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GENERAL CLAUSES

The Government of the Federated States of Micronesia and the European Commission hereby agree as
follows:

(1) The Government of the Federated States of Micronesia and the European Commission hereinafter
referred to as the Parties, determined the general orientations for cooperation for the period 2014-

2020.

These orientations which are included in the National Indicative Programme, concern the European
Union Aid in favour of the Federated States of Micronesia and were drawn up in accordance with the
provisions of Articles 2 and 4 of Annex IV to the ACP-EC Partnership Agreement, signed in Cotonou on
23 June 2000, revised and signed in Luxemburg on 25 June 2005 and revised and signed in

Ouagadougou on 22 june 2010.

The National Indicative Programme is annexed to the present document.

{2) As regards the indicative programmable financial resources which the European Union envisages to make
available to the Federated States of Micronesia for the period 2014-2020, an amount of EUR 14.2
million is foreseen for the allocation referred to in Article 3.2 (a) of Annex IV of the ACP-EC Partnership
Agreement (A-allocation). A B-allocation referred to in Article 3.2 (b) can be established to cover
unforeseen needs. This allocation is at EUR O until a need arises. These allocations are not
entitlements and may be revised by the Commission, following the mid-term and end-of-term reviews,

in accordance with Article 5.7 of annex IV of the ACP-EC Partnership Agreement.

{3) The A-allocation is destined to cover macroeconomic support, sectoral policies, programmes and projects.
The National Indicative Programme concerns the resources of the A-allocation. It also takes into
consideration financing from which the Federated States of Micronesia benefit or could benefit under

other European Union resources. It does not pre-empt financing decisions by the Commission.

{4) The B-allocation is destined to cover unforeseen needs such as humanitarian, emergency and post
emergency assistance, where such support cannot be financed from the EU budget, contributions to
internationally agreed debt relief initiatives and support to mitigate exogenous shocks. The B-allocation
shall be established according to specific mechanisms and procedures and does therefore not constitute a

part of the programming.

{5) Pending the entry into force of the Internal Agreement between the Representatives of the Governments
of the Member States of the European Union, meeting with the Council on the financing of European
Union Aid under the multiannual financial framework for the period 2014 to 2020, financing decisions for
projects and programmes can be taken by the Commission at the request of the Government of the
Federated States of Micronesia within the limits of the A- and B-allocations referred to in this document
under the condition that sufficient financial resources are available in the transitional measures {"Bridging
Facility") composed of uncommitted balances from the previous EDFs and from funds decommitted from
projects or programmes under those EDFs. The respective projects and programmes shall be
implemented according to the rules and procedures of the 10" EDF until the entry into force of the 11™

EDF implementing rules and financial regulation.
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(7)

The European Investment Bank may contribute to the implementation of the present National Indicative
Programme by operations financed from the Investment Facility and/or from its own resources, in
accordance with Articles 2c and 3 of the 11" EDF multi-annual financial framework for the period 2014-
2020.

In accordance with Article 5 of Annex IV to the ACP-EC Partnership Agreement, the National Indicative
Programme as well as the A-and B-allocations can be revised following the mid-term review and the end-
of-term review or ad hoc reviews,

Signatures
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For the Government of the Fe

es of Micronesia _For the European Commission
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Summary: 11th EDF
National Indicative Programme (NIP) for the Federated States of Micronesia

The Federated States of Micronesia (FSM) consists of 607 mountainous islands and coral atolls in the
Northern Western Pacific spread over 2 978 000 km? of Economic Exclusive Zone (EEZ). The land
area is 701 km?. The total population of FSM is around 100.000 people. FSM belongs to the category
of Lower Middle Income Countries.

FSM is facing the critical dangers of impacts of climate change, most notably sea-level rise, changin%
weather patterns and increased storms and disasters. In response to these challenges the 9" and 10'
EDF funds (EUR 17 million) were allocated to sustainable energy, Disaster Risk Reduction and
conservation and environmental protection. It is proposed that energy, and in particular renewable
energy, will remain the priority sector for the EU under the 11" EDF, therefore also ensuring the long-
term sustainability of the achievements of previous EU investments in that sector.

