
FIRST CONGRESS OF THE FEDERATED STATES OF ''''ICRONESIA Public Law r~o. /-90/ 
J. 

SECOND SPECIAL SESSION, 1980 CONGRESSIONAL BILL NO. 1-198, COl, C02 

AN ACT 

To regulate banking business in the Federated States of Micronesia, and for 
other purposes. 

, BE IT ENACTED BY THE CONGRESS OF THE FEDERATED STATES OF MICRONESIA: 

1 CHAPTER 1. GENERAL PROVISIONS 

2 Section 101. This act shall be known as the "Federated States of 

3 Micronesia Bank Act of 1980." 

4 Section 102. Definitions. As used in this act, unless it is otherwise 

5 provided or the context requires a different construction, application, or 

6 meaning: 

7 (1) "Bankll means a stock or mutual corporation or unincorporated 

8 association with sufficient capital, authorized by law to receive deposits 

9 of money or securities, to open credits, and checking accounts and savings 

10 accounts, to make loans, and in general to engage 1n all kinds of banking 

11 transactions; but does not mean a national banking association established 

12 by the Federated States of Micronesia. IlBank" includes a savings and loan 

13 associat1on but does not include a credit un10n. 

14 (2) IIBanking Board ll means the board consisting of the D1rector 

15 of Finance, the Director of Resources and Development of the Federated 

16 States of Micronesia, and one member of the Congress of the Federated States 

17 of Micronesia appointed by the Speaker of the Congress established pursuant 

18 to Section 201 of this act. 

19 (3) IIBranch!! means an office of a bank at which deposits are 

20 received or checks paid or money lent. 

21 (4) IIDirector" means the Director of Finance of the Federated 

22 States of mcronesia. 
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(5) "Demand Deposit" means any deposit which is repayable by its 

2 terms not more than 3 days after the time it is made. 

3 (6) "Deposits" means money or other property transferred or 

4 assigned to any person pursuant to an agreement, expressed or implied, that 

5 the person shall repay such moneys upon demand (whether in person or by 

6 written order) or after a fixed or determinable period of time, provided, 

7 however. that money loaned to a bank which is to be repaid not sooner than 

8 fi years from the date of the loan, and pursuant to a loan agreement under 

9 ~~;;I the obligation to repay is subordinate to the rights of depositors, 

lO~a11 not be deemed to be a deposit; and provided further that money trans-

11 ferred to a credit un10n as a purchase of its shares shall not be deemed to 

12 be a deposit. 

13 (7) "Domestic Bank" means a bank organized under the provisions 

14 of Chapter 3 of this act. 

15 (8) "Foreign bank lt means a corporation or other financial 

16 institution organized for the purpose of engaging in the banking business 

17 under the laws of the United States or of a territory or state of the United 

18 States, or of a foreign country, operating a bank in its home territory, 

19 state or country. 

20 (9) "legal reserve ll means the sum which every bank and foreign 

21 bank shall at all times have available for the payment of their deposit 

22 liabilities pursuant to the provisions of th1s act. 

23 (10) IJPaid in capital. surplus, and undistributed prof1ts" means, 

24 1n the case of a foreign bank, the aggregate paid in cap1tal, surplus, and 

25 undistributed profits of such bank and not merely that allocated to, located 
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1 in, or arising out of its operations in the Federated States of Micronesia. 

2 (11) If Person 11 includes individuals, corporations, partnerships 

3 and any other business entity. 

4 (12) I1public Auditor tl means the Public Auditor appointed by the 

5 President of the Federated States of Micronesia with the advice and consent 

6 of the Congress pursuant to the Constitution. 

7 (13) "Registrar of Corporations" means the Registrar of Corpora .. 

8 tions of the National Government of the Federated States of Micronesia. 

9 (14) IIRelated Person", with respect to any person, means his 

10 spouse, child, parent, brothers or sisters, or any partnership, corporation 

11 or firm in which he owns more than a 101 interest. 

12 Section 103. Application of act. This act shall apply to and govern 

13 all banks operating a branch or office in the Federated States of Micronesia; 

14 and any bank now existing and operating a branch or office in the Federated 

15 States of Micronesia shall hereafter be operated in accordance with the 

16 provisions of this act, and shall be required to obtain a license pursuant 

17 to Chapter 5 of this act on or before the 31st day of December following the 

18 effective date of this act. 

19 Section 104. Requirements for banking business. No person shall engage 

20 in the business of accepting deposits in the Federated States of Micronesia 

21 or shall use the term IIbank" or "savings and loan associations II or any form 

22 thereof in the conduct of its business unless it has been granted a license 

23 pursuant to the provfs ion of this act and such 11 cense has not expi red and 

24 has not been cancelled. Any person holding such a license shall engage in no 

25 business in the Federated States of Micronesia other than the banking 
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1 business and shall engage in such business only at the locations authorized 

2 by the Banking Board. 

