d) Notwithstanding the provisions of Section 211(f) of the Compact and the
Section 211(f) Agreement, the Signatory Governments may mutually decide in
writing on additional withdrawals as described below, which shall be used
exclusively in extraordinary circumstances to meet emergency needs relating to
education, health, climate adaptation and the environment, the administration of
justice, and public safety following an official declaration of an emergency by the
President of Palau in accordance with the laws of Palau.
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i. The Government of Palau may withdraw up to $5 million annually
beginning in fiscal year 2024 through fiscal year 2026.

ii.  Beginning in fiscal year 2027, the Government of Palau may make annual
withdrawals of up to 1.5 percent of the three-year moving average of the
value of the Section 211(f) Fund at the end of each of the most recently
available completed three fiscal years, or $5 million, whichever is greater.

Article 4. Fiscal Management

In order to increase the long-term economic stability of Palau and to maximize the
benefits of the economic assistance provided by the Government of the United
States, the Government of Palau shall continue to undertake economic, legislative,
financial, and management improvements, and shall give due consideration to
recommendations from the International Monetary Fund (IMF), the Asian
Development Bank (ADB), the Pacific Financial Technical Assistance Centre
(PFTAC), and the Government of the United States. The Government of Palau shall
adhere to sound fiscal principles as outlined in its Fiscal Responsibility and Debt
Management Act (FRDMA) of 2021 and shall notify the IMF and ADB, and
consult with the Government of the United States, including the Department of the
Treasury, regarding any amendments to the FRDMA or successor legislation. To
the extent that anticipated fiscal and economic reforms recommended by the
aforementioned entities require substantial financial resources to design,
implement, or mitigate negative impacts, the Government of Palau may request
further consultations with the Government of the United States to discuss
assistance.

Article 5. Reporting and Auditing

(a) The Government of Palau shall report by the first day of the fourth quarter of
each fiscal year, in the annual report it submits under Section 231(b) of the
Compact, on the status and use of all funds provided under this Agreement during
the previous fiscal year.

(b) All funds provided under this Agreement shall be subject to a financial and
compliance audit and other requirements in accordance with the provisions of
Appendix D to this Agreement. The financial information relating to this funding
shall conform to the standards of the Government Accounting Standards Board.

Article 6. Programs and Services

(a) The Government of the United States shall continue to make available to the
Government of Palau through fiscal year 2043, in accordance with and to the extent
provided by mutual agreement, the services and programs provided under the
Federal Programs and Services Agreement Concluded Pursuant to Article II of Title
Two and Section 232 of the Compact of Free Association, done at Koror on January
10, 1986, as amended.

(b) With the exception of the services and programs covered by paragraph (a)
above, the Government of the United States shall make available to the Government
of Palau the services and programs that were available to the Government of Palau
on the date of entry into force of this Agreement to the extent that such services and
programs continue to be available to State and local governments of the United
States, unless the Congress of the United States provides otherwise.




Article 7. Economic Advisory Group

(a) The Advisory Group on Economic Reform established by the 2010 Compact
Review Agreement, as amended, shall continue to exist until otherwise agreed by
the Signatory Governments but shall be renamed “The Economic Advisory Group
for Palau” (the “Advisory Group”). Its purpose shall continue to be to contribute to
the economic growth and sustainability of Palau by recommending economic,
financial, and fiscal management measures.

(b) Upon entry into force of this Agreement, the members of the Advisory Group
as of April 1, 2023, shall be redesignated for a three-year term, after which the
Signatory Governments shall designate members in accordance with this paragraph
and giving favorable consideration to current members. The Advisory Group shall
be comprised of five (5) members, two (2) of whom shall be designated by the
President of Palau, two (2) of whom shall be designated by the Secretary of the
Interior of the United States or their designee, and the fifth of whom shall be chosen
by the Secretary of the Interior of the United States or their designee from a list of
not fewer than three (3) persons not residents of Palau submitted by the President
of Palau. In the event that the Secretary of the Interior of the United States or their
designee rejects the persons enumerated in the list submitted by the President of
Palau, then the fifth member shall be chosen by the President of Palau from a list
of not fewer than three (3) persons submitted by the Secretary of the Interior of the
United States or their designee. In making these designations, due consideration
shall be given to the mix of expertise that would be most beneficial to the work of
the Advisory Group. The Advisory Group shall continue to be chaired by a member
chosen by its members from among their number.

(c) The Advisory Group shall meet at least twice a year. Each Signatory
Government shall provide the necessary support for its designated members on the
Advisory Group. Support for the fifth member shall be borne equally by the
Signatory Governments.

(d) The Advisory Group shall report and make recommendations to the Signatory
Governments on these matters and otherwise as it deems advisable by May 1 of
each year.
(e) Subject to the availability of appropriated funds, the Government of the United
States shall provide for technical and administrative assistance for the Advisory
Group and support necessary for it to accomplish its purpose.
Article 8. Annual Economic Consultations
(a) The Signatory Governments shall conduct annual economic consultations no
later than August 30 of each year that assistance is provided under Article 1 of
this Agreement. The consultations shall consider:
1. The overall bilateral economic relationship;

ii. Palau’s economic situation;

iii. The status of and the Government of Palau’s use of all funds provided
under this Agreement;

iv. The audits required under Section 1 of Appendix D to this Agreement
and responses to audit findings;







