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INDEPENDENT AUDITORS' REPORT

Board of Directors
Federated States of Micronesia Development Bank:

Report on the Financial Statements

We have audited the accompanying financial statements of the Federated States of Micronesia
Development Bank (the Bank), which comprise the statements of net position as of December 31,
2018 and 2017, and the related statements of revenues, expenses and changes in net position and
of cash flows for the years then ended, and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we
plan and perform the audits to obtain reasonable assurance about whether the financial statements
are free from material misstatement.

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

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Federated States of Micronesia Development Bank as of December 31, 2018
and 2017, and the changes in its net position and its cash flows for the years then ended in
accordance with accounting principles generally accepted in the United States of America.

Emphasis of Matter
Financial Statement Presentation

As discussed in Note 1 to the financial statements, the Bank elected to present an unclassified
statement of net position because current assets are not matched with current liabilities. Our opinion
is not modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Management’s Discussion and Analysis on pages 4 to 6 be presented to supplement the financial
statements. Such information, although not a part of the financial statements, is required by the
Governmental Accounting Standards Board who considers it to be an essential part of financial
reporting for placing the financial statements in an appropriate operational, economic, or historical
context. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information and comparing
the information for consistency with management’s responses to our inquiries, the financial
statements, and other knowledge we obtained during our audit of the financial statements. We do
not express an opinion or provide any assurance on the information because the limited procedures
do not provide us with sufficient evidence to express an opinion or provide any assurance.

Other Financial Information

Our audits were conducted for the purpose of forming an opinion on the Bank’s financial statements.
The Schedule of European Investment Bank August 2010 Finance Contract Ratios on page 24 is
presented for purposes of additional analysis and is not a required part of the financial statements.
The Schedule of European Investment Bank August 2010 Finance Contract Ratios is the responsibility
of management and was derived from and relates directly to the underlying accounting and other
records used to prepare the financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other records
used to prepare the financial statements or to the financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America.
In our opinion, the Schedule of European Investment Bank August 2010 Finance Contract Ratios is
fairly stated, in all material respects, in relation to the financial statements as a whole.
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Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March 21,
2019, on our consideration of the Bank's internal control over financial reporting and on our tests of
its compliance with certain provisions of laws, regulations, contracts, and grant agreements and
other matters. The purpose of that report is solely to describe the scope of our testing of internal
control over financial reporting and compliance and the results of that testing, and not to provide an
opinion on the effectiveness of the Bank'’s internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the Bank's internal control over financial reporting and compliance.

Reluitt, > Touelug  LLP

March 21, 2019



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

Management’s Discussion and Analysis
Years Ended December 31, 2018 and 2017

The following is a discussion and analysis of the Federated States of Micronesia Development Bank’s
(the Bank) financial performance for the fiscal year ended December 31, 2018.

In 2018, FSMDB has once again proven its ability to transform challenges into opportunities,
achieving growth under difficult economic conditions. FSMDB in 2018 approved $23.15 million for
494 loans. Business loans represented 85%, consumer loans at 13% and the remaining 2% for
residential loans. The loan portfolio at year end stood at $37.4 million; loans to the Tourism Sector
constituted 24% followed by Wholesale/Retail at 16%, Real Estate development at 12% ,
Agriculture/Fisheries at 2%, Transportation and Construction at 4% and 7% respectively, and the
remaining sectors at 35%. In terms of loan approvals for 2018, over 89% was approved for loans
in the commercial, tourism, and agriculture/fisheries sectors. No contributions or subsidies from the
government were received in 2018.

Summary Statements of Net Position

2018 2017 2016

Assets $ 60,006,706 $ 59,559,529 $ 55,920,795
Liabilities $ 1,494,755 ¢$ 1,884,033 $ _1,615,233
Net position:

Net investment in capital assets 1,455,943 1,510,124 1,624,211

Unrestricted 57,056,008 56,165,372 52,681,351
Total net position 58,511,951 57,675,496 54,305,562
Total liabilities and net position $ 60,006,706 $ 59,559,529 $ 55,920,795

In 2018, the lone long-term liability the Bank has with the European Investment Bank (EIB) was
reduced to less than $900K compared to $1.0 million in 2017. Borrowed funds represented only
1.5% of total assets. Leverage has been very low providing ample room for the Bank to borrow funds
for its lending activities should the need arise. For additional information concerning the Bank'’s debt,
please refer to note 8 in the financial statements.