3 Section 105. Application to existing charters, articles of incorpora-

4 tion, or bylaws. Domestic and foreign banks shall be subject to the 

5 applicable provisions of their existing charters, articles of incorporation, 

6 or bylaws only to the extent that su~h are compatible and do not conflict 

7 with the provisions of this act; and in the event of any conflict or 

8 incompatibility between this act and proviSions of said charter, articles of 

9 incorporation, or bylaws with respect to any domestic or foreign bank, the 

10 provisions of this act shall prevail. 

11 CHAPTER 2. BANKING BOARD 

12 Section 201. Creation. There is hereby established a Banking Board 

13 which shall consfst of the following: the Director of Resources and Oevelop-

14 ment. the Director of Finance of the Federated States of Micronesia, and one 

15 member of the Congress of the Federated States of Micronesia appointed by the 

16 Speaker of the Congress. The Director of Finance shall act as the Chairman 

17 of the Banking Board and its chief executive. 

18 Section 202. Powers. The Banking Board and the Director shall have the 

19 powers conferred upon them by thi s act. 

20 Section 203. Meetings, Quorum Majority. The Banking Board shall have 

21 regul ar meetings at such times and pl aces as the members thereof shall fix 

22 and, in addition. it may have special meetings upon at least twenty four 

23 hours' notice upon call by any member thereof. A majority of the Board shall 

24 constitute a quorum. 

25 Section 204. Services of Public Auditor and Others. The Banking Board 
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1 and the Director shall be ent"itled to utilize the services of the Public 

2 Auditor and such independent accountants, lawyers and other experts as they 

3 may select in carrying out their powers and duties under this act. The 

4 President of the Federated States of Micronesia shall provide such adminis-

5 trative ~upport and staff as may be needed to conduct the business of the 

6 Banking Board. 

7 Section 205. Court Review. Any person aggrieved by an order of the 

8 Banking Board may appeal to the Trial Division of the Supreme Court of the 

9 Federated States of Micronesia or, if the Supreme Court has not yet 

10 commenced its operations, to the Trial Division of the High Court of the 

11 Trust Territory of the Pacific Islands. within 30 days after the issuance 

12 of the order. The filing of such appeal shall not st~ enforcement of an 

13 order but the Court may order a stay upon such tenms as it deems proper. 

14 CHAPTER 3. ORGANIZATION AND ESTABLISHMENT OF DOMESTIC BANKS 

15 Section 301. InCOrPoration. 

16 (1) Any five or more persons of sufficient legal capacity may 

17 organize a domestic bank, but for said purpose they shall first apply in 

18 writing for a permit from the Banking Board. Said application shall set 

19 forth and prove the need of the services of a banking institution in the 

20 locality wherein the bank is sought to be established, and that the 

21 services rendered by other banking institutions do not answer the needs of 

22 said locality. 

23 (2) It shall be the duty of the Director, immediately after the 

24 Banking Board receives an application for a penmit , to make whatever 

25 investigations and hold such hearings as he deems may be necessary as to: 
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(a) the banking and conmercial ability and experience of the 

(b) whether such abn 1ty and experience are sufficient to 

4 warrant the effictent functioning and operation of the bank; 

S (e) whether local need justifies the applicationi 

6 (d) the character and repute. as well I. the banking and 

7 commercial experience of the prospective directors or officers who are to 

8 conduct the business of said bank; 

9 Ce) whether the bank shall be of benefit to the general 

10 public; and 

11 (f) the capital which the bank has ava11abl. for its o.pera-

12 t1ons .. 

13 (3) The Banking Board may issue the pe~1t applied for ff. in its 

14 judgment. the results of the 1nvestigat1ons are satisfactory. Any permit 

15 may be granted subject to such conditions as the Banking Board. in its 

16 d1scret1on. deems necessary to protect the interests of the people of the 

17 Federated States of Micronesia. 

18 (4) The articles of incorporation must be subscrfbed by each of 

19 the incorporators and duly swam to before a notary public. They shall 

20 specifically state: 

21 (a) the name by which such bank is to be known. 

