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Vision Statement

The FSM DEVELOPMENT BANK is a key player in the development of the private
sector in the Federated States of Micronesia that enjoys the confidence of the national
and state leaders, its customers, regulators and stakeholders.

FSMDB’s services and performance are comparable to the best-managed development
financial institutions in the Pacific region.

Mission Statement

FSM Development Bank actively promotes the growth of micro, small and medium
enterprises in the Federared States of Micronesia and supports programs designed to

help business achieve greater efficiency in their operations.

The policies of the FSMDB are constantly aligned with the overall socio-economic
goals of the nation and it continues to coordinate closely with the governments and
community leaders in defining its strategic directions.

FSMDB processes are designed to deliver efficient and timely services to its customers,
and ensure effective exchange of information at all levels of the organization.

The FSMDB organization is characterized by a high level of teamwork and morale.
FSMDB supports its people with appropriate equipment and technology, ensures
that its compensation and reward program are competitive within the industry, and
implements a conscious program for the continuous professional growth and personal

development of its people.

FSMDB maintain a consistently healthy and growing financial portfolio and
continues to earn the respect and support of the general public, the various
governments, donor agencies and the international financial community.
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LETTER TO SHAREHOLDERS

L

Anna Mendiola
President & CEO

Ihlen Joseph
Chairman

Dear Shareholders:

We are pleased to submit the Annual Report for the year
ended December 31, 2007 and Audited Financial Statement
of the FSM Development Bank (FSMDB) for the years
2007 and 2006.

We are happy to report that the FSM DEVELOPMENT
BANK continues to report record profits despite FSM’s
slow economy. The favorable financial performance during
the year is attributable to growth in the loan portfolio and
high returns on the Bank’s investment portfolio.

We remain committed in carrying out the mandates of
the Bank. As an indication of our commitment, we've
introduced and have availed Lines of Credit Facilities
to our established borrowers. Furthermore, the Bank is
seriously considering diversifying to include consumer
products such as Residential Home Loans as part of the
products and services it offers to the FSM people. We
expect to launch the Home Loan program in 2008.

All in all, the Bank is doing well. Looking ahead however,
we expect further slowing of the FSM economy due to the
high cost of fuel and food prices. Though early economic
indications suggest that the FSM’s economic condition
will likely worsen in 2008, we are confident that the Bank
is positioned to weather these looming adverse economic
conditions because of its healthy capital position.

In closing, we wish to acknowledge and extend our sincere
gratitude and appreciation for your continued support and
confidence in the FSMDB. We further extend the same

to our esteem colleagues, the members of the Board of
Directors, for their unwavering commitments and valuable
insights that they have contributed throughout the years
toward the advancement of this institution. We wish to
also thank our employees for their hard work and their
firm commitments to put our words into actions. And
finally, we thank our customers for their continued loyalty
and confidence in the FSMDB. We thank your for giving
us the opportunity to serve you. We hope that you will
continue to allow us to be a part of your future business
endeavors. As always, we shall remain your partner in
business.

A ‘ a
IJ ﬁ&*—:}s‘jﬂ-;—[@t N e
a Mendiola -

n Ihlen Josep
President CEO Chairman
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SHAREHOLDERS
AND THE BOARD OF DIRECTORS

A

Director Ihlen Joseph Director Hilary Tacheliol Director Ramon Falcam Director Sisinio Willy
Chairman Vice Chairman FSM National Government Chuuk State
FSM National Government Yap State

e

Director John Sohl Director Wilson Waguk Anna Mendiola
Pohnpei State Kosrae State President & CEO

OWNERSHIP

The FSM National Government owns the majority of the share that were issued when the Bank was
created. It currently owns 98.7% of the Bank’s outstanding shares. The States of Chuuk and Kosrae
are minor shareholders with 1.0% and 0.3% interest in the remaining shares respectively. The States
of Pohnpei and Yap presently are not shareholders but they are given representation on the Bank’s
Board of Directors as a courtesy.

The Bank’s fiscal year runs on a calendar year basis. The shareholder meets annually normally during
the second Quarter of the Bank’s fiscal year usually during the month of April.

BOARD OF DIRECTORS

Because of the need to run the Bank in a commercial manner, the Bank was restructured to create

a Board of Directors to oversee the overall affairs of the Bank. The Board is comprised of seven
members, whereby six of them are elected by the shareholders. Being the major shareholder, the FSM
National Government is represented with two slots on the board while four slots are given to each

of the States more so as a courtesy. The seventh board member is the President and Chief Executive
Officer (CEO), who serves as the Ex-Officio to the board. Despite the ownership make-up, all of

the Board members have equal voting rights. Aside from the Ex-Officio, all Board members serve a
term of 3 years on a staggered basis. Regular board meetings are held four times a year on a quarterly
basis. Special meetings can be held at the discretion of the Board.




ABOUT THE BANK

£

The Federated States of Micronesia Development
Bank (FSMDB) is a subcomponent unit of the
National Government of the Federated States
of Micronesia (FSM). It was chartered in 1979
by the First Congress of the Federated States of
Micronesia and commenced operations in 1980.
It did not, however, begin lending until 1982.
In 1994, the enabling law that created the bank
was amended to reorganize the structure of the
bank to reflect that of a normal corporation,
although it remained a subcomponent unit of
the National Government. In addition, within
the same amendment referenced above, the
Bank was authorized to engage in all banking
functions. However, to date the bank remains
primarily engaged in providing financing to
viable commercial oriented endeavors within
the Federated States of Micronesia. Its primary
mandate in general is to help develop and
strengthen the private sector to ultimately help
advance the economic development of the FSM.

To ensure that Bank services are accessible to

all FSM citizens, the FSMDB maintains branch
offices in all of the four islands (Pohnpei, Chuuk,
Kosrae and Yap) that make up the Federated
States of Micronesia. The Bank’s Head Quarters
is located in Pohnpei, the capital of the FSM.

The United States Dollar (USD) is the official
currency of the FSM. Therefore all financial
reports and transaction are presented in USD.
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ORGANIZATIONAL CHART

SHAREHOLDERS
BOARD OF IlDIRECTORS
PRESIDElNT / CEO
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MANAGEMENT STAFF

[ %
Anna Mendiola Stevenson Joseph Sihna Lawrence Peter Aldis

President and Senior Vice President Chief Financial Officer Senior Loan Officer
Chief Executive Officer

The Senior Management is comprised of President and
Chief Executive Officer, A Senior Vice President, A Chief
Financial Officer and a Senior Lending Officer. These four
positions are charged to implement the mandates of the
Board. Assisting the Senior Management and the Board

on legal and compliance matters, the bank employs an In-
House Legal Counsel and an Internal Auditor respectively.
The branch offices each have a Branch Manager who
supervises the daily operations of the branches.

Nora Sigrah
Legal Counsel
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MANAGEMENT REPORT

OVERVIEW OF FINANCIAL PERFORMANCE
(All figures are in US Dollars)

At year end 2007, the Bank reported $35.8 million in total assets, an increase of about 4%
from the $34.5 million that was reported at year end 2006. The increase was mainly due
to growth in the loan portfolio during the year. The Bank sustained an average growth rate
of about 2% in the last five years, suggesting that the Bank is adequately capitalized.

Asset Components as of 12/31/07 Investment Component as of 12/31/07
BANK OF
INTEREST ACCOUNT ] BSEM
RECEIVABLES RECEIVABLES 12%
PDLF & 0 9 SHARES
S 0% 1% BANK OF 5%
® FOOD FSM
1% ASSETS 5%

1% \

INV(I:EAS?—I\‘/IENT LOAN SMITH
g RECEIVABLES BARNEY
41% N

56%

The Bank’s Assets were largely concentrated in Loans Receivable and Cash which collectively
accounted for 97% percent of the Bank’s total assets at year end 2007. The loan portfolio
accounted for 56% of the Bank’s total assets while Cash and Investment 41%. It should be
noted that 78% of the cash was invested in the U.S. Securities Market thus making up the
Bank’s investment portfolio and the rest were kept with the local commercial banks in TCDs
and shares. The remaining 3% of the Bank’s total assets were distributed evenly amongst
the PDF & YDLF funds, Interest Receivable, Accounts Receivable and Fixed Assets.

Total Assets — Year End
2003-2007

36,000,000
35,500,000
35,000,000
34,500,000
34,000,000
33,500,000
33,000,000
32,500,000
32,000,000
31,500,000
31,000,000-

H Total Assets

2003 2004 2005 2006 2007

The Bank’s overall financial condition at year end 2007 remained acceptable. The Bank




posted improved returns on its total assets and equity of 4.7% and 4.8% respectively
compared to 2.4% and 2.5% at year end 2006.

Contributing to FSMDB'’s favorable financial condition as illustrated above, the Bank posted
a net income of $1.6 million for the twelve months ended December 31, 2007, a significant
improvement from the $838 thousand that was posted for 2006. The major contributing
factors to the favorable results were:
Total Operating Revenues posted an overall increased of 9% in 2007.
Expenses were reported to have declined by 30% in 2007 from the 2006 level
largely as a result of a significant drop in the Loan Loss provisioning for the year
as compared to the previous year. The reason for the drop was management
felt that the accumulated provisions were adequate to cover likely loan losses;
therefore, loan provisioning was not realized in the latter half of 2007.

Total Revenue Net Profits
2003-2007 December 31, 2003-2007
1,696,724
3,600,0007T, | 3,513,606 1,800,000 ]
3,500,000 3,416,003 1,600,000 1,465,114
3,400,000 1,400,000 1,296,581
3,300,000 1,200,000
3,100,000 m 800,000
3,000,000 600,000
2,900,000 400,000
2,800,000 200,000
2,700,000 — 0
2003 2004 2005 2006 2007 2003 2004 2005 2006 2007
Total Expenditure Loan Interest Income
2003-2007 2003-2007
3,000,000 1,950,000
T
1
2,500,000 | 2,157,582 2,206,190 i
1,850,000
I 758 1707
2,000,000 TREE 1,800,0001 "% 1,737,372
e 1,750,000
1,700,000 1,634,986
1,000,000 1,650,000
CIDAT 1,600,000
1,550,000
0 1,500,000
AE A AL 2005 2007 2003 2004 2005 2006 2007

LOAN PORTFOLIO

The loan portfolio experienced a slight growth of about 15% to close the year with a
gross portfolio balance of $26 million as compared to $22 million at year end 2006. This
was a significant increase since 2003 and was largely the result of a large loan that was
reactivated and transferred under the Bank’s direct loan portfolio from the IDF private
reserve sub account. As illustrated in the pie chart that follows, more than 75% of the
outstanding portfolio was concentrated in the tourism and commercial sectors with 39%
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and 38% of the total portfolio respectively. The remaining 23% was divided almost evenly
amongst the remaining sectors Fisheries, Real Estate, Manufacturing and Agriculture.

Outstanding Loan Portfolio as of 12/31/07 by Sector

TOURISM AGRICULTURE
0,
39% 0% COMMERCIAL
38%
FISHERIES
MANUFACTURING 9%

5%

REAL ESTATE
9%

APPROVALS

37 loans were approved in 2007 totaling $6.6 million as compared to 71 loans for $9.5
million in 2006. Most of the loans that were approved during the year in terms of amount
were in the Commercial Sector particularly the Trade Sector which accounted for 56% of
the approvals. The Fisheries Sector was the second most active portfolio with 21%. The
remaining were evenly divided amongst the other sectors with exception to the Agriculture
sector which showed little activity with only 2 loans being approved during the year for
$50,500.