From operations, the Bank earned $893,878, which represents a 2% reduction comparing to last
year's results of $910,360. The Bank’s return on equity remained positive; however, it decreased
from 6.0 % in 2017 to 1.0% in 2018. Moreover, the ratio of capital to assets remained at 98% in
comparison to 2017. The bank was able to generate enough revenues to cover expenses, all from
internal sources.

In 2018, the Bank’s investments in the financial markets did not perform so well compared to last
year'’s results. The total ratio of non-performing loans to total loans at the end of the 2018 was 5%.
As of December 31, 2018, total loan loss provision to non-performing loans was at 224%. Based on
the loan classification policy and review of individual loans, the Bank is adequately reserved for loan
losses.

Refer to note 5 in the financial statements for capital asset activities.



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

Management’s Discussion and Analysis
Years Ended December 31, 2018 and 2017

Summary Statements of Revenues, Expenses and Changes in Net Position

2018 2017 2016
Operating revenues $ 3,120480 $ 2,808,000 $ 2,736,600
(Provision for) reversal of loan losses (300,000) - 1,179,871
Operating expenses, including interest (1,926,602) (1,897,640) (1,789,615)
Earnings from operations 893,878 910,360 2,126,856
Non-operating (expense) revenues, net (57.,423) 2,459,574 1,192,;397
Change in net position 836,455 3,369,934 3,319,253
Net position at beginning of year 57,675,496 54,305,562 50,986,309
Net position at end of year $ 58,511,951 $ 57,675,496 $ 54,305,562

The Bank manages two trust funds, namely, the Investment Development Fund (IDF) and Yap
Development Loan Fund (YDLF). The total assets for each of these funds at the end of 2018 were
$1,907,479 and $273,126, respectively. Assets under IDF continue to decrease as all the States
have withdrawn their funds from the State sub-accounts. The bank stopped drawing management
fees from the IDF due to insufficient revenue generated in the IDF Private Reserve portfolio. YDLF
did not have any earnings or expenses in 2018. Management had resubmitted a request to the FSM
National Government to repeal the IDF law as only two loans remain active in the Private Sector sub-
account, all loans in the State sub-accounts have defaulted, and the projects are defunct.

Economic Outlook

Management anticipates the year 2019 to be better than 2018 in terms of economic activities
therefore expects an increase in lending activities and loan approvals. The Bank continues to seek
out projects in the tourism sector and other sectors where employment is generated. Additionally,
the Bank is nearing its completion in the process to become Green Climate Fund (GCF) accredited.
The GCF’s objective is to provide projects to help climate change adaptation, resilience, and
mitigation. FSMDB believes that it can assist the nation in its efforts to combat climate change,
especially in building resilience for adaptation to climate change in all sectors within the FSM, and
perhaps even the region, by providing its banking and technical expertise in future GCF-related
projects and programs.

The Bank is also looking into helping the construction sector by providing real estate development
loans and surety bonds. The Bank has picked up more Home Energy Loan Program (HELP) projects
in 2018 with the rolling out of this program to the other states to help promote energy efficient
homes and hopes that this program grows going forward. Recently, the Bank has partnered with a
regional bank with the hopes to grow our Home Loans portfolio, while at the same time assist more
customers in this regard.

In 2018, the Bank adopted its 3-year rolling plan, which outlines where the Bank is now and what
needs to be done in order to achieve its short-term goals. With the end of the financial provisions in
the Compact facing the FSM in 2023, the Bank intends to work with all of its stakeholders, including
the government, to confront any future challenges, whatever they may be. As a partner, the Bank
anticipates to be more proactive in developing ideas into viable business proposals and providing
entrepreneurial training to help improve the management of successful businesses in the FSM.



