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Report of Independent Auditors

The Trustee
Northern Mariana Islands Settlement Fund

We have audited the accompanying financial statements of the Northern Mariana Islands
Settlement Fund [a component unit of the Government of the Commonwealth of the Northern
Mariana Islands (CNMI) as determined by the Department of Finance of the CNMI, subject to
Emphasis of Matter paragraph and Note 1], which comprise the statements of financial position as
of September 30, 2020 and 2019, and the related statements of activities and cash flows for the
years then ended, and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in conformity with U.S. generally accepted accounting principles; this includes the design,
implementation and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free of material misstatement, whether due to fraud or
error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the financial statements, whether
due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express
no such opinion. An audit also includes evaluating the appropriateness of accounting policies used
and the reasonableness of significant accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.

A member firm of Ernst & Young Global Limited



Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Northern Mariana Islands Settlement Fund at September 30, 2020 and
2019, and the changes in its net assets and its cash flows for the years then ended in conformity
with U.S. generally accepted accounting principles.

Emphasis of Matter

As discussed in the Note 1, the Secretary of Finance of the Government of the CNMI has
determined that the Northern Mariana Islands Settlement Fund is a component unit of the
Government of the CNMI. The Trustee of the Northern Mariana Islands Settlement Fund disagrees
with the Secretary of Finance’s determination and contends that the Northern Mariana Islands
Settlement Fund is not a component unit of the Government of the CNMI.

Our opinion is not modified with respect to this matter.
Supplementary Information

Our audits were conducted for the purpose of forming an opinion on the financial statements as a
whole. The accompanying Schedule of Investments Owned is presented for purposes of additional
analysis and is not a required part of the financial statements.

Such information is the responsibility of management and was derived from and relates directly to
the underlying accounting and other records used to prepare the financial statements. The
information has been subjected to the auditing procedures applied in the audits of the financial
statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the financial
statements or to the financial statements themselves, and other additional procedures in accordance
with auditing standards generally accepted in the United States. In our opinion, the information is
fairly stated, in all material respects, in relation to the financial statements as a whole.

September 29, 2021



Northern Mariana Islands Settlement Fund

(A Not-for-Profit Organization)

Statements of Financial Position

Assets

Current assets:
Cash
Due from CNMI Government
Loan receivable
Other receivables, net
Investments
Prepaid expenses

Total current assets

Property and equipment, net

Total assets

Liabilities and net assets
Current liabilities:
Accounts payable and accrued expenses

Net assets
Without donor restriction
With donor restriction

Total net assets

Total liabilities and net assets

See accompanying notes.

September 30,

2020 2019
$ 10,203,460 $ 6,566,740
17,693,037
1,303,939 2,019,860
148,267 188,869
119,080,802 98,408,431
68,170 67,951
130,804,638 124,944,888
306,781 325,985
$131,111,419 $125,270,873
$_ 326,869 $_ 297,036
130,753,753 124,943,040
30,797 30,797
130,784,550 124,973,837
$131,111,419 $125,270,873



Revenues
Contributions and payments:
CNMI government contribution
Employer supplemental payments
Active settlement class member contributions

Total contributions and payments

Investment income, net:
Interest and dividends
Net appreciation in fair value of investments
Investment expense

Total investment income, net

Other income:
Rental and other income
Local interest income

Total other income

Total revenues

Expenses
Benefit and refund payments:
Retirement benefits
Survivor benefits
Refunds
Disability benefit
Death lump-sum distributions

Total benefit and refund payments

See accompanying notes.

Northern Mariana Islands Settlement Fund

(A Not-for-Profit Organization)

Statements of Activities

Year ended September 30, 2020

Without Donor ~ With Donor

Restriction Restriction Total
$ 42,000,000 $13,980,427 $ 55,980,427
1,579,111 1,579,111
509,027 509,027
44,088,138 13,980,427 58,068,565
3,485,886 3,485,886
2,211,631 2,211,631
( 58,358) ( 58,358)
5,639,159 5,639,159
164,507 164,507
130,274 130,274
294,781 294,781
50,022,078 13,980,427 64,002,505
47,101,196 47,101,196
8,329,087 8,329,087
650,816 650,816
372,171 372,171
41,331 41,331
56,494,601 56,494,601