D AGRICULTURE

. FISHERIES

8% D MANUFACTURING

7% 1%

21%

D REAL ESTATE
. TRADE TRADE

D TOURISM

LOAN DELINQUENCY

The Bank monitors and manages the loan arrearages on three fronts: 1) by number of
accounts, 2) by payments in arrears and 3) by outstanding balance. The Bank remained
within the 5% target by payment in arrears at year end 2007, though it was slightly
increased from 3% that was reported at year end 2006. It was, however, not as fortunate
in the number of account and by outstanding balance fronts with both ratios reported
to have exceeded the 20% target at year end 2007 with 35 and 33 percents respectively.
Management shall continue to exert its efforts in reducing these ratios in the forthcoming
years.




SECTOR DEVELOPMENT

The Bank remains committed to developing
the following economic sectors; 1) Tourism,
2) Fisheries, 3) Agriculture, 4) Commercial, 5)
Real Estate and 6) Manufacturing. During the
year, the Commercial sector was reclassified
and broken down into two sectors; 1) Trade and
2) Transportation. The former covers general
merchandise wholesale and retail operations
while the latter sea, air and land transport
services.

For a better understanding of the market of which the Bank is mandated to operate, the
Bank contracted the University of Guam Small Business Development Center (SBDC) and
hired a consultant to assist management to physically map out the market and reclassify the
economic sectors. A pilot project commenced in Chuuk and is expected to be completed
early next year 2008. Depending on how useful and successful the pilot project will be,
the same process will be conducted on the remaining States so that the Bank can have an
overall picture of the Market it operates.

To facilitate the development of the Trade sector especially with respect to the wholesale
and retail operations, the Bank is now extending short term financing in the form of lines
of credits to finance working capital needs. As of year end 2007, the Bank had extended
4 lines of credits valued at over $1 million. This facility is also available to construction
companies, manufacturing operations or any other business operations that may have
insufficient working capital.

The bank entered into an MOU with the U.S. Department of Agriculture to engage in
residential home financing under its Rural Economic Community Development Agency
housing programs. The Bank views this as an opportunity to expand the real estate sector
to perhaps someday include the residential home financing as a new product to offer the
FSM people. There are plans to commence a Residential Home Loan program in 2008 that
will be funded by the Bank.

FUNDING SOURCES

Internally generated funds from loan repayments continued to be the Bank’s main funding
source. The Bank did not receive any funding from the FSM National Government in 2007,
therefore, the Bank had to compensate by aggressively pursuing other funding sources.

Management signed off a $2 million dollar loan from the China Export & Import Bank
for on lending towards the end of the year. The loan is to be repaid in five years with an
interest rate of 7.38% per annum. As of year end 2007, the Bank had yet to draw on the
loan. There are no restrictions on the on lending. It could be lent for any commercially
viable projects.

Management is also pursuing a line of credit in the amount of $2 million from the European
Investment Bank (EIB).

As of year end 2007 the bank had slightly over $3 million available for lending.
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ADMINISTERED FUNDS

Aside from the Direct Loan Portfolio, the Bank manages three non-propriety type funds:
1) the Investment Development Fund (IDF), 2) the Pohnpei Loan Development Fund (PDLF)
and 3) the Yap Loan Development Fund (YDLF). The fund status and balances for each of
the funds types mentioned above are reported in the financial section of the report.

The IDF was a special fund established during the first Compact Agreement with the
United States. The main purpose of this fund was to finance large-scale development
projects through joint ventures between citizens of the FSM and United States investors.
The fund was pledged $60 million but only $20 million was availed. The $20 million was
allocated and divided into five sub accounts. The table below shows the fund status as
of 12/31/07.

Loan decisions for the states’ IDF sub-accounts are made with a body called the Federal
Development Authority (FDA) made up of the executives of the five governments - the
President of the FSM and the Governors of the four states. The FSMDB has sole approval
authority on the Private Reserve sub-account. FSMDB'’s role on the sub-accounts aside from
being the custodian of the funds is limited to reviewing project proposals and presenting
its findings to the FDA for its decision.

Similarly, the PDLF and the YDLF are set up the same as the IDF. All loan decisions are
made by the Governors of the respective States.

LOANS TO WOMEN

The Bank’s total lending to loans classified as loans to women since 2000 totaled 299
loans with a total value of $9.6 million. These are loans with women being the principal
borrowers. It should be noted, however, that a good majority of the projects under the
current portfolio is either co-owned or managed by a woman.

PERSONNEL

The number of employees for the Bank remained at 35 as of December 31, 2007. Though
the number remained the same, there were some changes in personnel during the year.
At the Corporate Office, Lucille Martinez, Loan Security Officer resigned to pursue other
opportunities. She was replaced by Marlyn Tom. At the Pohnpei Branch, Lenster Donre
was hired as a loan officer. And finally at the Chuuk Branch, Curley Sos was promoted
to Branch Manager and Anselmo Daniel who was the Branch Manager assumed the Loan
Officer position.

TRAINING

Staff development and training continues to be a priority for the Bank. The Bank expended
more than 90% of its training budget during the year. Most of the trainings were conducted
off-island in the Philippines. The rest were conducted in-house. Listed below are the
training programs and names of the staff that attended:




Off-Island Trainings

1. Corporate Social Responsibility & Governance Workshop
sponsored by ADFIAP
Stevenson Joseph, Senior Vice President

2. Project Finance & Investment Appraisal by DFI
- Sihna Lawrence, Chief Financial Officer
Alik Alik, Loan Administrator
Franky Edward, Loan Officer
Curley Sos, Loan Officer

3. Project Appraisal, Supervision and Remedial Management
by Planters Bank
Augustin Loyola, Loan Officer
Yoster Johnny, Loan Officer
Ricky Jano, Loan Remedial Officer
Christopher Buchun, Loan Officer

In House Trainings

1. Administrative Support Training, in house conducted
by Senyorina Yang, Administrative Assistant
Sonia Kehpas, Branch Administrative Secretary
Jacinta Aisek, Branch Administrative Secretary
Wennifred Faimmau, Branch Administrative Secretary

2. On the Job Training (OJT) @ the Corporate Office
Teroa George, Loan Officer
Evelyn Paul, Loan Officer
3. Power Point Training provided by COM Pohnpei Campus
Tralnlng Institute (PCTI)
Senior Staff
Pohnpei Branch Manager
Loan Administrator
Remedial Officer
Administrative Assistant

UPDATE ON THE MANAGEMENT INFORMATION SYSTEM

As part of an ADB loan to the FSM National Government to facilitate private sector
development, the FSMDB was fortunate to receive funds to upgrade its Management
Information System. The project began in 2005, but unfortunately as of year end 2007 the
project remained unimplemented due to serious problems related to the functionality of
the software that was procured. The vendor was asked to work on resolving the problems
while Management worked with a local consultant to assess the project’s viability going
forward due to problems that had transpired in the system implementation process. As
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of year end 2007, the problems with the software remain unresolved and Management as
yet to make a decision on a way forward with the project. It should be noted, however,
that with the serious delay in the implementation of the project coupled with the vendor’s
inability to simply make the software function in accordance to the needs of the FSMDB, it
is likely that Management may opt to cancel the project altogether and indefinitely.

UPDATE ON THE STRATEGIC PLAN

2007 is the third year of operations under the new 10-year strategic plan. With the exception
of loan disbursements and the portfolio growth, the Bank’s financial achievements up to
year end 2007 were observed to be fairly inline with the objective set forth in the strategic
plan. A 3-year review will be conducted in 2008 to realign the objectives and to make
adjustments where needed.

BANK FACILITIES AND EQUIPMENT

Part of the new 10-year strategic plan was to relocate all Branch Offices to the ground
level. We are happy to report that as of December 31, 2007 all Branch Offices have all been
relocated to the ground level.

During the year, the Bank purchased 3 new vehicles to replace the existing ones in Chuuk,
Pohnpei and Kosrae.

PROGRAMS

Community Services - Investing back into
the community has always been and will
continue to be an important role for the
bank, whether through its lending program
or sponsorships and contributions to civic
activities such as sports, government
sponsored functions and conferences,
community programs and so forth. During
the year the Bank extended both financial
and in-kind contributions to various civic
activities and programs through out the
communities.

President & CEO, Anna Mendiola giving scholarship

A check to Naiten Phillip, Jr. working on his Master
last five years, the FSMDB budgets $10,000 pegree in Marine Biology.

to fund this program. The scholarship

is primarily intended for those pursuing

graduate degrees in business, economics, finance, accounting and/or related fields. In
2007 the Bank awarded two scholarships in the amount of $5,000 each.

Scholarship Program - Every year for the




ASSOCIATIONS AND MEMBERSHIPS
The Bank continued to be an active member of the following regional professional
associations.
Association of Development Financial Institution of Asia and the Pacific know as
ADFIAP.
Association of Developmental Financial Instituitions of the Pacific known as ADFIP.
This is an association of Development Banks of the Pacific Island Nations.
Association of the Pacific Island Public Auditor (APIPA)
Asia Pacific Association for Fiduciary Studies (APAFS)

ACKNOWLEDGEMENTS
We extend our sincere appreciation to the FSMDB stockholders for the continued support
and confidence in us.

We thank our Board of Directors for the steadfast support of our plans, programs and
initiatives. Amidst all the challenges in the operating environment, the steadying hand
of the Board and its collective wisdom enabled us to stay the course with focus and
persistence.

We thank the hard working staff for their perseverance and patience and for their judicious
implementation of their assigned tasks. Without them nothing would have happened.

Finally, we extend appreciation and thanks to those we serve for the trust and confidence
they have in us and for allowing the FSMDB the opportunity to serve and assist in their
business ventures. We shall always remain your partner in business.