Renewable energy and climate change are related at the global level. Renewable energy technology
and energy efficiency measures help reducing demand for fossil fuels and contribute to economic
sustainability, whilst contributing to decreasing carbon emissions globally. A priority objective of the
government is the provision of an adequate and secure supply of energy to meet the needs of
households, commerce and industry. Over 40% of FSM households are still without electricity. Access
to affordable energy is considered crucial for the sustainable growth and equitable development of the
country.

Due to remoteness of FSM, an "innovative" approach to implementation is necessary and a shift from
a project approach to budget support will be considered.

In choosing this sector the Government and the EU were cognizant of other donor programmes in the
country, particularly the US with its focus on Health and Education, and synergies were developed
between the different interventions undertaken.

Aligned to its focus on renewable energy, EU efforts in the non-focal area will continue with a
particular emphasis on climate change and environmental conservation, as well as increased support to
civil society to enhance participation of Non State Actors in policy dialogue, in the monitoring of
national programmes, economic reforms and public finance management. Particular focus will also be
given to gender issues, with support provided to implement Convention on Elimination all forms of
Discrimination Against Women (CEDAW). The overall objective of this assistance is to improve
social and economic development, increase resilience to climate change and reduce poverty, especially
in the outer islands.

Following the agreement with the Government of the Federated States of Micronesia a single
programme for EUR 14.2 million is to be implemented during the 11" EDF period 2014-2020 and it
will include the following components:

Renewable Energy & Energy Efficiency EUR 12 000 000 (84% of total)
Measures in favour of civil society EUR 1000 000 (7% of total)
Support measures EUR 1200 000 (9% of total)
Total ' EUR 14 200 000 (100%)

In addition, the NIP may be complemented by operations financed under the EDF Regional
Programme and the Investment Facility for the Pacific, and by the EIB from the Cotonou Investment
Facility and/or from its Own Resources.
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NATIONAL INDICATIVE PROGRAMME 2014-2020
FEDERATED STATES OF MICRONESIA (FSM)

1. The overall lines for the EU response
I.1.  Strategic objectives of the EU's relationship with the partner country

The European Union (EU) and Federated State of Micronesia (FSM) have a 13-year long history of
co-operation and partnership which started in 2000 with FSM joining the ACP (Africa, Caribbean,
Pacific) group. EU-FSM cooperation is currently guided by the latest revision of the ACP-EU
Partnership Agreement, signed in Cotonou in 2000 and updated in Ouagadougou in June 2010.

The ACP-EU Partnership Agreement will remain in force until 2020 and is centred on reducing, and
eventually eradicating, poverty through sustainable development and gradual integration of ACP
countries into the world economy. As stated in the objectives of the partnership, “the principles of
sustainable management of natural resources and the environment, including climate change, shall be
applied and integrated at every level of the partnership”. The EU co-operation with FSM shall
continue to pursue these objectives in keeping with the fundamental principles of the Agreement such
as human rights, democratic principles, the rule of law, good governance, conflict prevention and
resolution etc.

While a strong ownership of the country development strategy and the alignment of EU aid with this
strategy will remain essential elements, the EU development approach set out in 2011 "EU agenda for
change" and in the 2012 EU Communication "Towards a renewed EU-Pacific development
partnership" will also be reflected. As a result, efforts will be made to develop better targeted aid
delivery mechanisms to ensure maximum poverty reduction. Increased assistance will be provided to
address climate change challenges. These actions should facilitate a more general convergence of
views on global issues debated in international fora.

The principle of alignment of the EU development strategy with the FSM development strategy will
guide the EU 11" EDF implementation. In 2004 the FSM 14th Congress approved the Strategic
Development Plan (SDP) for the next twenty years (2004-2023). This plan, along with a national
infrastructure development plan, are the strategic programming guides for the 4 states governments
that forms FSM and are also intended to guide the programming of assistance from other development
partners. The SDP was developed in collaboration with a wide variety of actors including private
sector, non-government organisations, churches, women’s and youth groups as well as donor
institutions. The SDP aims at poverty reduction notably through improved standards of governance,
including transparency and accountability; through the strengthening of institutional and regulatory
processes for economic growth and through the promotion of the private sector, among others. Climate
change, environmental issues and the sustainable management of natural resources also form an
essential part of the Federated States’ development plan which, complemented by the recent
Development Framework "Looking to the Future", provides a solid base for development of the
country and for the EU 11" EDF support 2014-2020.