Year ended September 30, 2019

Without Donor

Restriction

$ 44,000,000
1,744,922
573,235

46,318,157

3,536,509
1,881,249
(__ 150,175)

5,267,583

588,265
192,225

780,490
52,366,230

47,812,085
8,255,098
13,219
489,765
41,613

56,611,780

With Donor
Restriction

$14,150,418

Total

$ 58,150,418
1,744,922
573,235

14,150,418

60,468,575

3,536,509
1,881,249
(__150,175)

5,267,583

588,265
192,225

780,490

14,150,418

66,516,648

47,812,085
8,255,098
13,219
489,765
41,613

56,611,780




Supporting activities - other expenses:
Personnel expenses
General and administrative expenses
Professional expenses

Total supporting activities - other expenses

Total expenses

Net assets released from restriction

Increase (decrease) in net assets

Net assets at beginning of the year

Net assets at end of year

See accompanying notes.

Northern Mariana Islands Settlement Fund

(A Not-for-Profit Organization)

Statements of Activities, continued

Year ended September 30, 2020

Without Donor ~ With Donor
Restriction Restriction Total
807,407 807,407
454,650 454,650
435,134 435,134
1,697,191 1,697,191
58,191,792 58,191,792
13,980,427 (13,980,427)
5,810,713 5,810,713
124,943,040 30,797 124,973,837
$130,753,753 $ 30,797 $130,784,550

Year ended September 30, 2019

Without Donor

Restriction

652,009
547,442
233,315

1,432,766
58,044,546

14,153,971

8,475,655

116,467,385
$124,943,040

With Donor

Restriction Total
652,009
547,442
233,315
1,432,766
58,044,546

(14,153,971)

( 3,553) 8,472,102
34,350 116,501,735

$ 30,797 $124,973,837




Northern Mariana Islands Settlement Fund
(A Not-for-Profit Organization)

Statements of Cash Flows

Year ended
September 30,
2020 2019
Operating Activities
Increase in net assets $ 5,810,713 $ 8,472,102
Adjustments to reconcile increase in net assets
to net cash provided by operating activities:
Net appreciation in fair value of investments ( 2,211,631) ( 1,881,249)
Depreciation expense 32,452 28,816
Provision for uncollectible accounts 16,712 16,662
Loss on disposal of assets 984
Changes in operating assets and liabilities:
Due from CNMI Government 17,693,037 11,534,522
Other receivables, net 23,890 (  12,475)
Prepaid expenses ( 219) ( 47)
Accounts payable and accrued expenses 29,833 58,405
Net cash provided by operating activities 21,394,787 18,217,720

Investing activities
Purchase of investments
Proceeds from sale of investments
Collections of loan receivable
Purchase of property and equipment

Net cash used in investing activities
Net increase in cash
Cash at beginning of year

Cash at end of year

See accompanying notes.

(18,485,886)

(17,536,509)

25,146 4,045,003
715,921 796,760
(__13,248) (__138,388)

(17,758,067)

(12,833,134)

3,636,720
6,566,740

$10,203,460

5,384,586
1,182,154

$_6,566,740



Northern Mariana Islands Settlement Fund
(A Not-for-Profit Organization)

Notes to Financial Statements

Years Ended September 30, 2020 and 2019

1. Organization and Purpose

The Northern Mariana Islands Settlement Fund (Settlement Fund) was created as a result of a
settlement agreement (the Settlement Agreement), approved by the U.S. District Court on
September 30, 2013. The Settlement Agreement shall end when there are no longer any living
Settlement Class Members.

The Settlement Agreement required the Northern Mariana Islands Retirement Fund (NMIRF) to
transfer certain net assets of the NMIRF’s Defined Benefit Plan to the newly created Settlement
Fund. The transfer of net assets totaled approximately $126 million effective October 1, 2013.
The Settlement Fund reversed approximately $3.3 million in fiscal year 2014 after determining the
$3.3 million relates to capitalized building plans and improvements. These assets are non-
transferable per the Settlement Agreement.

Settlement Class Members, as defined in the Settlement Agreement, who do not opt out of the
Settlement Agreement, shall cease to be members of the NMIRF’s Defined Benefit Plan and shall
become members of the Settlement Fund.