SPECIAL ACKNOWLEDGEMENTS
We would like to take this opportunity and extend our appreciation and thanks to the
following staff who left the Bank to pursue other career opportunities:

Lucille Martinez, Loan Security Officer, Corporate Office

Likewise, we welcome the new additions to the FSMDB Team:
Marlyn Tom, Loan Security Officer, Corporate Office
Lenster Donre, Loan Officer Pohnpei Branch

Finally, we thank Anselmo Daniel for his many years of productive service as the Chuuk
Branch Manager and we welcome Curley Sos to the Management Team.
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KEY PERFORMANCE INDICATORS

KEY PERFORMANCE INDICATORS 2003 2004 A 2006 2007

OPERATIONS
Loan Interest Income 1,758,767 1,634,986 1,700,275 1,737,372 1,900,360
Investment Income 285,387 307,754 613,309 1,061,913 1,058,722
Non-Operating Revenues 1,278,694 1,036,186 576,054 519,177 368,055

Total Revenue 3,454,163 3,027,339 3,058,692 3,416,003 3,513,606
Total Expenditures 2,157,582 2,206,190 1,593,578 2,577,926 1,816,882

Net Profit/Loss 1,296,581 821,149 1,465,114 838,077 1,696,724
Amount of Approval 7,255,759 6,774,832 6,526,341 9,560,235 6,654,820
Number of Approval 107 65 65 71 33

FINANCIAL RESOURCES
Net Assets 30,868,270 31,689,419 33,154,533 33,992,610 35,689,333
Total Assets 33,143,715 32,628,017 33,723,486 34,508,045 35,835,890

FINANCIAL EFFICIENCY

Return on Net Assets 4.2% 2.6% 4.4% 2.5% 4.8%

Return on Assets 3.9% 2.5% 4.3% 2.4% 4.7%

Rate of Return - Loan Portfolio 8.3% 7.6% 7.6% 7.7% 7.3%

Rate of Return - Investment 2.9% 4.0% 6.2% 10.0% 9.3%
Portfolio

EARNING ASSETS
Gross Outstanding Loans 21,214,218 21,402,989 22,424,442 22,694,998 26,020,506
Investments 9,772,044 7,699,921 9,885,832 10,606,544 11,349,641
Managed Funds 7,635,152 6,481,445 7,364,591 7,738,628 8,043,115

Staff Loan 131,827 147,956 173,986 171,605 150,696
By Percentage of Dollar Volume 5% 6% 3% 3% 5%
By Number of Bad Accounts 34% 28% 26% 35% 35%

By Outstanding Balance 28% 17% 40% 33%




2007 STATISTICS REPORT

TABLE 1. FSMDB CUMULATIVE LOAN APPROVAL BY STATE AND ENTERPRISE SINCE 1982
As December 2007

AGRICULTURE FISHERY MANUFACTURING REAL ESTATE TRADING TOURISM TRANTSKF;SRTA

Amount Amount Amount Amount Amount Amount Amount Amount

8 187,591 47 12,474,352 1 559,584 9 776,067 96 4,240,697 25 7,416,493 1 9,500 197 25,664,284
18 383,257 61 8,569,532 148 5,560,946 18 1,959,144 216 9,658,318 37 14,097,577 0 0 498 40,228,774
140 1,751,785 164 12,284,662 57 9,379,549 75 6,385,425 200 16,167,352 36 6,853,089 0 0 672 52,821,862
175 300,546 74 273,270 55 1,840,933 10 564,081 108 9,246,161 31 2,448,362 0 0 453 14,673,353
341 2,623,179.00 346 33,601,816.00 271 17,341,012.00 112 9,684,717.00 620 39,312,528.00 129 30,815,521.00 1 9,500.00 1820 133,388,273.00

Note: Total Cumulative Loans Approve for Yap Branch inclusive of ESA IDF loan ($1,414,650.45) is $25,667,368.39

TABLE 2. FSMDB CUMULATIVE LOAN APPROVAL BY WOMEN SINCE 2000
As of December 2007

AGRICULTURE FISHERY | MANUFACTURING REAL ESTATE TRADING TOURISM | TRANSPORATION - TOTAL

Amount Amount Amount Amount Amount Amount Amount Amount
YAP 1 3,930 2 7,657 1 5,270 0 0 26 842,772 1 36,000 0 0 31 895,629
CHUUK 0 0 1 25,174 79 199,227 0 0 59 1,265,144 8 907,741 0 0 147 2,397,286
POHNPEI 3 37,713 10 66,332 7 15,146 5 186,968 49 3,972,543 0 0 0 0 74 4,278,702
KOSRAE 4 20,896 6 12,500 10 602,700 4 409,595 23 963,841 0 0 0 0 47 2,009,532

TOTAL 8 $62,539 19 $111,663 97 $822,343 9 $596,563 157 $7,044,300 9 $943,741 0 0 299 $9,581,149



FEDERATED STATES OF MICRONESIA
DEVELOPMENT BANK
(A COMPONENT UNIT OF THE FSM NATIONAL GOVERNMENT)

FINANCIAL STATEMENTS AND
INDEPENDENT AUDITORS’ REPORT

YEARS ENDED DECEMBER 31, 2007 AND 2006



Lhoiz=2la K fmnkbrbd e

Deloitte.

INDEPENDENT AUDITORS’ REPORT

Chaimian

Buoard of Direengs

Federaied States ol Mhcromnesia
Lrave lopnene Bank:!

W Teve gadited e accompznying sratenmewts of et aggels of the Tederated Stales of Micrunssio
[Vevebopmenl Baznk, a comgomad weet of the MNanoenal Govemenesl of w Federasd Stales of
Micronesia, a5 of Thecernber 31, M7 and 2006, and Uw relanal soeonents of revenses, cxpebses and
chiaegs 1w nes assels and cash flows lar 0w years den emded  These finzescial statercns ans he
cesponsinility of he Fedesined Seaes ol Microresia Dewvelapment Fank's masnopemeent.  Cor
reEponsialiny i 16 cx press an opinion on siese Tinancial stacshois biossd on owr audiss.

We conducted onr audits iy aceonance with aediting standands gencrally accepied mnthe United States
of Anmica wiwd the stardards applicable 1o hinancial anbis contiined in Gorernment Awdiling
Stamelands. issued by e Covgptraller Guoawgral of the United States. Those standigds regiire ot we plen
and perform Uee audin (@ sbinm repsonable assuranes aboun w leether the ool slalements an: Jrec aof
eralgrial misstienent. An aedil iecludes consicdeeation of {ntemil contral over Geateial poprenting s
Bas: s Tor designing aodin proced:res e are apamopriale an the cireisstyeces, bas ned Jar the purnase of
CRpreaging oo ppinion on e effeciivencss of (ke Baek™ angemad comtral over financial cepwsting.
Acconlingiy. we express ma such oginisel.  An audic alwse includes examining, 04 a8 wcst by, eadence
supaarting M aswonss and s lossmes in Lthe financeal stalements, assessiag the aocounling preneiples
ued al g esimates made by manaeenam, as owell ows evilvating e averall fapepgial
sliternen! presenialion. We Belies Ot gor olisy pnveide a2 reazonable fasis Gar our apifi;,

Trn owe apinion, such Baznciai slatenents proaent farly, in all walerial mspects, the fimancial gesiLive of
the Cederaied Slares of Micronesia Developoent Bomk as of Docerher 30, BT apd 2IHHE, and e
changes in U ool ey aed 15 cash flows Jor the years then culod, o conformidy wilh accoonting
principles generally accepted tn he Uniied Slais of Ancric

Tl Maunapgement Inscussion and Analysis on pages 3-4 6 ol o regored part of e basic fnasteisl
snrenenls bul 1= supplemcniarny o fmsazinn regaired By Lhe Governmental Aecounting S1andirds Boird.
This supplenieuary inlarmsion 18 the Tesponsibilite of he Fedaatad Sees of Micronesia Develapatenl
Fank's maxnagement.  We have applicd cotfain Similed procedures, which conzisted povecipalls of
irguLrcs of tasiywecel Tegsardiog he mesheds of measircnients wl gzaosalinion of 10e sepplentealan
infonmition  Hewevar, we did roc aodic dhe iz frms o amd express no apamas o il.

b aragmbimes wil O eavernmesy Adiveea Shaacfrerede, e e Al gssocd oo repzl el Mo 29, EN0s
on er centdderalion of the Bank's acroadl contzal oves Dwancil repoimges aed aee lests ol s
colpiinmee Witk coitsin faws, equiituels, suminicle, sl prans agmeensenls and oller maters.  The
Pt of thin repaors 1%t deseahe Ine 2cope of ooy lestng of iermal congrel over [azciad aseaics;
A cganpliinee wzd ke sesuls of Wi testiqe, aoud 900 w0 geeads oo apeisien an the mternsd comionl aver
fimascial roponie of aa coagezance. Tl repoet oo antegeal sl ol an 2edil periormed inoceordaioe
witl (e crirnent dwafivinge Sranefareds gzl sl ld e Contadoerod i dsseainie v Tesnlss o o e

2, S .
W et “\:‘F'mu.:-rl:nd._ .1"*-—‘.“5“

By 20, Tl

- -

HTJNOH F T | PR LN



ANNUAL REPORT 22

Statements of Net Assets
December 31, 2007 and 2006
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Crurrent gaerniean o Jomns reveivedoy

I'atal curzene azscls

SOCLT T assels:
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Ao pranable
C=eadin Tife payable
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Statement of Revenues Expenses and Changes in Net Assets

Years Ended December 31, 2007 and 2006
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Statements of Cash Flows

24

Years Ended December 31, 2007 and 2006
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Notes to Financial Statements
December 31, 2007 and 2006

Suermany of Signidic g Aceountiag Palicis.

Eeponing Exuigies

Tiwe Federated Siates of Micronesia Development Bank (1w Bank) was cooaned in 197% by Meblic
Law [-37 nfthe Fes: Congress of the Foderated Stavss of Micronesia, The FSM (evolozmenl
Rark hupan ils operatens on Ouotalez 1, 19500 The Bk was reocoamded e Jaooury 34 by
bl Liws 8-47 of the Lightl Congress of e Federaed Slalcs of dcronesia. The purpase of
the FSAT Development Bank is fo provide sans for conmomie developmen of e FARM. Suck
loanz rry otherwise b ton maky for commerrial banis o wndygreite Aadditionally, e Bans™s
cepaytizenl Lersys derel o T Tenper Hhae hose otloned By commers al anks, As of Decembaer 3L
2007, rag Tiank 1es pssued 2997833 shicss w ks FaM Wanonal Gavemiment (987941, Kosnie
Snang (1 3% aed ik Soate 4 1.01%45)

The Inyesimenl Lh,u.l-;:up tunl Furd {Li31) was estabhished by Publhc Law 5122 e Januasy 959,
The purmose o the IDY is te france procecls whiah will (0 Tave 1l opoalions E:.|1|||;||1]1_,.
‘mcoiteal within the FSM: {Ipemprove he halce of paymehns posiion of the FSM: (3 ercase
the valoe af visthle and vvisile expons or rasul :i:n:mr[ suhglilumons, {4 demonsiale
pesiivg eoonaaie returme. {3 F corstiibee b Lo Farlhessnce of clese econonic relations with e
L5A

The Pohrpet Dey -."'-:L]:l"n.n. Leoan Fumnd {PICF) andd the Yap Developmen Loan Fund OYTLF) ae
sdeatnistered by tie Bank i a Trast capacty. Al Toan decisioas are made by executives of e
APV Slicle: pOVEEGH LS.

Tl Tamk s a0 comnpament wnl (o ciscrelely pre~cenicd propriclary fmed ock ol the FS3 Maoonal
Cioverement  Lhe hewanceal siemenls o Wi cepot die 2o TCRRGSent e FBeancial pasing,
resulis of operallong or cash lnws of the FSM Nauenal Covernonen as a whels, The financial
statcrnerta of the Baek sre nat oblipalions o e FSM Nalivml Diovemmmest onless spoeciically
anertngiecd Tyt FSM Namiobal Cioveipment To dames no suel annkenzanons have been made.

The Bank Ties opted to estabhsh itse 0 more i line sith o corporate meaded The Rapy. cthrenogh
1his process, hopes 10 be e toatract bditioast capetal hraoeds ron-FE% saeegs. To e and,
1he Bank as of Lecomber 31, 2007, has catered e a g of eredic agecemest winl Expocl and
Impor Bank of China for 52 mallion. As of December 31, 2007, 1he Tamd Tz mol deieen on this
line, Additianally, the Rant las eetesnd o o meanvandsm of ucderstacding with LE0A
FPELTY po paressle E-.l--f-:l..lll..-'.-b 01 hentsmay loans i the FS5ML An crcrow accounl amasming 12
SRO0 00 ws cstabiisled for the howsing puaraniee.