Against this background, the EU cooperation strategy with FSM will be guided by the existing SDP
for the period 2014-2020.

In addition, the NIP may be complemented by operations financed under the EDF Regional
Programme and the Investment Facility for the Pacific, and by the EIB from the Cotonou Investment
Facility and/or from its Own Resources.

1.2. Choice of sector

With a population of around 100.000 people on a surface of 700km2, FSM belongs to the category of
Lower Middle Income Countries. It occupies more than 2,600,000 km? of the Pacific Ocean and as in
many other Pacific Island countries, climate change is high on the agenda . In his address to the United
Nations General Assembly, FSM President Emanuel Mori emphasized the critical danger Micronesia
is facing from climate change, most notably sea-level rise, changing weather patterns and increased
storms and disasters, and called for urgent and immediate action by the international community. In
response to these challenges the 9™ and 10" EDF funds (EUR17 million) were allocated to sustainable
energy, Disaster Risk Reduction and conservation and environmental protection.

Renewable energy and climate change are related at the global level. Renewable energy technology
and energy efficiency measures help reduce demand for fossil fuels and contribute to economic
sustainability, while also contributing to decreasing carbon emissions globally. The 10" EDF country
programme already promoted renewable energy and targeted in particular poor households, schools
and health clinics on the Outer Islands. A priority objective of the government is the provision of an
adequate and secure supply of energy to meet the needs of households, commerce and industry. Over
40% of FSM households are still without electricity. Access to affordable energy is considered crucial
for the sustainable growth and equitable development of the country.

A continued EU focus on the energy sector would assist in consolidating successes so far gained.
However, it is suggested that a change of modalities of intervention from a project approach to budget
support be considered. As for most countries in the Pacific, the transaction costs of using a project
approach is high, posing multiple challenges on the staff and staffing level of government departments.
Moreover, a budget support approach will provide a solid platform for policy dialogue between the EU
and the national authorities.

Against this background, and in line with the recommendations of the Paris Declaration, Accra
Agenda for Action and Busan and with the recent EU Communication on budget support, a shift to
budget support for the EU programme can have a significant impact and offer an efficient way to
address the structural vulnerability faced by FSM and would align to similar developments taking
place with aid from the US, Australia, the Asian Development Bank (ADB) and the World Bank.
Though widely recognised as a more appropriate form of support for small islands, budget support
comes with challenges of its own. It will require a strong ownership of development and reform
agenda by the Government as well as professional skills and experience to work on macro-economic
and public finance management. Dedicated technical assistance would therefore be required in the
early days of the EU programme, and coordination and synergies with other development partners will



be established. Development partners have indicated a strong desire to become associated with the EU
in its plans to further strengthen government capacities.

It is proposed that energy, and in particular renewable energy, will remain the priority sector for the
EU under the 11™ EDF, addressing energy, environment and climate change issues in an efficient
manner through a Sector Budget Support Programme focussed on renewable energy and energy
efficiency, provided eligibility criteria are met. This will allow the government to ensure long-term
sustainability of past EDF interventions in renewable energy. It will also strengthen management and
operational capacity across the energy sector. Beyond the sector, the modalities and governance
system established will serve as a model for other sectors to emulate, thus promoting good public
finance management, transparency and accountability across a wide range of government operations.

Aligned to its focus on renewable energy, EU efforts in the non-focal area will continue with a
particular emphasis on climate change and environmental conservation, as well as increased support to
civil society to enhance participation of Non State Actors in policy dialogue, in the monitoring of
national programmes, economic reforms and public finance management. In the area of environmental
conservation, a specific programme delivered via the Micronesian Conservation Trust, for instance,
could be considered. Particular focus will also be given to gender issues, with support provided to
implement Convention on Elimination all forms of Discrimination Against Women (CEDAW). In line
with the Agenda for Change and the EU’s fundamental values, support to this area could come from
regional or thematic envelopes, in partnership with the UN or other development partners.

The proposed area of intervention is complementary to FSM’s own efforts to improve the living
conditions in the outer islands and redress the imbalance between urban and outer island development
by spreading the benefits of growth more evenly across the country as well as to promote a sustainable
use of the natural environment. It is co-ordinated with and complements the support for outer island
development by other donors and development partners.