The primary purpose of the Settlement Agreement is to ensure that retirees, who are part of the
Settlement Agreement, will always be paid at least 75% of their benefits and will always get paid
as much as any retiree who opted out of the Settlement Agreement.

The U.S. District Court has appointed a Trustee with the powers of a federal equity receiver to
administer and run the Settlement Fund as a fiduciary to the Settlement Class Members. The U.S.
District Court concurs with the Trustee and Class Counsel that the Settlement Fund is an extension
of the Court, and as such, is exempt from taxation under Section 1105(a) of the Commonwealth
Code.

The Secretary of Finance of the Government of the CNMI (CNMI Government) has determined
that the Settlement Fund is a "component unit” of the CNMI Government. The Trustee disagrees
with the Secretary of Finance's determination, and for the reasons discussed below, contends that
the Settlement Fund is not a "component unit” of the CNMI Government because the Settlement
Fund does not meet the "component unit™ test (i.e. fiscal dependency and financial benefit/burden
requirement) under Government Accounting Standards Board (GASB) Statement No. 61,
The Financial Reporting Entity. As stated in the Stipulation Regarding Settlement Fund Assets
filed in the United States District Court for the District of the Northern Mariana Islands (the
“Court”), in an action entitled Johnson v. Eloy S. Inos, et al, Civ. No. 09-00023, the Settlement
Fund is not a pension plan and it does not operate or manage a pension plan. The Settlement Fund
is a not-for-profit, tax exempt entity created by the Settlement Agreement dated August 6, 2013,
approved by the District Court. Furthermore, because the assets of the NMIRF were transferred
to the Settlement Fund, these assets are no longer assets of the NMIRF/CNMI Government.



Northern Mariana Islands Settlement Fund
(A Not-for-Profit Organization)

Notes to Financial Statements, continued

1. Organization and Purpose, continued

Lastly, because oversight of the Settlement Fund lies exclusively with the CNMI District Court,
the NMIRF and the CNMI Government do not own or have any control over the Settlement Fund
or its assets. The Trustee believes it would be misleading for the CNMI Government to include
the Settlement Fund's assets in its financial statements, and to include the Settlement Fund as a
component unit of the CNMI Government.

2. Summary of Significant Accounting Policies
Basis of Preparation

The Settlement Fund’s financial statements have been prepared using the accrual basis of
accounting. Under the accrual basis of accounting, expenses are recorded when a liability is
incurred and revenues are recorded in the accounting period they are earned. The net assets of the
Settlement Fund and changes herein are classified and reported as follows:

Net assets without donor restriction

Net assets without donor-imposed restrictions refer to contributions received from the CNMI
Government and other government agencies which are used to fund benefit payments and other
supporting activities. These net assets may be used at the discretion of the Settlement Fund’s
management and Trustee.

Net assets with donor restriction

Net assets with donor-imposed restrictions refer to funding received from the CNMI Government
in accordance with Public Law 18-56 which requires a portion of annual license fee revenues to
be allocated for the payment of 25% reduction in Settlement Class Members’ benefits. This
restriction is temporary in nature and will be met by actions of the Settlement Fund.

Tax Status

The Settlement Fund is a tax-exempt entity. See Order re Joint Motion to Confirm the NMI
Settlement Fund’s Status as a Tax-Exempt Entity (ECF No. 755) (3/9/2016).

Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosures of contingent assets and liabilities at
the date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.



Northern Mariana Islands Settlement Fund
(A Not-for-Profit Organization)

Notes to Financial Statements, continued

2. Summary of Significant Accounting Policies, continued

Cash
Cash consists of cash on hand and deposits in banks.
Investments

Investments are recorded at fair value. Fair value is the amount at which a financial instrument
could be exchanged in a current transaction between willing parties, other than in a forced or
liquidation sale and are primarily determined based on quoted market values.

Purchases and sales of securities are recorded on a trade-date basis. Interest income is recorded as
earned. Dividends are recorded on ex-dividend date. Net appreciation includes the Settlement
Fund’s gains and losses on investments bought and sold as well as held during the year.