I onad Seructure anl [Basis of Acoocoline

Thz aecouels of the Bank are oipanisal a3 discrslely paosental compenent onil - propriciies
Gl of the FSW Sampoval Govesusent.  Proprivtmy fands are used by LoV emmeTtal units 1o
aceoanl for voeniies thal are financed and operdled o a mimaet sienlar 1o A private hysness.
This scooantimz 15 approprile when costs of poviding sonds ar services o [l soeaal puh
are 0 he fnaeced presandy eaaed vie chogss o whe 1he puzickhic detvrnnnalivn ol nl
BRORC ¥ ANPropTiae for acceuniabiliey pupeses. Toe aconual basis of accounting is utilized by
proprictaey Tueds, [sden ale e mii basis, seveniues are recorded swher eamued, wnl expenses ane
recorded a1 1l enae Ui labilites sce ivcurred.



ANNUAL REPORT 26 27

Notes to Financial Statements
December 31, 2007 and 2006

Swrrmmacy o Sumfeant Accountinge Podicies, Conlinged

Funed Structure ared Basis fr Acomilune

The aecoaunzs ol toue TR, PDLF sunl YDLE are awevunte] for as gesceennzenial foml ipes (capital
projaes bs Jucd= as the amounis are 1o be ceported va the respec e @rlibes’ linancial statemenls {Lhe
F53\ Matwona. Governraient, Fobmper State and Yap State, respectneivi.

The Bank uklzos the glow of ¢o0M0mmic Fesourons weeasirenie focus. 116 Rosokiss Salmments are
pregared 1 accordaned with dccounling principics genershy sccepted i the limfed Sites of
America as oapphed we govemmenial anms uging the sccreal Bsis ool Geeountime. The
Covernmoenlal Accoonling Standicds Boasd {GASE) 5 the soeeped sindand-sciing 'md:, Foer
cq.ah--';hm" povernmental accourling and (inancial reporting penciples. GASE Swtamem SNe. 20,

“Accnanting ared Fieancial Repnridie: far Fropoctary Funds @od Otha Sovesmpendzl Enligizs Tha
Lise Propmciazy Fupd Acganmioge”™ regquines That propamtay activitws apply all applicable ASLE
pronaunceent: a8 wel, a5 Satement: wd Inteepoctations i52ued by Lthe Timancial Aocountioe
Srmdards Bosrd (FASBR  Accowmtimg Principle Bosrd Opiions wnd Accounting Bescanch
[Ealtesinns of e Commiise on Acceunline Prssdures isssed on ar helforne Sovember S, 198
The Bank mas implenenied GASLE X asd ciocled roc o apply FASE Statooeepis and
Iacemiretations iasued afier Noverher 30, §RG.

The Bank iz adepted SASE Slawment ~a. 34 "Bane Foancial Sumements and Management s
Dhigcwssion el Analvsis fr S10e and Loval Govemments™ (GASE 33) as amended by GASH
Sternent Moo 37, UBasic Fuencsal Statements  Management's Discussen aed Aasiiviis lor Slate
and Lacal Governmicnz=: Chomubos™ and CGASB Staenenl Mo, 38, Cenane Ficangial Satement
Psclosures™. {iASE Rtatemang Mo T esahiishes standards bor eatanal fmaneial repacting fn
shaze wnd Iecal poserisoents sl ssqenes Tt esosnees be Glassifod for seconning angd reportinge
[Posfpresus ke Sl following four nel assel Calopenss:

v lrvestod imociapial assets, net of rekled deli:

Cepijal nssais, ng of acoumielaed deprociation ard osaiswding poincipal balanecs al debl
Attrilsiale (o e gt sIian, Conslrucien or twpresemeg] af Those s,

w Tresiowied:

F o Nomexpendahle Nt sseds sahjeet 1o extemally imposcd sbpulations il reguine ke
Bank @ mamtain thewn permaneally. For il years endzd Degamber S0 20007 and 2, the
BRank daocs rol have ennexpendzhle sesinigred ser assels,

= Exprndably Mol sssuls whose ase by the Bank i» subpect o oxlermely mposcd
stipulations et can ke Filiilled by 2ci2omz of Lthe Haek purswzint 1o Lhose 5l1pu|almm oT thal
e by tlue passoume ol ime.

& iTaresincied:
Mot assets Vxl ane nel 2u3jecl o extemaliy imposcd stipulatnns. Larestineted net assels may

o desiprated for apecilic puenoses Ty actinm by manzseiecn; o the Boad of Trectors o may
otherwese be Timited by comtractual apreengnls wirk ogrsade peics,



Notes to Financial Statements
December 31, 2007 and 2006

(1 Sumwmary of Sigeifeane! Seemmting Palicics, T R

Fungd Structure ard Basis v Acomisiune

Propradary  lunds destingosh operating  revenees asd  expenses o oonoperting 1ims.
Operaiing reverues and expenses saptcrally acselt Gy providing services and pooduciog and
lolive g gl i woneestioz with o propoactary fend's prmcipal ongeing operzions. Al ether
ruevgges ire Tepecled o nonopetating, Cpeaing cxpenzcs acludes the cost of sales and semvices,
adnimesirative expenscs, and depreciation om ocopatal asseta AT revenyes psd e ot
mecling Lhis delinnm ane reporod n nonoperaniag revcioes sed gy pomsgs

st ] LMpsb Fyguivalenis

eor e varseses of te siatcrues of nel sseels snd the slalements of cask tows, casly 2l cash
cueivalerls are defined as cash o bank checking and savings accownis, mosey mearket Bods, @nd
cormuercial paper with enginal matics of thece reonte o Tess Tieom M dale oF peguisizien

Time coridicales ol deposic with gaiginal mamrines of greater tha e months sce sepacaely
clzssizied,

Inwersirrieds

investmesd s and relabed imveshment carrmmes e teratdal ae G salie, Fane value oo 1he mneuat
wheeh o fimatgial seatenmgnl could By sxclmmesd s seoend tmsacton between willii pactics.
aonteer i i g Fomzed o heuidansa sale,

Luang inud Mllowanse bor Loan Lesses
1 o ane stated an wnpaid prinespel hatanees eas e @ ebeinee [ fozio s ses,

Masagemum mainiaios e aibeaance for lean Tosses ol Jevel adecoae 1o absorh probakle losses.
Management Jeemoines e adecuacy of the allovwance hased wpon reviews of individual loaes,
rerenil Wss exporience, el ecotwntc cooditions, 1he risk choractorisbes of ke vamus
calczenes of loins and other pedivenl fecleri.  Loans decwed uneollzctinle ae ehacped o the
ullowance, Proatsions for losses and recracerics on Teanz presdolsy €haseod o are added we e
Allrrwance.

TMeres: on boans i accrued aed eomdned womeon:e based on the pamapal amewnt owstandinp. “ihe
acerual al mterest on lwans 3+ discontinued when, i the opinion of managenaenl, thone i wn
mulicitivn thist 1he bomrewer mey be wnabic W mcel poyments as ey beeorme dos Llpooy sech
discontinuance, all vpaid accrued iercs 15 ToveTsed.

Fiswil Az

[Fined assets are stated at cosl. less oo bied depraciation. Crepreriaties s based o the: slaight-
[ vetlaond over Lthe csmmated useliol e ol die respesiive asets, A1 asascls Tiave colialud
wsetu] Tives nd thres i FYe Whirs,

Tl Dhiuk™s padiey vn Cixed as5cls renures Hhil assets wilhy d purcimse valoe of 53 AH0 and over an
vapilalizod wnd deprecialed based oo s uscial Ll Assets with ooprorclass valug less sTian 55 000
are expensed Belivan the vear of purckase.
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Notes to Financial Statements
December 31, 2007 and 2006

Sumnmee of Bienifcanl Accountics Polices, Conlinued

LIH-Balise Shoed Fimeneaal st nenigenes

Tt vadiciny vovcse of usiness, The FSM Deveiopewent Bank hos wnrcred e off-halsnce sl
finaecial struments consisling of comeutewenis o gxtend oredil g ean gu 1:.1|1._u 5. hoch
finarcial insimemients are reconded w the finaszial seae-nenss whon Moy becomne piyith

Keclassiiiidion

Cenmin reciassifcations hove been male 10 2 2006 fimaseil stavments 1o cemrespond seith the
2U07 presenlation.

Lstimales

The prepavatien of frmtcial #lennls o conformily with accrenting pringiphes peowsilly
acevped inn tie Loied S1ces of Awenca regoanes msimagemetil Lo ik ep_,tn pinlzs ind assurnplicns
Hiat st the repured amounts of wisets and Labilihes and disclosares of contitgeeil assets and
habililics al the dale of the Ninancal saeients and the repaned amoauns of revenoes wnd egenses
dunnyg the reporting peviad. Acteal tesales comh] Jiffer T Uose eslinaies. A eateral eshmae
1Tl 25 partccelarly soscoplible oo soenifican? <l i toee near wenn ceiales (o the dateemination of
the allowames for loan losses.

e Acsonnting Standirds

In HC]!'['-"I‘T'I her 01040, €3 A5 tneuad Stptemen oo 5 Tales woad lodfoes and Roeneen ablfos soned Fledderi
fervearents o fevieer Eneteey Trgensor of Adxsers and Prutere Mevonies, AN Swadement 2o, 43
endaslislong cailuzio et eevermments will vse 1o asceman whether cepiaiy ansaclions should he
repardud ag a gule or & collneralized bomowing.  The staicecnd @isa inehnles o prosision Dol
stipulaies that sovermends should wnd revalie aiscs il aze coosfemed belveen Loancad
reporting Cilily corponents. The provisions of this stalensenl are cFociive for perods hegtinning
afier docember 15, 2. Wanzeanonl does nol belives Uit the Giplencntuion of as sl
had a eraterial ofteet an e Anansial slalensat of the Haok.

I Apadd 2002 GASE issucd Stalement ™o, ), Fingneoiad Kepoeiice for Posicapdeymear Roeeefis
Fieny Exber Thuw Mension Maee, which estabhabes wnefooes Tinaneial epunime fur other
pestemplonTient onelit phios by st aaal local govenimests  The poevisions of 1S skiement are
etficiive for penods heginmung sfier December 15, 2007, Masagement does rot believe that te
mmpicmentat:on of thes siptenest will have J mvarcrial £ffect on te lnncks] statements of e
Huani.