22 (b) the state where 1ts matn off1c~ is to be established, 

23 which shall be its legal domicile; 

24 (e) the amount of the autI'Qrized capital stock. the number 

25 of shares into which the same 1$ divided. and if they have a par value. the 
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2 (d) the tenn of duration of the bante; 

3 (e) the transactions to which the capital of the bank is to 

4 be preferably devoted; 

5 (f) the time and manner of calling and holding regular 

6 meetings of stockholders, and the reasons and eiretnstances for. and manner 

7 of. calling and holding special meetings, 

8 (9) the aenner of constituting a quorul at the regular and 

9 special .eetings of the stockholders; 

10 (h) the names and place. of residence of the incorporators 

11 and the number of shaNs subscribed by each; 

12 (1) the numb_rof directors of the bank, which shall not be 

13 less than f1v., and not less than two-thirds of the tot4l nUlftber of whom 

14 shall be cft1zens of th_ Federated States of Micronesia and shall hive 

15 resided in the Fe.rated States of Micronesia for at least one year prior to 

16 the date of the application' the manner of their election. their tenas of 

17 office, and the n ... ber necessary to constitute a quoNlt; and 

18 (j) any other articles which the incorporators IftlY deem it 

19 advisable to insert for the regulation of the bu.fness and the conduct of 

20 the Ifflfrs of the bank; provided, that such articles shall not be in 

21 conflict with this act, or with any other laws of the Federated States of 

22 Micronesia. 

23 Section 302. Certificate of incorporatioR; b!g'nning of corporate 

24 existence. Upon subscribing and swearing to the articles of incorporation. 

25 as provided in $let ion 301 of this act. and upon submitting two copies of 
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1 the same to the Registrar of Corporations together wtth the pe~it granted 

2 by the Sanking Board authorizing the organization of the bank, and upon pay-

3 ment of the properfil1ng fee, and upon the issuanee by the Registrar 01 

4 Corporations. under his se.l. of a certificate stating that the .Iid articles 

5 containing the statements required by Section 301 of this act have been 

6 filed in his office,' the existence of the bank named in the said articles of 

7 incorporation shall begin. From and after the date of such filing, said 

8 bank shall constitute a body corporate under the nll1e set forth in the said 

9 articles. Before such bank may commence business it shall comply with the 

10 other requirements of this act .nd all other applicable provisions of law. 

11 Section 303. Commencement of bustness. 

12 (1 ) UpOn theHssuance by the Registrar of Corporations of a 

13 certificate of incorporation, as provided '" Section 302 of this Chapter, 

14 the Registrar of Corporations shall so notify the Director and at the same 

15 time shall transmit to the Director a duplicate copy of the articles 01 

16 incorporation. 

17 (2) When the dupl1cate copy 11 received by the Director, he 

18 shall notify the corporation. and the corporation shall then file with 

19 the Director a statement of all the facts necessary to enable him to 

20 determine whether the bank has in fact complied ~th all the requirements 

21 of law and is lawfully entitled to commence buSiness, such statement to 

22 be sworn to by • majority of the directors and by the president or the 

23 manager 01 the bank. Upon receipt of such statement by the Director. he 

24 shall examine the condition of the corporation and ascertain specifically 

25 the amount of its capital paid in, the names and places of residence of its 
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1 stockholders. directors and officers. the aMOunt of the capital stock which 

2 each owns in good fa1th. and, generally. whether such corporation has 

3 complied with all the provisions of law required to entitle it to a license 

4 to englge in the business of blnking. 

5 (3) If. upon careful examination of the facts so reported, or of 

6 any other relevant facts which m~ come to his knowledge, the Director is 

7 satisfied that such bank has complied with .,1 the applicable provisions of 

8 this act and other llws required to be complied with before a bank shall be 

9 authorized to commence the business of banking, he shall issue an initial 

10 1feense to engage in the banking business. valid until it must be renewed 

11 according to Section 501 of this act. The Director may withhold from a 

12 bank the license authorizing it to commence business whenever he fs satis-

13 fied that the shareholders have organized said bank for any other than the 

14 legitimate objects determined by this act. The expenses incurred by the 

15 Director in connection wfth such investigations shall be paid by the cor" 

16 paration fn conformity w1th the regulations the Banking Board may promulgate 

17 for that purpose. 

18 Section 304. Amqunt and ownership of capital stock. No domestic bank 

19 shall be organized and established in the Federated States of Micronesia 

20 with a capital stock less than $1,000,000.'1 of which shall be paid in 

21 cash before the bank shall be authorized to comence business and at least 

22 two-thirds of which shall be owned by persons who are citizens of the 

23 Federated States of Micronesia and shall have resided in the Federated 

24 States of Micronesia for at least one year prior to the application. 

25 Section 305. Amendment of articles of inCOrPOration. Every bank 
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1 organized under thh act may amend its articles of incorporation with the 

2 approval of the Banking Board for any lawful purposes; provided that no 

3 amendment may contain a provision which tt would not have been lawful and 

4 proper to tnsert tn the orfg1nal articles of fncorporat1on •• nd provided 

5 further that no change shall be made in the articles of fncorporation by 
.. 

6 which the r1ghts or security of the existing deposftors or creditors of the 

7 bank shall be impaired. 