The reserves of the Settlement Fund in excess of current operational requirements are invested. In
investing these reserves, the Settlement Fund employs the services of investment professionals and
consultants to assist the Settlement Fund in its investment program. These professionals are all
registered with the U.S. Securities and Exchange Commission as investment advisors. The assets
are usually invested in stocks, bonds, and real estate traded in recognized stock markets such as
the New York Stock Exchange. The Settlement Fund diversifies its investments in accordance
with prudent investment standards. Settlement Fund investment guidelines contain limits and
goals for each type of investment portfolio and specify prohibited transactions.

Payments of Benefits
Benefits are recorded when paid.
Fair Value of Financial Instruments

The following methods and assumptions were used to estimate the fair value of each class of
financial instruments:

Cash, other receivables, net and accounts payable and accrued expenses — Fair value
approximates carrying amounts due to the relatively short-term maturity of these financial
instruments.

Due from CNMI Government — Fair value approximates carrying value as it is equal to the
amount receivables on demand at the reporting date.

Loan receivable — Fair value approximates carrying value, as the interest rates on the
obligations are fixed and are the same rates that would be charged for similar agreements.




Northern Mariana Islands Settlement Fund
(A Not-for-Profit Organization)

Notes to Financial Statements, continued

2. Summary of Significant Accounting Policies, continued
EXxpenses

Expenses pertaining to the Settlement Fund’s supporting activities and services are recorded when
incurred. These expenses mainly include personnel, professional, and general and administrative
expenses and are paid by the assets of the Settlement Fund. Expenses related to trustee fees are
reviewed and approved by the U.S. District Court.

Receivables

Receivables primarily consist of contributions receivable from the CNMI government and loan
receivable. Receivables are recorded at outstanding principal amounts, net of estimated
allowances for doubtful accounts, if any.

The allowance for doubtful accounts is stated at an amount which management believes will be
adequate to absorb possible losses on receivables that may become uncollectible based on
evaluation of the collectability of these accounts. The allowance is established through a provision
for bad debts charged to expense.

Property and Equipment

Property and equipment, consisting of property and equipment transferred by the NMIRF’s
Defined Benefit Plan to the Settlement Fund, are recorded by the Settlement Fund based on the
assets’ net book value at the date of transfer.

Depreciation is provided over the estimated useful lives of the related assets using the straight-line
method. Estimated lives used range from 3 to 10 years for all assets.

Long-lived Assets

Long-lived assets and certain identifiable intangibles to be held and used or disposed of by the
Settlement Fund are to be reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be recoverable.

Subsequent Events

Management has evaluated subsequent events through September 29, 2021, which is the date the
financial statements were available to be issued.

10



Northern Mariana Islands Settlement Fund
(A Not-for-Profit Organization)

Notes to Financial Statements, continued

3. Loan Receivable

As of September 30, 2020 and 2019, the Settlement Fund has a loan receivable due from the CNMI
Judicial Building Loan Fund amounting to $1,303,939 and $2,019,860, respectively. The loan
receivable is part of the net assets transferred to the Settlement Fund by the NMIRF as called for
by the Settlement Agreement.

The loan matured in March 2015 and bears interest of 7.75% per annum. The loan is secured by

(1) a first mortgage on the real property on which the CNMI Judicial Complex was constructed
and (2) assignment of all revenues collected by the CNMI Court.

Sources of funding for the repayment of the Loan are the criminal and civil fines and all revenues
collected by the CNMI Court pursuant to 1 CMC 3405. During the years ended September 30,
2020 and 2019, the CNMI Government made payments to the Settlement Fund to reduce the
outstanding loan balance.

4. Property and Equipment

A summary of property and equipment as of September 30, 2020 and 2019 is as follows:

Estimated Useful

Lives 2020 2019
Office and computer equipment 3-10 years $ 736,332 $ 723,084
Furniture and fixture 3-5 years 307,590 307,590
Vehicles 3-5 years 70,389 70,389
1,114,311 1,101,063
Less accumulated depreciation and amortization 807,530 775,078

$_306,781 $_ 325,985

5. Annual Payment Due from the CNMI Government

The Settlement Agreement requires the CNMI Government to make minimum required annual
payments to the Settlement Fund sufficient to enable the Settlement Fund to pay 75% of Settlement
Class Members’ full retirement benefits for the Settlement Fund’s expected life. During the years
ended September 30, 2020 and 2019, the Settlement Fund received $42 million and $44 million,
respectively, from the CNMI Government.