L June 2004 GASD issoed Statement Mo, 45, Aocauiting aikd Faserenad Reporteg By fomsleyers

dor Poviesmptin ent Bovefis ey Tlaee Preofine, GASE Snzlemant S, 45 extublishes stundards

for the measpeemenl,  reeospior,  and  display of  othes postemplovment  benefits
oxponscoekpenditizes aoed related  habilies, notbe disclosures, and, of apploatle, napied
spplene ety infonation in the Tinzmeial ceports of siate onl local gove il smplesers. The
provisivns of s slalement are offective tor penads h¢-|mung afcr Deconbor 05,0 2007,
Munugrziment does not peiiove that the maplemertasion of tais sidemenl will hove aomaterial eftect
o Lhe finane:al stalemwecils af Hie ok,
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Notes to Financial Statements
December 31, 2007 and 2006

Surienary of Sienificant Accounmting Palicies, Coming)

Ky

Sew hconwnline Slaadands

Tn Devenben 2006, GASE saued Stiement Moo 390 Jecoenrmg and Frnancial Mopoing far
Podlution Remediation Oblipaticns. (PAST Stdemeil o, 49 provides sendance ool sl
under whick o povenimemal entity Waonid T ceguiced Worepen a labelty related toe pellwgon
eemuidintion  The provisions af es stineent are etfective for poriads Teginaing afics Devember
15, 2007, Manasermcn doce non beheve that the implementatinn of thiz statermem wii® lase
e rial ef¥eet oo toe fimencial siateezcms nfthe Hank.

e May ZOUY, GiAKE *‘i‘iLh-d Statemichl Mo, 30 Pensior iscloswres an amerdraest of TEANR
Srarements Moo 25 med 270 CARR Seatement N 300 more cnsely sl he Rl |:'-:;|_'u|r1"|5._
requitereeits far pepsions witlt those for othor postemployment eactilz, Tae p[m'muns of this
sttt sy ol fer poriods beginaiog aftier Jonz 13, 207, Manzgemen! does not belisve
1he implemenaion of this slatement well have a malerial effeet oo e Raneial staseenis af the
ZATE

indene ZCUT, LrAkl imsocd Statcmens Mo, 51, dccminingy dad Fireeend Beporting e ftang bl
Agrers, (TANE Statesrent Moo 51 adliesses owhether ozl owhen mbungble agscis should o
vonaidered capital sl fon financal resoring putposes. The provisioas of iis #lalemens ane
effeaive oy ponods breinning atter June D5 2000 “anapemewt dous noel beheve that e
nrplemontation of this staement will have a maleial sfleet an te Guancial siatemcenis of the
H:ek.

Neposiks and lvasr cons

AR Sumement Nee U addresses commen depesic and isvestrent rizks celited woeredil riss,
conceniration of credit risk, wderest rate sk aml Toreien susreney risk. s oan clement of ifercs
ne risk, cisclosure eorequired of wvcsiments than hive S vaives hal asc ngely sensilive 1o
champus 10 taleresl rasgs CGASE Sawernent oo 40 alse requiees diszinaure of fonnal policics
related to deposil Jd veiungr nxke,

1T Guponit wnd investizen) policies of Lhu. Bany are govemed by s ombling legislation. The
Buird 2x cogquired o engage one o exere Band castodins o ws e responxibility tor the phusical
passescion of the Bank s invesancnts, Lepally dctlasieod avestroasiils ane - follows:

{11 Giovernmen: akligaianz « Gbligstiens Beoed ar guaranteed as nopriccipal 2l st Ty e
Matinzal Coscemme it flior Sate povemments of e Foderasl Suides of Mocponcsia or b
M Govenenerd af the Cnitd Sies, prowded ihat the principal aad inferest on each
abligusion aze payazic in e cumency o the Liaited States,

gy Ciopozaie ohlivation aosd ewggeee-backed scourliss - Obligaions of any public or privale
CRILLY @7 coTpgEten <heared or cxising under oz luws of the Federated Stans of Mizranesia
or of The Umited States or any slate, femiory or commanaalh therewl. o ubligativns of any
elher pevermezenl o economic comssttnily whish are payible i Cnited Stees dollars, or
wlher murl-b.lbn. “bucked securitiss provided that the oblipation 38 an apescy af B it
States Govenmment, e aenal Tovemown of the Fedemled Sbzles at Micionesii, o 1
tated i g Al e rwee Lighest calegones by teo natinnally n:myw-cd ERINE doensies. o
svestmal vodor Uns headme shall exceed ten pereent oF tes manke: viade of the investreen:
fund vr ten percent of the outstendimg vidue of thy issme 01 e lime of pucc hase.
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Notes to Financial Statements
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Drepnsils and Invesiments, Conlinoed

Citee Predermed and commoen saess - Sharcs of prefermed or comman stocks e any mrpmmtinn

{iv}

A

preated ar cisline wnder thee s of the Fedesiied Stes of Micoamessa or usder thu Laws of
e Urnniled States ur szny stofe, wemlory or commonacaltly thetool provided that e pUrChas:
o such shares shali be consudered reasonabsic and prudent by the Dunk's investigent wlvisor
al the lime of perclese, tha not marg an e pecen] al e norsel volee o 5 Invesiments
shall he mvested in 1Ty sieck oF any o corparition, amd mal not mose thae fen peresit of the
market vales af 135 investmem's shall be invesied in any ane industey pro).

[MEUTImGE Foanpny obipations - Conorecls sl apseemecets supplormental thereto providing
bor pirticipallon 10 one of Mok Bccalnes of 4 5 insursnee tompany authonzed o do
huminess o tae Federated Sttes of Micronesio ar in sy staly, tamilony or comaeniw:ih af
the Enited Stales prosaded Qe the ot marse: vilue wf Ncse anvcsients at e fme shail
showad ez purcent of all invesiments.

Dreeompsite:

CIASE Ntatement Me. 3 opresielsly requinsd povvomein Eities b presenl deposil eisks i
pemms o whether she deposils Foli into the follawing viteponos:

Cegory | Diepozics tivat are federally insured ar callatevaleed with gecwrities held by the
[Bank or 1ts zoent in e Bank s name;

Caresromy X Pupnsi s Gt abe ondnagred ol ully calimeralizel with seeurles keld By the
pledeing tnancial instiion’s wmust department o agent in the Bard's eame;
L)

Comgany 3 Deposits thas ane colatersiveed wath seewritics held by 1he pledeiny Amncial
insitution’s trest depareeent or agenr hon ol in the Bank's name and non-
corllateralired deasits

LrASE Stalement o 40 amended 'L_'-'"LSB Sratement Yo, 3 ta in cffect clenioane oisclosurg
for depostes Talling e catgerics 1 and 2 bul cetained disclosures fios cieprtzts Talling vmls
carcory 3 Dalegrary 3 dn.pmltu are those depossis Dhat bave cxpesung e eestodial croedil rsk.
Custudhal voedit sk is towe nsk taat in the event ol o haek filurg, the Bank s deposits muay
nel be cetumed o il Soch depnsits are el covercd Ty depesstary insariance and are sither
sncollateraiived, o7 collateralized witl seewrilics Lol by the pladsing Gnancial mschon or
Leld by i plesdtizg Tikneial jesitutiaon bul ned in e deposilor-govemment’s name. The
Bank 2ogs net have a deposn pelicy for custedial coedil nss,

As ol recewsher 310 20T aoul 20406, the cormang smoant of 1he Bank's togal cash aod cash
eyuivaloms wik B18ME2S and S3,723002, respectively. and e cerrcipooding hank
kaluices were not materally diffie, O the Sank Dalasee aoroonts, all ane maintaeesd m
finansciol iesimatecans dchjee 10 Fedem | Cheposit Geuroncee. Comporation (FOIC)Y insurngs. As
ol [reecaeber 210 2007 s:pd MI00G, henk depesiis in the amound of S2006KY weg RO
insured. The Bank does nat regeire colinteraliznatine af irs cash depasing . ibeefare, depoesn
bevels in exeess of PLHU msumanes goveage o pheolzmeralizal.  Accoodingly, Lhose
depasits are expossd to eosiadial coedin risk,  Managemeols confidence an the Swancial
sirength of sheir banking instoctions was the sz of e odecison fowen gl
eallamenalizanon, Wao lesses @z o resuli of this praclice woere ecurred Fer the years sndsd
Drocemtsur 30, 2007 wnd 200K
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(27 [houesite anad loveslments, Conlinuscl

E.

sk il

NI Sietenent B, 3 pros sy oogeired government cnsilics 1o pEsRenn mvcs g riska
i lerens af whithes the mvesiments Tl it the fllow ina carenancs:

Linsgnny | Lo csstbreonts st ace issured or cegistered, or secentes neld by 1he Baok oc i1
agiel in e Bank's pame;

{alerory 2 Iy zaiments 1ha: are chinsorod aed enicgisicoed Tor whicls the secunlivs are
heled Tre Al frurtepany™s e st dopacinea o seenl in e Bans's noee; or

Lategors 3 Iosestmients that are uninsurcil and ueregeitened, with seewritics held e he
COMMITIpELriy. ar oy ik oSt daparment o azett Bl oo jg o Faos's o

QARDE Matemch Ma. a0 amendsd GASD Suacermen 2o, 2w in effect ehiminate disclesun:
fer investraems Blling ina catcpwics |osod 2, aed Dreovided for dselvsore egmeemens
acddiesasine whee cormmmm nsks of eestriems such s credt nsk, eucnest mete sk,
corveniralivn of cradil msk, and lameism curmeney nsk. CASB Statemein Mo, 0 did renain
and expard the element of custndizl credit risk in CGEASRE Statemenr Mo 3

Az ot UDeeombar 31, 2007 and 200K yvcesioems al Bar calwe are oy follaws:

0T L
Lixed inconme seewrlicg:
vewmcsie Fxed ineome o I S L R (L1 R (]
Cnlive e stmenns:
[romeestic oquities 3471408 TAdE AT
Bl miarhan Ul N EANET =
il Ad0 0] S 10,000, 544

Aol Tiocemboer 300 2005 anad 2, Al Bk ™ fxed secome securities had the felbowing
LTS,

Irgg lira= | :ah [T H Tooame b e [

T HEYD L TEL Figas s Allen
I 5 Trrass obiateny 4 watTy 4 S T 4 L § |-
I % dr wrmnien? apniesy chligas e qn 0 all i) YRR . LR et
i LT =T R - LR - S - S

Ve Heam 151 A 190 lpszadir 1itan lar

RHIIE 1 Vs e Veam Lo trars JLER
175 Ticane:y e atann 5 . § arE Al W b ] DI AT
I Y st ap=men chilicaliean _ S0 1M LTI ERURY . 1,-12.472
) Lt EA ol oy are A - F e A
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December 31, 2007 and 2006

[psosils wnd Do eatinents, Continuwed

L. Iovesumens, Conlimeced

Credin misk (o0 imvasimaniis 15 e Ask et an issoes o1 olher cmenlerpady noom ipvesinen
i li s FuliT e o ianwres

Uhe Bank™s cxposare W cred:t risk ac [December 31, 2007 aad 20600, was x5 [ llows:

JNT oLl Lomiestie Inte gzl
Moody's Wating - AAA ¥ OIKANIT]O§ DRS9TI S
l'olal credit nsk debl secusgcs § LERQ5Y] S QEMAT R -
L[] Total I}omuesie Pk Iwsaki vl
Moody's Kaling  AAA Y OLEAOS6T 5 2 A605ET S

lesiani e rcelil msk dlebd sl 52 60,0 5 2an0oad 5 -

Creswenlinl gredin risk fon investnsents 15 e risk ool in e event of tae Badure ol TG ostmsparty B
the imggnan, e Bask w i oo be able 1o recover the valoe ol favastmens of ealliieoal securitivs
il ace i Lthe posscesion of an ouiside pardy. The Rank s invesimois are hebd and admimsternced
By tmustecs. Accordwghy, alese investmenls a chpesed 1o costodial credit nsk. Based on
negodialed trusl wml cugloldy eomans s, all of these incesiments were held mothe Bank's name hy
the Lams's ewstedial tatancral mstitutions al December 31, 2007 and 20006,