8 CHAPTER 4. FOREIGN BANKS 

9 Section 401. Establishment in the Federated States of Micronesia. 

10 (1) Upon compliance with the provisions of th1s Chapter, any 

11 foreign bank having a paid in capital, surplus and undivfded profits of not 

12 less than $20,000,000 (except $1.000,000 for any bank the deposits of which 

13 1n the Federated States of Micronesia are insured by the Federal "Deposft 

14 Insurance Corporation or the Federal Savings and loan Insurance Corporatfon 

15 of the United States) may establish offices or branches in the Federated 

16 States of Micronesia; provided. that. before beginning its operations in the 

17 Federated States of Micronesia. it files in the Office of the Registrar of 

18 Corporations a duly authenticated copy of its charter or articles of 1ncor-

19 poration , together with a resolution of its board of directors approving the 

20 establishment of such office or branch in the Federated States of Micronesi., 

21 and a statement verified by oath of the president, manager, agent . cashier. (n'l 

22 or other authorized officer of said bank, showing: 

23 <a) the name of such foreign bank; 

24 (b) the location of its existing or proposed main office or 

25 places of business within and without the Federated States of Micronesia; 
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(c) the objects of its bUSiness. 

(d) the al1k)unt of its authorized capital; 

(e) the amunt of its capital stock actually paid in cash; 

ef) the aDW)unt of the Issets of the bank, and of what they 

(9) an itemized statement of the liabilit1es of the bank; 

(h) the amount 01 investment to be devoted to its busfness 

8 in the Federated States of Micrones1a, which in no case shall be less than 

9 $100,000; and 

6 

1 

10 (1) the names and post offfce addresses of the chief executi ve 

11 officer in the home bank and all offfcers in the Federated States of M1cro~ 

12 nes1a. 11 any, and the time. if any, when the tenm of office of each expires. 

13 Section 402. Investigation by Director; pe~it reguired. 

14 (1) No foreign bank m~ open any branch or office or change the 

15 location of any branch or office in the Federated States of Micronesfa ~th-

16 out a perm1t to do so from the Banking Board. An application to the Bank1ng 

11 Board for such penmit shall state the benefft to the pub11c expected to 

18 result from th granting of the pennit applied for. The Banking Board, upon 

19 rece1pt of such application, may requ1re the submittal of such addftional 

20 infonnation as may be necessary 1n order for it to make the necessary 

21 investigations. 

22 (2) It shall be the duty of the Director, immediately after the 

23 Banking Board receives an application for a permit, to make whatever investi-

24 gatfons may be necessary as to: 

25 (a) the overall financial condition of the applicant; 

.. -----
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(b) whether or not granting the application would reasonably 

2 be apt to result in an over-extension of applicant's resources or facilities; 

3 (c) the character and repute, IS well as the banking and 

4 comnercial experience, of appl1cant 'and the bank's directors and executive 

5 off1cers; 

6 

7 publ1c; and 

8 

Cd) whether the bank shall be of benefit to the general 

(e) the investment which the bank has made or has available 

9 for its operations in the Federated States 01 Micronesia. 

10 (3) The Banking Board may issue the permit applied for if, in its 

11 judgment, the results of the investigations are satisfactory; provided, that 

12 the decision of the Banking Board shall be final; and provided further, that 

13 all expenses incurred by the Banking Board in connection with such fnvest1ga-

14 t10ns shall be paid by the applicant in conformity with regulations which the 

15 Banking Board may make. 

16 (4) Upon the issuance of a permit to an applicant. the Banking 

17 Board shall forthwith transmit a certified copy thereof to the~Reg1strar of 

18 Corporations who shall file it along with such o~ler documents submitted to 

19 him. 

20 Section 403. Commencement of business. 

21 (1) When the pe~it of the Banking Board is received by the 

22 foreign bank, as provided in Section 402, it shall proceed to comply with 

23 all applicable provisions of law so as to place it in readiness to commence 

24 operations upon issuance to it of the 11cense provided by Section 501 of 

25 this act. When such foreign bank is in such pOSition of readiness, it shall 
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notify the Director by means of a statement of all facts necessary to enable 

the Director to determine whether such foreign bank has, in 'act, complied 

with all the requirements of law and is lawfully entitled to commence opera­

tions. such statement to be sworn to by a majority of the directors or by 

the president or manager of such foreign bank. 

(2) Upon receipt of such statement, the Director shall make such 

investigations as may be necessary to assure himself that the fOreign bank 

has. in fact. complied with all the provisions of law to entitle it to ,a 

lfcense to engage in the business of banking. 