2. Financial overview (indicative amounts)

Renewable Energy & Energy Efficiency EUR 12 000 000 (84% of total)
Measures in favour of civil society EUR 1000 000 (7% of total)
Support measures EUR 1200000 (9% of total)
Total EUR 14 200 000 (100%)

3. EU support per sector

3.1 Renewable Energy & Energy Efficiency (indicative amount EUR 12 million)

3.1.1 The following overall and specific objectives will be pursued:



Overall Objective:

The overall objective is to improve social and economic development, increase resilience to climate
change and reduce poverty, especially in the outer islands.

Specific Objectives:

The specific objectives are 1) to increase access to modern and sustainable energy services, with focus
on outer island populations, 2) to improve the overall efficiency of the energy sector and 3) to increase
the share of renewable energy and reduce dependence on imported petroleum.

3.1.2. For each of the specific objectives the main expected results are:
(1) Increased access to modern and sustainable energy services
1.1 Increased access to modern and sustainable energy services particularly in the outer islands

1.2 Improved energy security and trade, aiming at preparing the national energy system to benefit
from cross-border and intra-regional energy cooperation, including regulation and barrier
removal

1.3 Improved management of public bodies and utilities in the energy sector
(2) Improvement in energy efficiency

2.1 Improved energy efficiency by innovation in terms of (i) generation, (ii) transmission and (iin)
consumption

(3) Increase the share of renewable energy

3.1 Increased share of renewable energy in the country’s energy mix
3.2 Improved investment framework by providing incentives in the (sustainable) energy sector

3.1.3 The main indicators for measuring the aforementioned results are contained in the sector intervention
framework (Annex3)

3.1.4. Donor coordination and policy dialogue:

Highlighting the need to improve aid effectiveness, the Mori Administration established the Office of
SBOC (Statistics, Budget & Economic Management, Overseas Development Assistance and Compact
Management) to manage and harmonize fiscal, economic, and budgetary policy and socio-economic
data and information systems.

The largest single donor to FSM is the United States, providing some EUR 52 million per annum
through the Compact agreement and an additional EUR 24 million per annum through a variety of
instruments including Federal grants. Most Compact funds are directed toward the Health and
Education sectors. In total the US provides 85% of all aid to FSM. Japan provides about EUR 7.5
million for infrastructure projects and China EUR 3 million, half of which goes into budget support.
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The Asian Development Bank provides assistance to the FSM in the order of EUR 1.9 million per year
in grants and loans. Annual EU bilateral assistance amounts to EUR 1.4 million accounting for about
1.2% of total annual ODA received. Australia provides some assistance, mostly for education
scholarships, and the UN provides assistance, mainly in the health sector. None of the EU Member
States have major aid programmes in FSM, however, Germany, Greece, France, Spain and the UK
have all provided grants. In the past France provided assistance to the renewable energy sector and the
UK in training and education through British Council scholarships. Spain has assisted in the
construction of Catholic Mission schools and Germany has provided support for sustainable
agriculture and forestry programmes.

There is no EU Member State representation resident in the FSM and the EU development cooperation
continues to be managed from the Suva Delegation — a 25,000 km roundtrip. The majority of EU
Member States accredited to FSM are Manila-based, as are many other development partners
including the Asian Development Bank (ADB).

The traditional project approach does not provide an appropriate policy dialogue platform with
national authorities. Against this background and responding to the recommendations of the Paris
Declaration and the Accra Agenda for Action, the EU intends to introduce other aid delivery
mechanisms in the Pacific such as budget support. Australia, NZAid, USAid and the World Bank are
already either delivering their aid as budget support or are at an advanced stage of preparation. The
ADB has embarked on programme loans, which corresponds to budget support in a lending context.

3.1.5. The Government's financial and policy commitments:

Budget support requires a comprehensive understanding of government's development and reform
agenda and professional skills and experience to work on macro-economic policies such as fiscal,
monetary, financial, and real sector developments. The Government is committed to improving Public
Financial Management (PFM). Following a Public Expenditure and Financial Assessment (PEFA) in
2011, the Government, with assistance from the Pacific Financial Technical Assistance Team
(PFTAC), is in the process of developing a roadmap for PFM reform.