Cuogcancation of credil esk for imvestmaents 15 dee nsk o Toss anmboeed wotee magnitods of an
eolity’'s investment im a siagle wmsoer, OASE Stcmont Mo, 40 regmees disclosure Ty s2oer and
amauamt o ivestmerls e ey one isaoet el epesents D sercenl [y or ewome ot domal
wvesimels B dhe Bank. Asaf Decemtns 310 2007, e Bank's investment i agency oblgalions
o the Fedeal Home Loan Momgaee Comporanon end the Foderal Mational Moroage Assoniaion
comstifuied 8% awd Mo respectiveiy, of me otal anvesteets, As ol Decemles 310 200, the
Baek's mvestrient i agency obligaions of the Fedverl Boace Laes Modgagee Oeporation el the
Federsd Mational Merpsee As:oowmion censtluied 1% aed 2730 cosgeclively, of W tolai
investzon s,

Mieres i rak is ee viss I chamges in ionorest rtes will sdversely aftoct the fair value of delw
semmenes. The Bank s o faomal investaoen policy that limms imvesimesem matiritic. aw iomins
of managing s expesere fo for valoe osses arisee [Ron inercasi e st pang

Eguily Invesbmenl, a1 £5asl

Ve ooty ivvesienail 10 Lok al the FSM. carned @8 cost, represents BOOCT commio shares aad
appately an 1 1% awnership inwerest. Since the hook value of M shires sxcoads the curyne
value, mimagement boheves hat e aannly ievestmeat s v Tuscoanpe i raed.
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Loauans Heeeivehls

A srrnaey wE toans eceivable al Decemnber 31, 2007 aul 20406 S0l s:

Lnpad poneipal balaoce
Allewsmce far laas losses

LR

R AR
{5185 120y

20,933,750

5 2 AL oy
(3 779.247)

$ 18,915,751

Mowernents inthe allvwince for lozn losses donng the yeas ended 1ceombur 31,

ares i botlows:

Dalenee ul boewinmng, of yosr
I*rawisean for lnan Lisses
| .oeanss caasined ol

Lo recovervs rain provialsly chicged off loans
[Lodus reactvalions feoms proviaasly charged off loans

Lalance a1 ¢nd of vear

pixedd Aotz

2007

5 37749247
| CH_E <
(1315881
71415
2,050,449

5 A0

i)

-

2007 arud 20000,

Rl 1]

5 1135020

e 315

(344,149

245 G50
Lk I

5 .T8,47

A suoumary of e assets a8 o Theambier 310 20067 jonl JORs. 15 s follons:

Ly duriuze, STy and cyuipiacel
Huemz Yizmalire e s and cepeipmer:
Yesictes

Clulizpuzers alad aufls ane

Legy sczwrnl’ atcd dopoediatior:

s S asaet;

LHIwe Tasncinic. Dilaes arad vgicpacesl
Elamzwe lumrters, laderes anl egaemenl
Yelitiles

Conrgaiess ahd s leu i

Lewn aucanilaiod drprres o

I T LA

Tepirmnp
Baianre
Lirmiary 1.
s
5 |aa T
154435
171,45
e A%E
il IRT
[5d 8.ty
P R
TR Ea [T EE
Baluw e
Jaizaary |,
200K
LR ]
1 15
91558

i I

10,5 ! %
{547 184
322N

Addilame
5
T, T2
_ ol
1T
LN ER Y
5 4l

Aadillinns
5 o

L&0 597

B5014
FELYTS

b P |

HRHT, TR
4 .
[-EE5L
EXS
[
Lt tr]

Theliciors

i[5 e
{01
AipH4]

|tk a2 2y
e i

O 1)

Sl
Hagrse
Proerabs 31
2067
R -l

1123
AL0ind

£ et

ST
LR ]

§ Zxaom

Ll
Haluzre
Thyemcae X
le IS
3 LE+%
11 ks
] IR
4723
FoF 57
[t MM
5 1545
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Folated Pary Tramsacnians

Avoaf Teeber 310 2007 ol 2006, e Barnk 1as dwecl loaps wairh ovsloding balanoes of
SIEDA and SLTLOM0S, resprolively, w o emplovess of 1he Baak aod preject loans exiedal 1o
businesses owned by or afilated sorh ceplogee, af S2EG2120 and 3268 514 rospeetively.
Theze b were onde wnder s ey lerms sud conditions as cxisl with omrer bomrevens. Oftieces
wncd Bourd mgwsers are not ¢ligibly 1o bomow from 1he Bank.

Clonmmeimenz ok Conhnzencies
Cruarzniy

Ul Bank. Eae Hinw-ta-lime is cantingenly liahle on loan gearanrecs raspiea Gom 5005 1o 905
of the owstacding loan baliowes for commercial prodeess willin e F3M There wers e
oLl ing poaraneesd beey baloetes s af Desevaber 35 2007 and 2005,

Loim £ omminricals

The Baen® b eiterad i laan carmmitnents for loans approved bl usdisbaoescd in ik scouns of
S0, 38225 0 Docember 31 2007,

Lilizilion

The Bank is 3 party 1o varions Fegal procecdings. the ullimate inpact of whicl: s ool currciily
predictalel, ThewcTong, nw labaliny bas been recorded nothe dcennpamang kea! slawemonls
due se amazkigrerrens s ioahilite W predict the wiimale oulcoree af Micge oos cedings.

aclf sy

The FSW Pevelopment Bank <anies insurases 1o cover s polential rsks fiem vehicls s
FEM Drzvclopaent Bank i suhstomially self-mnsured for a0] olher nsks Managoneil s of the
oo than o matcral losses have Deen sostained as a reseftaf his oo,

Toewse Commiinacaly

T Baak has @ epcraling leases as of Doconber 2. 2007 Two are residealiag veal csoang loasgs
for conteasy emplovees  Faur [eases sre for the braoch adlioos in ek S (ong wqtly 2 Jease teou
af 1we vy, v Jor v yeurs acd one tor fifeen yearst. All Teases have an allached ovplien
alpwing BSMDDE w rencw the lease opon expiration of fhe aurvent sem. [0 3 likely then s
aplions will be cxercised by the Bank and e leases wngwed, The apnoesirnale Tulwee minimum
arial ek paymeesds mrvahlbe by e Aenk asseming all oplions sce exercised. are ay Sllows:
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o nks swad Lo eens i, Continued

Fizgal vear coeding Deceniber 31, lotal

2K % 122M0
2000 (AR LY
LD 1224010
20 122410
aalz 122014
L 1 LI ] fei (LR
2 E - 2022 ol Tk OI5AN
2033 - 2127 1] MO
2R - 103l L)

T 050,40

In Scplember 2007 10w Baos emered in2o a line of credit agreceacnt with Tt zzal lcport Hank
af China for 52 :mallion.  As of LBecesnher 3, HEI7, 1he Homs bas sl drinsn o this line.
Addivenally in 20007, the Buzk ertercd e a mcieoretdem of tdemsiarmling wih LS10A RECD
W provide o puaranize of howsng loans imohe FSM. A escrow aecount amauniing o S5(0LINK)
wae establisaed for the aopsmg: gusranies Mot assels have heen zecondingly restretsd in this
amount.

Coagbritvaizen Teom the | 5 National Gavennment

Fhe FS3T Develepmaen: Bang receives penodic subsidies of il opeeations Foer appiopraaticns.
raade by the Conaress afhe FSAL Ducing the vears cadual Deceether 3], 2007 sl KOG, the: TRzmk
received S0 amd 37750, respoctinely, from the FSM UCanaress and the Back was rensbucsed for
eyponies eurcsd o adminisienne the 101 progrem from the 10F Privawe Sob Accounl for
S0 AR im each oof i vears,

Fetirenezern Flin

ke Bark's renrement plan fthe Pl is a self-admimsisnsd proceon cslnitshod wopay relireoesnt.
disahiliny ard spsvive nene o cmpleyees 304 deeer suTors i supploment sioilac beasfizs Tt
clnpleyics nsccive lrom e FEM Social Scounly Sesem, The Plas iz g contitbulory plan i which
the Bams aaches [P of 1he participans” contadimions up W mazioens af LD pereert of (he
pariicipaunt's annual saliey, i the pasicipal conhiiBuws 3 o0 more percen? from his or ket aniel
saisry. Lmployee pabapzbon 35 oplional. The Banz's controller s the designated  Plan
Adevmistralgr. STarchking coniriunions w the #lan doeeing e years emled Decepobee S0 20607 0l
2006 were 832733 pul 332597 respeciively. Mameement sz oof e apicios that 1he Plan doos
neel g sems s asselor a lichihiy of the Bank.

SLaff Loan Feveiving Ford

Iry July 2007, the Bank's Boaed of Directacs sapeoved Whe eataflishaen of o Sl [ean Bovelving
Fuand  Im Seprember 20070 sivings account way el for this purpose. Az of Decemaer 31,

SR rre aceounl has o malance af S92 353
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Deloitte.

Luz

INDEPENDENT AUDITORS’ REPORT

T il omitn

Baard of N iogs

Frdarzred Sizles of Micrnmesia
Trevelopmen: Bank:

We have kil e accompanidng staterim) of ol assels of the Invesinent Tovelamseemt Fund (1I3F),
e Pohppei Devebopment Doan Fucd [PIELEY, ard the Yep Developiebe Toan Ferd {031 {the
Funds) as of Trecembear 31, 2007, and the relalel srlemenl of 2eLivitics znd changos il et assels ot the
vear 1hen eacden]  The Fuzeds are administercd by the Yederated Stes of Micransia Deeclopment Bk
(R8N g component wnil of e MNatonal Governanent of 15 Faderanod 3anes of Micronesia, 1 hesy
Inancial sratemendts are e respensifilicy of the Bank's manzpmeenl. Ckir tesponstbilily 62 12 o3 press am
opineon i these financial statements bivsed on e audit.

We conducted o aucdin o accondance with anedifing stmd ands genmally accepiead i the Uit Siates of
Ancerica, ol the slandards apprlieable 10 ftnaccal aud:A: comznead in fovermment Aliniug Sieedords,
tsngd by the Compreoller Geaeral of e Doieed Stes,  Those slowlanls reguire that we plan sind
perfema the auds e obtdn reasenable acinpance abont wheler (e nnctal slancetmts ace free of
miaterial wisstalement.  An andi jpciudes consideratton of sntemal control v fimwcial renaicng as a
busis for designing awlir progedires thal ere appapale m the cirewnsgpoces, bai nd for the pamose of
exprezang sn opiniun on Lbe effooitvonsess of Ue Funds™ fneokl contrel over fAnzncial reporting.
Avcordingly. we express we Such opamon. An 2edic alze inclides cramaning. on g 1ost basis, ovidy s
supporting the nnunks and dieclosutes ooy Erangeal slabcmnents, assesem the aceoanting prnciples
used aml srprificani edfimates made b macagement, a5 well 28 evaivaling the overall foaneisl
abstgrwe presemfation. We Believe that our aedic prosides a rearomahle s for acr apineon.