(3) If. upon a careful examination of the facts so reported or any 

other relevant facts which may corne to his knowledge.' he is satisfied that 

the foreign bank has complied with all of the provisions of this aet required 

before a foreign bank shall be authorized to open or operate a branch or 

office in the Federated States of Micronesta, the Director shall issue an 

initial license to engage in the banking business valid until it must be 

renewed according to Section 501 of this act. The Director may withhold from 

a foreign bank the license authorizing it to commence operattons whenever he 

is satisfied that the foreign bank seeks to operate in the Federated States 

of Mieronesia for any other than the legitimate objects detennined by this 

act. The expense incurred by the Director in connection with such investiga­

tion shall be paid by the foreign bank in conformity with regulations which 

the Banking Board may make and issue for that purpose. 

(4) Before col!lJ1encing business in tho Federated States of Mfcro-

24 nesia. a foreign bank shall file with the Banking Board an appointment of the 

25 Director as its agent upon whom all process in any action or proceeding 
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1 against it arising out 01 the operations or activities of its office or 

2 offices in the Federated States of Micronesia may be served, which appoint-

3 ment shall be by its tenns perpetual and irrevocable. 

4 CHAPTER 5. LICENSING OF BANKS .. 

5 Section 501. ~nnual licenses for bonks. 

6 (1) The Banking Board shall issue licenses to engage in banking. 

7 (2) Initial licenses shall be issued to banks authorized to 

8 commence business pursuant to Section 303 or Section 304 of this act for the 

9 remainder of the calendar year. Every domestic or foreign bank at present 

10 operating a branch or office in the Federated States of Micronesil, or that 

11 may hereafter do so, shall obtain on or before the 31st day of December of 

12 each calendar year a r newal license to operate an office or branch in the 

13 Federated States of Micronesia during thesucceedtng calendar year. Initial 

14 and renewal licenses shall be issued upon payment of the corresponding fees. 

15 as follows: 

16 (a) Banks with a paid-in c p1ta1. surplus and undivided 

17 profits aggregating $1,000,000 shall pay the sum of $500. 

18 (b) Banks with a pa1d-in cap1tal. surplus and undivided 

19 profits aggregating over $1,000,000 shall pay the sum of $1.000. 

20 (3) The Banking Board shall grant a grace period not exceeding 

21 30 days. during which an ex1sting license may be continued in ffect after 

22 the 31st day of December, to any domestfc bank or foreign bank which shows 

23 good cause thereafter to the Bankfng Board. when the Bankfng Board considers 

24 such action to be in the public interest. 

25 (4) The Banking Board, in determining wh ther to issue an annual 

14 of 25 
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1 Hc .. se to engage in the business of blnk1ng, shan consider and determine 
. 

2 whether the bank applying for the Hcense has. in its lending and operating 

3 practices, served the needs of its .c()llllMlnity. In dete""in1ng whether I bank 

4 his served the needs of its community, the Banking Board shal" in addition 

5 to other factors custOlRr11 y examf ned. examf fte whether (1) such bank has 

6 used its belt efforts to hire, train and promote citizens and residents of 

7 the Federated States of Micronesia for executive pOSitions in tM bank , (11) 

8 the loans made by sueh bank in the Federated States of Microne.ia. fn vfew 

9 of demand for loans and number of prudent loan opportunities ava11able. bear 
, 1; 

10 a reasonable relationship to such bank's deposits in the Federated States of 

11 "tcronesi. and (111) luch bank has abstained from any unfair discrimination 

12 allllng its customers and the people its serves. In making the foregoing deter-

13 m1nation . due consideration shall be g1ven to the herein stated goal. of the 

14 Federated States of Micronesia that (i) executive positions in all banks 

lS oper ting in the Federated States of Micronesfa should be occupied by citizens 

16 and restdents of the Federated States of Micronesia , (11) at least 751 of the 

17 totll amount of deposits taken by a bank in the Federated States of Micronesia 

18 should be loaned to cftizens and rest dents of Ind bustness entities located 

19 fn the Federated States of Micronesta and (1if) no bank should discriminate 

20 unf.1rly 8~n9 tts customers and the people it serves. 

21 CHAPTER 6. ~EGUlATION AND SUPERVISION OF OOMESTIC AND FOREIGN BANKS 

22 .Section 601 . ~!9ulation and supervision of banks by Banking 8oar~. 

23 (1) All domestic banks and . to the extent of and with respect to 

24 bustness done at any branches establ1shed fn the Federated States of Miero-

2S nesfa. all foreign banks dofnq business in the Federated States of Mfcronesia, 

lS of 25 
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1 shall be regulated and supervised by the Banking Board in such manner as to 

2 secure the safe and sound conduct of such business, to prevent unsound prac-

3 tices. and to maintain the public confidence in such business and protect the 

4 public interest and the tnterests of depositors, creditors, and stockholders. 

5 (2) For the purpose of effectuating the policY declared in this 

6 section, the Banking Board, with the approval of the President of the Federated 

7 States of Micronesia. may adopt regulations consistent with law and sound 

8 banking practice. Such regulations shall be brought to the attention of those 

9 affected thereby in the manner that the Banking Board may prescribe. 