11



Northern Mariana Islands Settlement Fund
(A Not-for-Profit Organization)

Notes to Financial Statements, continued

5. Annual Payment Due from the CNMI Government, continued

Projected minimum annual payments necessary to enable the Settlement Fund to pay 75% of
Settlement Class Members’ retirement benefits total approximately as follows:

Year ending
September 30,
2021 $ 42,000,000
2022 41,000,000
2023 40,000,000
2024 39,000,000
Total future minimum payments receivable $162,000,000

The CNMI Government is to make the aforementioned minimum payments unless the U.S. District
Court determines that a different amount is required to enable Settlement Class Members to receive
75% of their benefits.

In the event the CNMI Government pays an annual amount in excess of the amount required, then
the CNMI Government’s minimum annual payment for the succeeding year is reduced by the
amount paid in excess.

If the CNMI Government makes payments such that it reduces the minimum payment in
subsequent years to less than $3 million, then the CNMI Government shall still be obligated to
transfer in any fiscal year at least the lesser of $3 million, or the annual costs to pay 75% of the
Settlement Class Members’ benefits plus reasonable administrative costs.

For fiscal years after September 2024, the CNMI Government is to make minimum payments to
the Settlement Fund to enable the Settlement Fund to pay 75% of Settlement Class Members’
benefits each year for the Settlement Fund’s expected life as determined by an independent
actuary.

The Settlement Agreement calls for an alternative payment of a greater amount (APGA) if 17% of
the CNMI Government’s total annual revenues is greater than the minimum annual amount paid
by the CNMI Government, then the CNMI Government is to remit the difference to the Settlement
Fund. For the fiscal year ended September 30, 2020 and 2019, the Settlement Fund did not record
an additional contribution from the CNMI Government related to APGA.

As of September 30, 2019, outstanding APGA contributions totaling $17.7 million, relating to
fiscal year 2017 difference of 17% agreed revenue over minimum annual payment, was recorded
as due from CNMI Government in the accompanying 2019 statement of financial position. The
full amount was subsequently collected in fiscal year 2020.

12



Northern Mariana Islands Settlement Fund
(A Not-for-Profit Organization)

Notes to Financial Statements, continued

5. Annual Payment Due from the CNMI Government, continued

In the event the CNMI Government believes the Settlement Fund has assets equal to the actuarial
present value of accrued benefits of the Settlement Class Members plus reasonable expenses of
the Settlement Fund for its expected life, then the CNMI Government may petition the U.S. District
Court to allow it to cease making annual payments.

6. Consent Judgment Owned by the Settlement Fund

The Settlement Fund owns a Consent Judgment totaling $779 million which the Settlement Fund
may enforce against the CNMI Government in the U.S. District Court, if the CNMI Government
fails to timely pay its obligations due under the Settlement Agreement.

7. Settlement Class Members

The contribution and benefits of Settlement Class Members are determined based on the class they
belonged to under the NMIRF. Class Il members are all persons who were NMIRF members prior
to the effective date of Public Law 6-17 and who did not choose to become Class | members. All
Settlement Class Members hired on or after the effective date of Public Law 6-17 who are not
Class Il members are Class | members.

As of September 30, 2020 and 2019, Settlement Class Members receiving benefits and entitled to
benefits consisted of the following:

2020 2019
Retirees 1,901 1,957
Beneficiaries 778 773
Disabled 23 28
2,702 2,758

Active Settlement Class Members contributing to the Settlement Fund as of September 30, 2020
and 2019 are as follow:

2020 2019

Class | 45 54
Class 1 3 4
48 58

As of September 30, 2020, there are 1,689 inactive class members, out of which, only 59 inactive
class members are eligible to receive benefits once they turn 62. Of the 59 vested inactive class
members, 25 inactive class members are already eligible to apply for refund on their contributions
plus interest.



Northern Mariana Islands Settlement Fund
(A Not-for-Profit Organization)

Notes to Financial Statements, continued

7. Settlement Class Members, continued
Contributions

All Settlement Class Members who are employed by the CNMI Government or an Autonomous
Agency shall continue to pay employee contributions to the Settlement Fund as required by the
laws of the CNMI existing on August 6, 2013 excluding Public Law 17-82 and Public Law 18-02.
Class I member contributions are required at 10.5% of base pay and Class Il member contributions
are at 11% of base pay.