In i npdnion, suecl finaneial staigemeets prosent fairzy, i all masenal eespeeea, ke Anancial positan of
the Funds at Theeember 31, 20907, arnd dhe elonges im ther nel assers for the year thew widsl in
cemformiby winh socosnling pnneiptes 2ol y accepied i the United $ates of Asnerzea

In ageerdance with Cowcrnmons diwditing Srendinds, we have issocd oo cepott dated flay 200 2005 on
our consaderatiun ul e Fuards’ incemal conrrl oyer findeeial vepuriing and gur Leas of their complwsee
with certian lows, reguioboce, wonfrets. aimd goantl aezcerenls i ol sresless The parpoge ol thel
prpot is do descr e e scope of our beezng of intemal conirel wer finzncizl repotting and compliance
and el pesylls of that festing, S oot o provide oo ogiwien on e joferhal contral over fAlwanciz)|
repuorting or on compliane:  Thak Jepar is en infegrl part of an ancdin perfornied 0 aceonlenee with
fictcrament Awifiting Sraiderel md shoeld b conssdensd inwegssing e resulls of aur e,

'ﬂgﬁhmiﬁl‘

My 29, 2HE
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Trust Funds Statement of Net Assets December 31, 2007
(With Comparative Totals as of December 31, 2006)
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Trust Funds Statement of Activities and Net Assets Year Ended December 31, 2007
(With Comparative Totals for the Year Ended December 31, 2006)
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(10 _ Pumpase asd S o Sspnifican] Aceouatieg Polieies
Purpaise

The Tnvesesent Peveloprnan Fusd (TOEY the Pehaper Developraent Lean Foed (PILFL gl The
Yop Deecionowent Loar Tund €500 F), are advanistercd oy e Fedoded Sines of Micronesii
]!-:.»-,Inpm et Bank {1he Bank}  Tace Hank abdisces the B Ll 1o tarry ol s slaled purpase n.
providing loans far lhe ceonorate development af ke F5%, The specific puronse of each fund is
as tol s

IOF I was created Lo inance projects which aill (L have their operacians primanily lecaned
willan thiz T‘i"ri (21 improvee the halance of paymerts pogitian ol the FS30 4 inenesse The valoe
o visille ansd mvisiile expnTls or resul in eopar ,5u'l15.1||u1mn3 () dernensirate posilive coonorme
relums; (3] eantshig o rh-:: funlcruce of elose ceonomie relations with the 154, The (21 08
edmamsiered by the Dank inoa Telst capacity.

The Pobapes Developrient Dises Foed (FELE) wnd the Yap Developesent Loar Fund ¢YDET Y o
sbmistered by the Bank anoa Trest capaoibe AT Ipan deaigions arg made by eveculives of e
respechive KLale govemimenls.

Fund Siracturng and Basis ol Sceau o

I he acceunts af the 113F, PIOLE and YTALE are peeconted fof a3 govermmental Tund 2ypes oapitad
projects funds) ne 1e @amawms arc 1o e eponud on the respective entities” inazcial stoiements
{Me ESM Matinnal Cosrmencyd, Peba pe Slioe ol Yoo Stale, respeciivel vl

Cash

For the pumoses of 1he staemem of ewl assets, cash 5 defined as cagh in hank checking and
AONINPS ACCoun L, aned il [ispeT wilh ergzinal niiorilies o three momls or [vss o he
date o acyuisitivn. Deposits maitznsed in e cemostes of depaosit with erignal makicizy das
grealer thas three monihs aee separately classudied.

Iveslinnents

Investcms and solved inveairenl eacninggs are tocotded at Gur value. Fur valog s b =g sl
wliich o fimangial westnumeel could be ecxchasged 1w come:l ransacen hewee walling partivs.
atlier Chinn i 2 loreed er liguidation saic.

Lo ard Allowiuree far Dostn 1 ossacs

Loars eader G trags foods are wsoadly reporied ot gross wnpand prwecipal balooses, seithaon:] sz
allevwanee for heim lo-ses. The Loaes oo rezerved in nes s8seis 35 restrielsd mon asseie, Loans ane
wollen o dwreclly agaimst inzoene hased on disoussions with the owners of e managed umls
Whoen the Toans ae reeorded e the respaeciive waner™s Soancild staterents, e owners of hese
Tunads will Tnger wesponsibaling for vssablishing the relatoed loon los: rosene.

Esterest on loans is aceried amd cood el ineveeaeie boged am he priveipal ameound oulstondoe. The
acanill o interest on lnoms is discongaued when. i the opimon of manageracm, there is an
indeztion 1hag The Secoweer may be aoahle o meet pasymients 25 they becnmee doe Tipoa siech
discomtinznee . all unpaid oo irterest is reveced.
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Purprase ancd Somaseny af Sizmlicant Acconting Policies, Cantined

Telais - kierrorandem Sl

The "Tolals-hlemmaredwn Only" colunn reoresems an agarewate of tae individual financ:al
srapmenrs. The weal column s preseniod only for mformation peusoses aned dogs oob ggnesoar
currsalidabed Nnwkiad internatson.

Lstimates

The pepuation oF Mpsncial staleieets 2 cofomnily with accountien magiples gencrally
artepied o the Vnited Stales of .I"nm-:ri:u TCQUITES TNENLMTANE i mave catinates G aﬁ.ﬂ.ump:i;}nn
thar alfesct the reporied arwets of asscts awd lianlitics and disciosucs of comlingent seseks and
Tiabilities an sl dote of e fieneial statemenzs omd Ty eposted aneons of ceveiues and exopenses
denng the repentimg penod. Acowa] reseis could differ t'mm those vslirmates.,

Dheprssins pond Trveesgeneg i

GASE Stuternent o, 40 addresses common deposit and cestereen; vishs sekatod o credin sk,
cuncezeiraiion of credil rigx, wreeresl Tale mab ol frcegen coteeney fish. AS sociemesan of mleTes)
rate Mk, declosure v oeeganed of investmenss frar Bave e valucs et are highly seasitive to
chanees intesest raws. GASE Suncment Mo, 40 alse requires disclosure of formal policees
reltbed s dupnsil il mvestneent nisss.

The deposit and mwvesiment polcses of the Tunds are governed b their coa®ling legislinion, The
Pank v reguered o engase one or make Biod cosieodiam e gssuaze responsibiling ber the phvsical
woascssiott o] e Fomds” isesttocis, Loewaly aulhon acd ercestiments ace as follows:

Bl

() Governmeent obhgalions - Obigomes mined or searaetocd as e prineips] shd odeeest by he
Suticnal Covermmen! andior S goverzowents of e Federpied Steees of Macronesia or by
tne Goverzment of dhe Dnrted Staes, provided thae he priocipal sod interest on vach
anliralicoey are payahle o the cnreney of e T e Sancs.

(] Cerpwrate ohlzelions and mortgags-Sa ked secanines - Obligalions of any public or pivate
Chzity or corporation cecated or exisling under e Jaws of the Federated S1ates nf flicsnmesaa
ar af the Dnited Seues ooy swate, eerilony or comowarecillh thereef, o oblisaticns of oy
wilier sov et of ccormee communty which are parahle in Unitcd Siamcs dollars. or
olwer morgzee-hacked secunties provided thad e oBligation iz o ageney ol 1The nited
Slatcs Caovermment, 1he Sadiaaal Governnenl of e Federmed Ses of Microwssin, o 4

razel e g o e e hilisst coteggacics by aa u.u.un.a]]:. recowoed Talimg e, e
invesierem Wnder this heading slst] exceed fon percent of the markel valoe of the Funds'
Pvestieents o len percens of 1he mataading vaiue of he issac atl he eng ot panghie.e,

() Preferred and commaon stocks - Shares of prefiesd oo commoen stocks of any comporation
created or ohisihag, weder e Tws oF tiee Federated Senes of Miccoazesia o ursdes Qae laws of
e Lioiied Siles or any slale, lemitory or ctanmecnysocalth thereol proveded 1has T putchase
wi such shires shall he considered reasonable and pruden: by the Fuzds” nvestnem sdvizor
al the ene of ponchase, 1hat nos meae than Fve pereens of e raekel valaoe of s investnets
shall b it in the ek SF amy oo coagroiabuon. wnd it nol more than e percent of the
marker valpe oF ivs aevestments shall ke avesied 1 any one industee arcop.
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L paosile aned sirvestients, Coatnucd

[iv) aswrpe compeuy chlgahnas - Comcts 2l agreemenis supplementa” thereln provadog

Yor parizipanon i oo er more accodms of L Lfe insuraece comepoayy aarbazeeed e da
tms s i the Foderated Sties of Micronesio or i awy s2ane, teyily ot commonweallh wf
e Tlite] States proviced 1l he wotal markel vaiue of 1hese imvesinents a2 oo Bme skall
eveve e porcent of all wvesimignts.

[hepos: b

CASE Srawment No. 3 previously required govesnnieat emines fo paggent deposit rsks in
terins ub whaether the deposits il unis tie Wllowing esiegerss:

{ategeny L Olepomis that arg fodsrally mswred or volleralzed with socuriles beld by oy
Frede en ifs apur o Lise Funds™ oo

Calepony 2 Depueits that are oninsured bul finlly collatesalized with seourioies el by we
Predeinyg Dremciad nstitotios™ Il Gepusr g oF aeetil i e Funds” names:
ur

Catepony 5 Deansils hat ae callateaalizal witly =unties held 5 the pledying Sancial

WS s st depanment or agenl bul oot o the Funds’ vame and noc-
collawralized Soposits.