10 Section 602. Examination of banks. 

11 (1) The Director lilY examine. or cause to be examined. every dome.tic 

12 or foreign bank for the purpose of ascertaining whether it has complfed ~th 

13 this act and other applicable laws and for such other purposes and such other 

14 matters as the Banktng Board may prescribe. The Director and every ex.iner 

15 appointed by him lIay administer an oath to any person whose testtmony may be 

16 requtred on the examination of any bank and sUlllDOn and c0llP81 the appearance 

17 and attendance of any person for the purpose of the examination. 

18 (2) As an examination fee. each bank so examined shall pay the 

19 total cost of such exaaination. and the sum so paid shall be covered into the 

20 General Fund of the Federated States of Micronesia. 

21 Sectton 603. Reports of banks. penaltfes. 

22 (1) Every domestic or foreign blnk shan IIIke at least one report 

23 of fts condition each year to the Director within 90 days after the close 0' 
24 the bank's fiscal year, and according to fonns to be prescribed by him, ver1-

25 ffed by the oath of the chief executive officer or chie' financial officer 
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1 and attesting officer, certifying and subscribing under oath that each of them 

2 has personal knowledge of the facts stated therein and that the saMi are true. 

3 Such reports shall exhibit in detan and under appropriate heads the total 

4 resources and liabilities of the bank, and, in the case of a fbreign bank. 

S shall show separately the resources, liabilities and operations 1n~e Federated 

6 States of Micronesia. The Director shall have the right to require that any 

7 such reports be audited at the banks expense by independent accountants approved 

8 by the Director. 

9 (2) The Director may also call for special reports from any domestic 

10 or foreign bank whenever in hts judgment the same are necessary in order to 

11 obtain full knowledge of its condition. During the first five years of opera-

12 t10ns in the Federated States of Micronesia by any domestic bank, the Director 

13 shall call for special reports of its condition not less frequently than each 

14 calendar ~uarter. 

15 (3) Whoever willfully makes anY false entr,y in any book, report or 

16 statement of a bank or certifies and subscribes to any report required by this 

17 section which is false in any material respect shall be fined not more than 

18 $1,000 or imprisoned for not more than one year, or both. 

19 (4) Any bank which fails to make, transmit, and publish any report 

20 required under this section shall be subject to a fine of $100 per d~ for each 

21 day's delay after the period specified in this section. 

22 Section 604. Alternative Examination and Reports. The Director may 

23 accept, in lieu of the examination required or authorized by Sectton 602 of 

24 this act, the most current examination made by the Federal Deposit Insurance 

25 Corporation, the Board of Governors of the Federal Reserve System, or • Federal 
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1 Reserve Bank or in ease of a foreign bank not eXUlfned by such agencies , an 

2 examination acceptable by the approprfate government agency tn' tbet home juris-

3 diction of that bank. The Director may accept, 1n Ueu of any report of condi-

4 t10n which may be required by Section 603. a report of condition obtained by 

5 sa1d Corporat1on, Board of Governors, Federal Reserve Bank, or goverraent 

6 agency. 

7 Section 60S. Legal reserve. 

8 (1) (a) Subject to such add1t1onal requirements as the Bank1ng 

9 Board naay impose, every domestfc bank shall ma1ntain a legal reserve wh1ch 

10 shall not be less thin 20 percent Of its demand deposits and not less than 5 

11 percent of its other deposits. Said reserve shall consist of United States 

12 currency or deaand depos1ts in the name of such bank deposited in another bank 

13 approved for such purpose by the Banking Board. 

14 (b) The Banking Board may 1ncrease or decrease the m1n1mua 

15 legal reserve for demand deposits establ1shed in this section up to not IIIOre 

16 than 30 percent or down to not less than 15 percent of the total deNnd deposits 

17 of a domestic bank, when in its judgment the circumstances so require it ; but 

18 the order 1ncreasing or decreasing the .fnfDUB legal reserve shall not be 

19 effectfve until 30 dayS after ft is entered; provfded, that this time rafght be 

20 extended by the Banking Board. 

21 (2) Every foreign bank shall mainta1n. with respect to its depos1ts 

22 fn the Federated States of M1cronesfa. I legal reserve which shall not be less 

23 than. and wh1ch shall be subject to the same condition as. the legal reserve 

24 requirement imposed in the jurisdiction of its place of incorporation on ..; '.:{ ~";<:~ 

25 deposits of the foreign bank in that jurfsd1ction. 
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1 (3) The Director shall notify any domestic or foreign bank whose 

2 legal reserve fs less than that required by this act of its obl igat1onsto make 

3 up the full amount. If such bank fails to do so within a period of 30 days. it 

4 may be declared in liquidation by the Banking Bolrd. In such event, the 

5 Director shall apply to the Trial Division of the Supreme COurt of the Federated 

6 States of Micronesia for the appointment of a receiver to take charge of a~d 

7 wind up the affairs 01 such bank and thereafter the matter~shal1 be governed by 

8 the prov1sions' of Section 801 (2). 