The CNMI Government and Autonomous Agencies will make supplemental payments to the
Settlement Fund in the amount of employer contributions for currently employed Settlement Class
Members at the same contribution rates being paid as of June 26, 2013 pursuant to Paragraph 5.0
of the Settlement Agreement.

8. Description of Benefits Provided by the Settlement Fund

The Settlement Agreement ensures that Settlement Class Members will always get paid at least
75% of their full benefits that they were entitled to when they were part of the NMIRF. The
Settlement Agreement does not prevent the CNMI Government from making additional payments
to the Settlement Class Members in the future.

Benefits provided to Settlement Class Members are determined based on the Class | and Class Il
provisions effective when they were part of the NMIRF. As a result of the Settlement Agreement,
the benefit computation identified below is reduced to 75% of the computed amounts. The factors
affecting the computation of benefits are summarized below:

Service

Membership Service is earned for actual compensated government employment after becoming a
NMIRF member. 1/12 year of service is earned for each month of employment.

Benefit Formulas

Class | Formula: The sum of (i) and (ii) below, but not less than $6,000 nor greater than 85% of
average annual salary.

0] The sum of 2.5% of average annual salary for each of the first 25 years of service
with a maximum of 50% of average annual salary, plus

(i) 2.5% of average annual salary for each year of service in excess of 25 years.

14



Northern Mariana Islands Settlement Fund
(A Not-for-Profit Organization)

Notes to Financial Statements, continued

8. Description of Benefits Provided by the Settlement Fund, continued

Benefit Formulas, continued

Class Il Formula: The sum of (i) and (ii) below, but not less than $6,000 nor greater than 85% of
average annual salary.

Q) The sum of 2% of average annual salary for each of the first 10 years of service and
2.5% of average annual salary for each year of service in excess of 10 years, plus

(i)  Twenty dollars ($20) for each year of service reduced by 1/100™ of 1% for each
dollar that average annual salary exceeds $6,000.

Class Il members receive the greater of the benefit determined using the Class 11 formula or the
benefit determined using the Class | formula as if all service had been rendered as a Class |
member.

Average annual salary is the average of the three highest annual salaries, but not less than $6,000.
Normal Retirement

Eligibility — Class I: Age 62 and 10 years of contributing membership service after May 7, 1989.
Class Il: Age 60 or 25 years of membership service.

Amount of benefit — The annual retirement benefit is the benefit using the Class | formula for
Class I members and the greater of the Class | or the Class Il formula for Class 11 members.

Time and form of payment — Payment will be in the form of a life annuity.

Early Retirement

Eligibility — Age 52 and 10 years of membership service or 25 years of membership service for a
Class | member. At least 10 years of membership service must be earned after May 7, 1989.
Class Il members are not eligible.

Amount of benefit — Same as for normal retirement reduced by an actuarially determined amount
for each month the member is under 62 years of age, but not less than $6,000 adjusted by 75%
pursuant to the settlement agreement.

Time and form of payment — Same as the normal retirement benefit.

Termination

Eligibility — Class | members with 10 years of contributing membership service. Class Il members
who accumulate at least 3 years of vesting service.

15



Northern Mariana Islands Settlement Fund
(A Not-for-Profit Organization)

Notes to Financial Statements, continued

8. Description of Benefits Provided by the Settlement Fund, continued
Termination, continued
Amount of benefit — Same as the normal retirement benefit.

Time and form of payment — Same as the normal retirement benefit, except that the annuity
commences at age 62 for Class | members and at age 60 for Class 1l members.

Disability Retirement

Eligibility — Members who are less than age 62, who are totally and permanently disabled, and, in
the case of non-occupational causes, who accumulate at least 5 years of membership service.

Amount of benefit — 50% (66 2/3% for members prior to December 5, 2003) of the member’s
salary in effect as of the date of disability, less any special compensation allowances or reductions
due to subsequent earnings. At age 62, the member will receive a normal retirement benefit
calculated assuming service had continued to age 62 at the same salary received at the time of
disability and the Class I formula is used. Disability benefits will be reduced by the U.S. Social
Security System, Worker’s Compensation or other disability insurance payments.

Time and form of payment — Same as the normal retirement benefit.
Survivor’s Benefits

Eligibility — Members who were active employees with at least 18 months of service for Class |
and at least 3 years of service for Class Il, or members who were receiving retirement or disability
benefits.