CrABE Shvement 2o, M) evemled GASA Saternon e ) in eltec? cliennae discoswne
fise depozats tallioe moe catveerics 1 and X but retdined disclosanes far depesita talling odo
gatepnmy & Catepany 3 depusits ore those deposit Lot bieee cxposare W gustalial < redil rish.
Custodizl cowhl risk 3= the risk that in the event ab o bang {ailore, e Funds® deposiie may ool
b ruturmed W 31 Soch deposils arg eac covered by depasiory wsarance ol oame either
proollateralized. or callateraiized with seonrites Tebd by N pludging hnaeial msiioeen o
el By e pleding: fimieial wiezian ol el in e deposior-govemment’s namg. The
Fards die el Bave a deposit peliey far custodial credit risk

As nf Dggembhen 31, 200V 1he carrvine amoocl of the Fanda” fatal cosly acd gasl cgquivalsms
aed e ceqtificas of dvposits was 81,306,503 zpd e comsspending bank balances
approcnnaled the same amount. Al af ke hank bBalancez are wedntained in fimsocial
mstietions subject 10 Foderal Deposa Tososues Carpeation (FDWCY insurance. As of
December 31, 2M07, hask duposits in ihe ameunt of S24E0H0 woere FDIT msured. The
Fuends dooaod reeuire ¢allacmlization of their casa deposils; theeefore, deponil leegls in
exoens of FDIC msurance coversee are uncollaueralizad Accordiwply, ihess adeposits ane
expuesel te custedio] credit risk. Manzgmrnenls confidenes in tke Boancal strenglh of their
banking mmstittions was the hamis of he decisian oot iegquine vellateralization. Neinasey
ay a resui of thes praciice were iszurresd [ e veun emled December 51, 2007,
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Derosils wnd [vesiments, M ontinaed

H-u

Irvwestime:ils

GASE Biemenl Mo, 3 previously reguined govermmend enalsies 1o prescel investaeen; rsks
in teoms af whetleer fhc investoenls fell ko he falowing « Alepories;

Catcpory | lwveatiments that aee insuzed or registered, oz sccunities held by toe Fund. or
iLs azenl in Qe Loads” name:

Category 2 Iovusiments thal ane wningwred snd unregisiered OF wliel e scoumitics are
held by the eonmiemmarty's drust deparmernt ar aeen 10 the Tunds' name; or

Cislugors 3 lvwwitments Cenl wre woingorcd sl enseeistesed. witk secomties held by o
RO ; i stz : _ :
CoumerpaTy, o by iLs trust depdriment or agen pul oo 3 the Funds® name,

CIANE Skrweend Mo, <t unesded (ASE Stalemeal So. 3 wom clfect ¢lipinate diselosare
for weveslments falling mto calegrmcs 1 and 2, and provided ©r discloswrs recuinemes
addreszing other commen disks of wveaslments soch as cradil sk, ikeest rde riss,
conenbesion o eredin sk and e caency sk GASE Slaterment Ne, 40 ded cetiin
e expand the element of castonlial eradit nsk 121 GASE Stenemem Mo, L

Aol Deceasher Y1, M7, irvvesbiments ) e vale are s follons:

Tiwed o soumiics:

Ehazonatze Nined incocrs NS IMTATS
ETe sl s,
Sloncy muacken [unds _ 8300

As of December 31, 2007, the Fueds” fixed income sceuntics ad the ol omeing, sbalunings:

Lone | | oo 12 L 11) [irculur Tziz
i Mg Yoz Yeer. 0 Veans Vel
L)% Ciesrmmend ey
ehalzcanioe, N B - % - & - BX137.2%%

Crodit risk Bor invasteeecrns s the Ask than 5o ssoer or oles cocnierparty o an imvesiment
will no Tulfll s 05 ions.

The Funds” expnaore b eredh: nsk il Decgneher 31, 2007, wais g fioll ow s

Maoudy ' Raling Teaza] Dusnestic Infemanional
AAA 53157275 & 1187375 5

Toral ¢eredin risk deh secarines O IET2TY 5 3,iBY27F 5 -
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Preposiis ond Investioem s, Cogntinseal

T4,

Trvzstmen . vt

Loslocai credil sk For amvestments o Wke nsk thal im tae cvent af the $rilore of ke
coutteparty o The tramsactaon, The Frends w50 sl he alle sa reeaver the vis o meeestzogn|
at el secarilivg M e fn e possessiom udam oulaie pens. The Fands ™ investrems
ar: held and admamisiered by frustees. Accordingy. thess mvesimms are caposed o
cusiodial credit osx. Based on reeotisted Rt and cnstady coutzazis, all oaf theae
vestments waere hoebl o e Fuzds' naeae by she Funds™ cusladsa? Eesocnz] seestdutzons o
ecemher 31, 20507,

o nmalivn ol coalin aisk Ton peestens s 1 nsk ol ose aorikared o G iagciiode of
drn RILLLY S iowksELineiEl 111 i s desuer CeASD Slaement So <=8 regoiees dosclosure by
izsuer aonl anount of invesiments 10 aney gne 1s52er that represeals five pescent (350 ac more
of total estuienis for 1he Bank.,  As al December 31, 0RIT, e Fods' mve-dmenl in
auency ohligatons of Feleral Home Lose Aonwace Comporaton asd  Fedoral Satsonal
Aopage Agsnceton eonaliiuled 53%% and 23%%, respectiveiy, of s wagal investimueon s,

Livgwsezss soie cigk 1 1he misx il chamees 1 melere sl s wid] advessen aliect the Gor walue of
debl instruments. The Funds da nol have a formal mvestiment palicy that Linils invesimens
malunties a5 a means of managing its cxposwre 10 far valoe Ingzes araing from nscasmng
LIl eresl Tk,

Leaans Buceivalhly

The falowien s a scacdule of loans cseeivable as of eceraber 21, 2K

] By T
1L

[ i Kalanire: ATl e Wl
Duvelopment Eumdy (Bodmpor mnd Yapd 5 189557 & : 5 IRSAST
7853554 B3N TER025Y

S E03LNs 5 A F R 03UELS

Manaperwent is nf tue apinioie 1hat since these arc Imal fos, they zre anally o provicy aeins

{ [TEE

Balannea, azel vy forg shoesy b baccw heeie poesen bod s reslrictsd ne assels,

Conmmitnems

Loan

IOk,

commilments for lozns approved Bol undisbeescd approximated $99.723 at ecomber 3.



Deloitte.

Luz

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND COMPLIANCE AND OTHER MATTERS BASED UPON THE AUDIT
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS.

The Eoard of Trrocior:
Eaaderzled Rnalez af Micrones: a Development Bank:

We hawe aodited dne Ehaecial slancnens of e Federsd Stes of Micronesia Devebapononr Bank e
Bank}, as ol wtl for the veig enbed Decembee 31, 2007, and have issded o rep Mk Chopen dated May
19, FE. We conducied our audit f aceordance wath anditing studicds penerally aceepeed in the
Lriked Hlates ol Amcrica and the stelards applicable o financial aodits contaitead i Goversmeny
Aseeliring Sranddeerdy, ianed by the Compireller Gereral of the Tinited Slaics.

Intermal Comgol Orogr Financial Repsoirtinyg

In planning iand performung our audit, 2c eonsiderod the Bunk's el comtmol over financinl sepottliseg
as a hasis for desisning awr wsdilng procvelures for the purpose of cxpressioue ow opinion e the
feriukcvial slatynenns, hut non fer the pupaoses of expressing aL opisien on the effeciveness of Lhe Bank™s
intermid conteel over finweeial reporling, Aconrdingly, wy ey ol 4 xpress an opuion o e cffnetpe s
of e Bun% s intemal contenl over fnzmeisl repoting.

A camirol defieieney exiis wlen the design or npemtion of 2 contmol does et allow roupsnel sr
emplayees, o ke nonnal couese of pfﬂhrrmng their assigned functioms, w prevent or detect
misstdements on o 1imely pasiz. A sionilicaed -:|.|.||-:‘:|L|t|..:.- # & ventoul deficiency, or comitiation of
contral deficivncios, sal adversely sffeeis e Bank's abiliny to initiate, auihorize, econ), process, o
Fepuial inscicial dals relithiy in acoordance with generally aceepted acciuzring principles such that there
#5 Tare Than @ remate I keliboad that @ misstaterent of Uoe H.u'l: 5 mane il slatements dhat 35 moee daao
incansequential will nod e presaled o detecisd by (the Bank s inlemal contral.

A mitleriil weakness 15 a gignifieant defiviency, or combiraisn of signiGeant deficiencics, shat rehs o
sore 1han a remoee likcliboesd Wan = oanmal misstatement of the fimancial dabeoens will ool be
previatled o cliteetvd by ine [5nk s intemnat contral.

{3ur consideraiion o inletnal conzrel over Bninciil reponting was for the tinsted parpoess deseobed in
thie (irst paragrenh of this saction and wocld nod neecssaily idontily ol defciencies 0 intemal conteal
that nighs be significant deliciaiche: of matgrn] weidimesses, We did not identsfyr any deliciencics
itlema! eoalm] over finsneial reporting that » e consider o ke nansial weaknosses, o detined 15ave.

Compliamee il O et 3 anjem

As parl of ofaiming toasweeble gssunesce Dogel ahether the Fodersoed Staiss of Meiorenesia
[lewelopmant Bank's lmancial staiciients ase free of neicrial aopstigrnen. s perfamoed tescs of ks
cnpiianee with cotlain pruvisaons of ks, repulalions, contmacts, and erdz, peepliice: with
witich cond Iive 5 dizect and material effeet on Hee detecsination of linioial sizement armoanis.
Elawcver, providing an opanzie np congpliance with thoese proviseons was ot an objoeeive of our wshil
azicl, seoiringly, we ko ool express such an opinian. The reselts of aur et declosisd nooinstanees of
noncamnlhiance 1nat are reguired B b rowisted wdor Oroveraemead i SMavdaeds.,

Taia roporl 08 imlended or the nfeosies ol e Board of Direzacs ol e o Federstd
B o) Micrezesn Dovelegeeat [Nmk, Federal awwdane i, pass-nmougdl valibes. e copaneun
w1 arnd e frer Pl wzencies, aid is o ieizaded e g snd stecid nod e, sl b Ly ETEN e
Ihmae smociricad par s,

.r"_"‘-\-\\
U et Ny 3

Wy B9, 20
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BRANCHES

Corporate Office
PO Box M
Kolonia, Pohnpei 96941

Phone: (691) 320-2840/2419/5300

Fax: (691) 320-2842
Email: info@fsmdb.fm

Anna Mendiola
Stevenson Joseph
Sihna Lawrence
Peter Aldis

Nora Sigrah
Vacant

Alik Alik

Richard Jano
Gabriel Ramoloilug
Kedise Villazon
Melshihner Hadley
Marilynn Tom
Leilani Felix
Senyorina Yang
Rohma Sibanuz
Carmihna Abraham

President/CEO

Senior Vice President
Chief Financial Officer
Senior Loan Officer
Legal Counsel

Internal Auditor

Loan Administrator
Loan Remedial Officer
System Administrator
Accountant

Accountant

Loan Security Officer
Assistant System Manager
Administrative Assistant
Legal Secretary
Account Clerk

Dahlia Phillips Loan Clerk
Pohnpei Branch Chuuk Branch
PO Box 648 PO Box 786

Kolonia, Pohnpei 96941
Phone: (691) 320-2624/5223
Fax: (691) 320-5798

Email: rendya@fsmdb.fm

Rendy Abraham Branch Manager
Franky Edward Loan Officer
Yoster Johnny Loan Officer
Augustine Loyola Loan Officer
Richard Jano Loan Officer

Peterika White Administrative Secretary

Weno, Chuuk 96941

Phone: (691) 330-2760/4245
Fax: (691) 330-4149

Email: curleys@fsmdb.fm

Curley Sos Branch Manager
Anselmo Daniel Loan Officer
Sardis Betwel Loan Officer
Jayleen Killion Loan Officer
Evelyn Paul Loan Officer

Jacinta Aisek Administrative Secretary

Kosrae Branch

PO Box 104

Lelu, Kosrae 96944

Phone: (691) 370-3070/2323
Fax: (691) 370-2170

Email: andriett@fsmdb.fm

Yap Branch

PO Box 81

Colonia, Yap 96943

Phone: (691) 350-2165/3837
Fax: (691) 350-2249

Email: petert@fsmdb.fm

Andriet Tilfas
Ruben Charley
Teroa George
Sonia Kehpas

Branch Manager

Loan Officer

Loan Officer
Administrative Secretary

Peter Tharngan
Christopher Buchun
Robert Finginam
Wenifred Tamangided

Branch Manager

Loan Officer

Loan Officer
Administrative Secretary

FSMDB website: http://fsmdb.fm/