9 Sectfon 606. Limftat10n on loans. 

10 (1) No domestic bank shall penn1t arperson to become indebted or 

11 Habl. to it, either directly or indirectly. in an anount in excess of twenty 

12 percent of the aggregate paid-in and unimpaired capital, surplus and undivided 

13 profits of the bank. In computing the total l1ab111ties. direct or indirect. 

14 of any person to a blnk, there shall be included 111 liabilities to the blnk 

15 of any related person and any loans made for his benefit or for the benefit 

16 of any related person. In computing the total l1abl1ities of any finn, copan-

17 nership or unincorporated association to the bank, there shall be included all 

18 liabilities of fts individual members and 111 loans made for the benefit of the 

19 copartnerShip or unincorporated associlt1on or any lMmbers thereof; Ind in 

20 computing the total liabilities of any corporation to a bank there shall be 

21 included all liabilities of and all loans made fOr the benefit of the ~ 

22 corporation and its majority owned subsidiaries. 

23 (2) Except as herein provided, no domestic bank shill make Iny 

24 extension of credit to any of fts officers. directors. agents, or employees. 

25 or to any rel ated person. either directly or indirectly. except upon the 
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1 written application of such person or related person stating tile 11ne of credit 

2 applfed for, terms and security, if any. offered therefor to the board of 

3 directors or to the loan or executive COBIn1ttee of ~he board, and then only 

4 with the written approval of a major1ty of the board or a majority of the loan 

5 c08Jrlittee of the bank (excluding the person seeking the credft) before the loan 

6 1$ made; and the approval of the loan as allowed by the board or the loan C01ftooo 

7 mittee of the bank shalt be made a part of the minutes of the next directors· 

8 meetfng of the bank. loans may be made to any off1cer, dfrector. agent. or 

'9 employee of any domestic bank or any related person without such applicatioD 

10 and approval, in amoun'ts not in excess of $5,000 in aggregate principal owing 

11 by any such individual and related person at anyone time. 

12 (3) No domestic bank shall make any loan on the securfty of its own 

13 stock or for the purchase of fts own stock. 

14 (4) Any officer, director, agent, or employee of any bank who know-

15 ingly permits the funds of the bank to be loaned in a dishonest OlInner or con-

16 tr.ry ', to this section shan be held responsible in h1l individual capacity for 

17 all damages which the blnk. its shareholders, depositors, creditors, or any 

18 persons shall have sustained fn consequence thereof. 

19 Section 607. Prohibited Practices. 

20 (1) Any director. officer, or employee of a bank or related person 

21 Wao .sks for or receives any com1ss10n. money, property or thing of v.lue for 

22 his Olm persona' benefit for procuring or ass1sting fn procuring a loan from 

23 such bank or for permitting any person to overdraw any account with such bank 

24 shall be fined not more than $1,000 or imprisoned not more than one yelr, or 

25 both. 
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1 (2) No domestic bank shall 1nvest in the stock of any other corpora-

2 tion, acquire any real estate, except with the approval of the Banking Board 

3 for us. as its principal office in ttw. Fedel".ted States of Micronesia. or 

4 pledge any of its assets a, security for or guaranty anY ob11gatfons of others 

5 except for the issuance of its 'etters of credit 1n connection with the ship-

6 ment of goods. 

7 (3) No domestic bank may accept deposfts at any time that its paid-

8 in capital, surplus nd undivided profits is less than $500,000 in the aggregate. 

9 (4) No domestic bank shall declare any dividend or make any other 

10 distribution to fts stockholders except (i) out 01 earnfngs for the current 

11 and next preceding year, or (11) wfth :.the approval of the Banking Board. 

12 (5) No person mey ,cqui re 251 or lOre of the stock of , domestic 

13 bank without the approval of the Sanking Board. 

14 (6) No domestic bank may merge or consolidate with. or sell a sub-

15 stantta' portion of fts assets to, another bank wfthout the approval of the 

16 Bankfng Board. 

17 Section 60s. Insurance. 

18 (1) At such time as it becomes avanable under the laws of the 

19 United States. all domestic banks and foreign banks, as a conditfon to opera-

20 ting an office or branch fn the Federated States of Micronesia, shall secure 

21 their depositors by deposit insurance of the FedeNl Deposit Insurance Corpora-

22 tion or the Federal Savings and Loan Insurance Corporation of the United States. 