Amount of benefit — A surviving spouse will receive 50% of the member’s normal retirement
benefit, or benefit being paid at death, but not less than $6,000 per year. Each surviving minor
child (with a maximum of three children) will receive the greater of $1,080 and 16-2/3% of the
member’s normal retirement benefit of the benefit being paid at death.

Time and form of payment — The surviving spouse’s benefit commences immediately if there are
minor children, otherwise at the spouse’s attainment of age 35, and continues until remarriage or
death. Payment will be in the form of annuity with a cost of living increase each year equal to that
which is used by the U.S. Social Security System, commencing January 1 subsequent to the
anniversary of the spouse’s annuity date after attainment of age 55.

The children’s benefit commences immediately and continues until the respective child’s
attainment of age 18 (age 22 if a full-time student) unless the child is disabled.

16



Northern Mariana Islands Settlement Fund
(A Not-for-Profit Organization)

Notes to Financial Statements, continued

8. Description of Benefits Provided by the Settlement Fund, continued
Lump-sum Death Benefit

Eligibility — Members who were active employees or members who were receiving retirement or
disability benefits.

Amount of benefit — A lump-sum payment of $1,000 plus, if there is no surviving spouse or
children, a refund, reduced by pension payments already received, of 1/3 of the accumulated
employee contributions with interest. The lump-sum payment is adjusted for the effect of the
Settlement Agreement by $750.

9. Other Receivables

Other receivables, net as of September 30, 2020 and 2019 is as follows:

2020 2019
Overpayment of benefits $ 6,779,264  $ 6,817,363
Employers’ contribution receivable 5,509,976 5,510,145
Accrued interest 287,416 268,414
Buyback receivable 194,650 194,650
Underpayment of contributions 59,295 62,895
Others 20,906 45,191

12,851,507 12,898,658

Less allowance for doubtful accounts 12,703,240 12,709,789

$ 148,267 $ 188,869
10. Concentration of Credit Risk

Financial instruments which potentially subject the Settlement Fund to concentrations of credit
risk consist principally of cash and investments.

The Settlement Fund maintains its cash deposits in bank accounts which exceeded federal
depository insurance limits. The Settlement Fund has not experienced any losses in such accounts.

The Settlement Fund invests available cash in money market funds, mutual funds, common stock,
domestic and international corporate bonds and securities backed by the United States
Government. Concentrations of credit risk are minimized due to a highly diversified portfolio of
investments.
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Northern Mariana Islands Settlement Fund
(A Not-for-Profit Organization)

Notes to Financial Statements, continued

11. Fair Value Measurements

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability
in an orderly transaction between market participants at the measurement date (i.e., an exit price).
The fair value hierarchy prioritizes the inputs to valuation techniques used to measure fair value.

The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical
assets and liabilities (Level 1) and the lowest priority to unobservable inputs (Level 3). The three
levels of the fair value hierarchy are described below:

Level 1 - Unadjusted quoted prices in active markets that are accessible to the reporting entity
at the measurement date for identical assets and liabilities.

Level 2 - Inputs other than quoted prices in active markets for identical assets and liabilities
that are observable either directly or indirectly for substantially the full term of the asset or
liability. Level 2 inputs include the following:

e Quoted prices for similar assets and liabilities in active markets
e Quoted prices for identical or similar assets or liabilities in markets that are not active

e Observable inputs other than quoted prices that are used in the valuation of the assets
or liabilities (e.g., interest rate and yield curve quotes at commonly quoted intervals)

e Inputs that are derived principally from or corroborated by observable market data by
correlation or other means

Level 3 - Unobservable inputs for the asset or liability (i.e., supported by little or no market
activity). Level 3 inputs include management’s own assumption about the assumptions that
market participants would use in pricing the asset or liability (including assumptions about
risk).

The level in the fair value hierarchy within which the fair value measurement is classified is
determined based on the lowest level input that is significant to the fair value measure in its
entirety.

Following is a description of the valuation techniques and inputs used for each general type of
investment measured at fair value:

Mutual funds — fixed income. These are primarily reported at fair values obtained from bank
and independent pricing services.

Mutual funds — equity securities. These are traded on a national or international exchange and
are reported at current quoted market values.