In terms of policy coordination the National Government of the FSM is committed to hosting annual
fora for all development partners to review progress, share experiences and discuss strategies for future
cooperation. This will include opportunities for all FSM Governments and civil society participants to
contribute to the on-going dialogue.

The FSM government commit to the on-going strengthening of core government functions as a means
to ensuring that both domestic and foreign sourced resources are deployed in an effective, efficient and
accountable manner. This will include regular independent PEFA reviews and follow-up action in the
areas of planning, budgeting, financial management, procurement, auditing and measuring results.

In the field of energy policy the Government has made the following commitments:

Renewable Energy

> Effectively coordinate with donors and regional/sub-regional organizations to support
technical/financial source of states’ investment plans

11



> Conduct a nation-wide study for renewable energy assessment

Energy Efficiency and Conservation

Implement the government facility conservation plan

>

> Proceed developing a regulation on building and construction

> Conduct an awareness campaign on energy efficiency and conservation
>

Conduct a training and capacity building program

The environmental assessment and climate risk assessment procedures in the “Guidance for the
Integration of Environment and Climate Change in EU Development Cooperation” will be applied to
determine the need for an Strategic Environment Assessment (SEA in the case of a programme or
Environment Impact Assessment EIA in the case of a project) and/or a Climate Risk Assessment
(CRA). Even if an environmental assessment or a CRA is deemed unnecessary, the screening
questionnaire will help identify environmental and climate change (adaptation and mitigation) aspects
that could be integrated in the program formulation in order to enhance their environmental and
climate change performance.

3.1.7. The overall risk assessment of the sector intervention:

The major risk associated with implementing the programme is the government's ability to achieve and
maintain its 'eligibility' to receive EU budget support. Mitigating measures will include the provision
of EUR 600,000 for a Technical Assistance support programme to assist the FSM to prepare and
implement budget support in the focal area. Should, for any reason, budget support prove problematic,
delivery will revert to a project approach.

Like other small Pacific islands developing states of the ACP Group, the FSM is vulnerable to
disasters, which potentially have a large impact on the small economy and small population. Perceived
natural hazards include: typhoons, droughts, tsunamis, floods, storm surges, and landslides. Human
induced hazards include: epidemics, oil spills, transportation accidents, fire, and loss of life at sea.
Over the past fifteen years disasters have included 9 typhoons, 1 drought, 3 severe landslide events,
coastal and river flooding often associated with typhoons, and 3 cholera outbreaks in Chuuk. Whilst
disasters in the past have been, and are most likely to remain natural, increasingly human-induced or
technological disasters are expected to occur. Furthermore, climate change which is likely to result in
sea level rise is a particular concern to the Federated States of Micronesia as many live on remote low-
lying outer islands, and much infrastructure on the higher volcanic islands is in the coastal zone.

These challenges need to be addressed by a comprehensive programme of coordinated action.

4. Measures in favour of civil society

In line with the Cotonou Agreement and its Annex IV, an indicative amount of maximum EUR 1 000
000 will be set aside for support to civil society organisations involved in environmental protection
and conservation. Some if not all of this funding will be channelled via the Micronesian Conservation
Trust (MCT).

12



S. B-allocation

A B-allocation may be included in the MIP for unforeseen needs (specifically relevant for fragility
situations). This allocation is at EUR 0 until a need arises. In case of necessity, a Financing Decision to
meet an unforeseen or urgent need can always be taken notwithstanding the status of the indicative B-
allocation mentioned in the MIP

6. Support measures

6.1.  Measures to support or accompany the programming, preparation or implementation of
actions

An indicative amount of maximum EUR 600 000 is foreseen for a Technical Assistance support
programme to assist FSM prepare for possible budget support in the focal area.

6.2.  Support to the National Authorising Officer

An indicative amount of maximum EUR 600 000 is foreseen for support to the National Authorising
Officer

Attachments

1. Country at a glance (i.e. macro-economic indicators and indicators derived from the MDGs, as
well as possible other indicators relevant for the country, including risk indicators for disaster
prone countries)

2. Donor matrix showing the indicative allocations per sector
3. Sector intervention framework and performance indicators.
4, Indicative timetable for commitment of funds
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