23 (2) All domestic and fOreign banks operating an office or branch in 

24 the Federated Statts of Micronesia shall provide themse1ves with protection and 

25 indemnity against burglary, embezzlement and oth r similar insurable loss; and 
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1 Federated States of Micronesia and may obtain a loan from a~ such bank, 

2 foreign bank, or a'ftl1ated compa"y. provided, that such official or ployae 

3 makes full disclosure thereof to the B1nk1ng Board and, in the case of each 

4 of the members of the Banking Board. he shall make the disclosure to the 

5 President of the Federated States of Micronesia. 

6 Section 610. F111n9 fees for banks. 

7 (1) Ever,y domestic bank or foreign bank in the Federated States of 

8 Micronesia shall. upon filing its articles of incorporation in the Office of 

9 the Registrar of Corporations, pay a fn1ng " fee of $50. 

10 (2) Every domestic or foreign bank desiring to f1,. 1n the Office 

11 of the Registrar of Corporations articles amendatory or supplementary or a 

12 certificate of increase or decrease of capital stock shall pay a fee of $25. 

13 (3) The fee for furnishing a certified copy of any of the documents 

14 referred to in the preceding subsections of this section shall be fifty cents 

15 per fo110. but not less thin $5. 

16 (4) All fees required under the provisions of this aet shall be 

17 paid to the Office of the Registrar of Corporations and shall be accounted 

18 for and covered into the General Fund of the Federated Stat.s of Micronesia. 

19 (5) All fines under this act shall be paid to the Director and 

20 shall be accounted for and covered into the General Fund of the Federated 

21 States of Micronesia. 

22 CHAPTER 7. PENAL TI ES 

23 For any violation of this act or the regulations prescribed pursuant to 

24 Subsection (2) of Section 601. the delinquent domestic or fore1gn bank shall 

25 be subject to a fine of not more than $1.000 fOr each day that the v101atfon 
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1 continues and, in the case of a material violation. to the cancellation of 

2 its license. Such ' fine or cancellation shaH be imposed by the Banking Board 

3 only with the approval of the President of the Federated States of' Micronesia 

4 and after nottce to the delinquent bank and a hearing concerning the alleged 

5 violation. In any such case, the Director shall lend written notice of his 

6 actfon to the bank affected as quickly as circumstances will allow. and if the 

7 cancellation of the bank's license has been decided upon, shall transmit a 

8 written order to that effect to the Registrar of Corporations for appropriate 

9 action. 

10 CHAPTER 8. RECEIVERSHIP AND LIQUIDATION 

11 Section 801. Receivership of bank or foreign bank. 

12 (1) If. in consequence of an examination or report made by an 

13 examiner. or otherwise. the Banking Board should have reason to believe that 

14 a bank or foreign bank is not in sound financial condition to continue <bing 

15 business, or that its affairs are being conducted in such a manner that the 

16 public or the persons or entities having securities or funds under tts custody 

17 are in danger of befng defrauded, or if any such bank shall violate its charter 

18 or any law relative thereto, or this act in any material respect. or if it 

19 becomes insolvent. the Director shall apply to the Trial Division of the 

20 Supreme Court of the Federated States of Micronesia, or to the Trial Division 

21 of the High Court of the Trust Territory of the Pacific Islands if the Supreme 

22 Court has no~ conmenced its functions for the appointment of a receiver to take 

23 charge of and wind up the affairs of such bank. 

24 (2) If the COurt. after hearing all parties concerned, detenmines 

25 that the facts alleged by the Director are supported by the evidence, it shall 
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1 appoint a receiver. Upon his appointment the receiver shell t under the 

2 direction of the Director, take possession of the assets and liabilities, 

3 books, records, papers, and files of every description belonging to the bank. 

4 and collect all loans. fees. and claims of the bank. and see to the payment of 

5 its obligations and debts. and to the necessary expenses of receivership. He 

6 shall proceed to liquidate the affairs of the bank as soon as possible, and to 

7 this end may sell the personal and real property and other assets of the bank, 

a but subject to the approval of the D1rector. The receiver shall continue to 

9 perform his duties 1n the manner prescribed herein until the bank or foreign 

10 bank is fully liquidated. 

11 Section 802. Voluntary Liquidation. Any bank m~ terminate its busfness 

12 in the Federated States of Micronesia with the approval and under the saperv'l-

13 s10n of the Banking Board in such event. The busfness and assets of the bank 

14 in the Federated States of Micronesia shall be liquidated in an orderly manner 

15 so as to fully protect all of the creditors, depositors and stockholders 

16 of the bank in the Federated States of Micronesia. 

17 CHAPTER 9. EFFECTIVE DATE 

18 Upon its becoming law by approval of the Presid nt of the Federated States 

19 of Micronesia, or upon its becoming law without such approval, this act shall 

20 become effective on July 31,1980. 

21 

22 

23 

24 

25 Preside t 
Federated States of Micronesia 