Money market funds. These are valued under the market approach through the use of quoted
market prices in an active market, which is the Net Asset Value of the underlying funds.

Cash investments. These are deposits in interest bearing accounts that are very short-term in
nature and are accordingly valued at cost plus accrued interest, which approximates fair value.
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Northern Mariana Islands Settlement Fund
(A Not-for-Profit Organization)

Notes to Financial Statements, continued

11. Fair Value Measurements, continued

The following tables set forth by level, within the fair value hierarchy, the Settlement Fund’s
investments carried at fair value as of September 30, 2020 and 2019:

Assets at Fair Value as of September 30, 2020

Level 1 Level 2 Level 3 Total
Mutual funds — fixed income $ 99,155594 $ --- $ - $ 99,155,594
Mutual funds — equity securities 18,447,173 18,447,173
Money market funds 1,296,258 1,296,258
Cash investments 181,777 181,777

Total investments at fair value $118,899.025 $181,777 $ $119,080,802

Assets at Fair Value as of September 30, 2019

Level 1 Level 2 Level 3 Total
Mutual funds — fixed income $72,812652 $ --- $72,812,652
Mutual funds — equity securities 24,111,225 24,111,225
Money market funds 1,333,843 1,333,843
Cash investments 150,711 150,711
Total investments at fair value $98,257,720 $150,711 $ - $98,408,431

12. Risks and Uncertainties

The Settlement Fund invests in various investment securities. Investment securities are exposed
to various risks such as interest rate, market volatility and credit risks. Due to the level of risk
associated with certain investment securities, it is at least reasonably possible that changes in the
values of investment securities will occur in the near term and that such changes could materially
affect the amounts reported in the statement of financial position.

13. Net Assets with Donor Restriction

In July 2014, the CNMI Government passed Public Law 18-56 that allocates a portion of revenues
received from annual license fee revenues to pay for the 25% reduction in Settlement Class
Members’ benefits. For the years ended September 30, 2020 and 2019, receipts from
Public Law 18-56 totaled $13,980,427 and $14,150,418, respectively. These amounts are included
as a component of CNMI Government Contribution in the accompanying statements of activities.
For the years ended September 30, 2020 and 2019, amounts released from restriction and
distributed to Settlement Class Members totaled $13,980,427 and $14,153,971, respectively.
These amounts are included as a component of benefit and refund payments in the accompanying
statements of activities. At September 30, 2020 and 2019, unreleased funds totaled $30,797 and
$34,350, respectively. These amounts are included as net assets with donor restriction in the
accompanying statements of financial position.
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Northern Mariana Islands Settlement Fund
(A Not-for-Profit Organization)

Notes to Financial Statements, continued

14. Availability and Liquidity of Financial Assets

The following reflects the Settlement Fund’s financial assets as of September 30, 2020:

Cash $ 10,203,460
Loan receivable 1,303,939
Other receivables, net 148,267
Investments 119,080,802

Financial assets available to meet cash needs
for general expenditures within one year $130,736,468

15. Coronavirus (COVID-19) Pandemic

On March 11, 2020, World Health Organization categorized the COVID-19 outbreak as a global
pandemic. There continues to be a significant uncertainty around the breadth and duration of
disruptions related to COVID-19 as well as its impact on the economy in the CNMI. The Company
is unable at this time to reasonably estimate the potential future impact on its financial statements.
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Northern Mariana Islands Settlement Fund

(A Not-for-Profit Organization)

Schedule of Investments Owned

Investment Name

Mutual funds — fixed income
Dodge and Cox Income Fund
Hotchkis & Wiley High Yield Fund-I
Vanguard Short-Term Bond Index FD Inst
PIMCO Total Return Fund

Mutual funds — equity securities
Vanguard Total World Stock Index Fund Inst

Money market funds
Dreyfus Treasury Obligations Cash Management Fund

Cash investments
Bank of Hawaii Cash and Cash Equivalents

Total Investments Owned

September 30,

2020 2019
$ 54,744,111 $44,001,923
23,632,091 17,962,752
20,779,239 10,847,835
153 142
99,155,594 72,812,652
18,447,173 24,111,225
1,296,258 1,333,843
181,777 150,711
$119,080,802  $98,408,431
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