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

Management’s Discussion and Analysis
Years Ended December 31, 2018 and 2017

Contacting Financial Management

The Management’s Discussion and Analysis report is intended to provide information concerning
known facts and conditions affecting the Bank’s operations. This financial report is designed to

provide a general overview of the Bank’s finances and to demonstrate the Bank’s accountability for
the funds it receives and expends.

Management’s Discussion and Analysis for the year ended December 31, 2017 is set forth in the
Bank’s report on the audit of financial statements, which is dated March 26, 2018. That Discussion
and Analysis explains the major factors impacting the 2017 financial statements and can be viewed
at the Bank’s website at www.fsmdb.fm or Office of the Public Auditor’'s website at www.fsmopa.fm.

For additional information about this report, please contact Ms. Anna Mendiola, President/Chief
Executive Officer, P.O. Box M, Kolonia, Pohnpei 96941 or visit the website at www.fsmdb.fm.




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

Statements of Net Position
December 31, 2018 and 2017

2018 2017
ASSETS
Cash and cash equivalents $ 2,634,528 $ 3,811,745
Time certificates of deposit 3,063,148 4,119,739
Investments 13,923,366 14,982,015
Interest and other receivables 125,603 116,340
Loans receivable, net of allowance for loan losses 33,031,475 29,606,784
Equity investment 5,703,120 5,352,240
Prepaid expenses 69,523 60,542
Depreciable capital assets, net 1,455,943 1,510,124
Total assets $ 60,006,706 $ 59,559,529
LIABILITIES AND NET POSITION
Liabilities:
Accounts payable $ 54,213 $ 84,630
Accrued interest payable 28,053 13,325
Long-term debt 881,177 1,020,904
Credit life payable 13,282 6,938
Payable to trust funds 366,979 577,185
Unearned grant revenues 151,051 181,051
Total liabilities 1,494,755 1,884,033
Commitments and contingencies
Net position:
Net investment in capital assets 1,455,943 1,510,124
Unrestricted 57,056,008 56,165,372
Total net position 58,511,951 57,675,496
Total liabilities and net position $ 60,006,706 $ 59,559,529

See accompanying notes to financial statements.



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

Statements of Revenues, Expenses and Changes in Net Position
Years Ended December 31, 2018 and 2017

2018 2017
Operating revenues:
Interest income on loans 2,670,444 $ 2,365,198
Loan fees 285,277 191,253
Rental 28,800 24,438
Interest income on time certificates of deposit 6,644 9,744
Miscellaneous 129,315 217,367
Total operating revenues 3,120,480 2,808,000
Provision for loan losses (300,000) -
Net operating revenues 2,820,480 2,808,000
Operating expenses:
Interest expense 49,066 46,400
General and administrative expenses:
Personnel services 1,033,052 1,050,226
Depreciation 128,944 121,425
Travel 122,702 113,972
Contractual services 106,896 80,825
Rent 83,460 87,960
Training 83,144 62,486
Retirement plan contributions 65,239 57,506
Utilities 49,308 45,583
Branch automation 41,461 28,309
Communication 38,261 40,801
Supplies 18,289 24,198
Staff relations 12,919 10,203
Fuel, oil and petroleum 9,896 8,534
Community development 9,474 15,708
Equipment 8,964 11,806
Insurance 6,716 5,614
Repair and maintenance 4,259 10,582
Printing 3,234 3,961
Miscellaneous 51,318 71,541
Total general and administrative expenses 1,877,536 1,851,240
Earnings from operations 893,878 910,360
Nonoperating (expenses) revenues, net:
Investment earnings (loss), net (67,352) 2,459,574
Gain on sale of capital assets 9,929 B
Total nonoperating (expenses) revenues, net (57,423) 2,459,574
Change in net position 836,455 3,369,934
Net position at beginning of year 57,675,496 54,305,562
Net position at end of year $ 58,511,951 $ 57,675,496

See accompanying notes to financial statements.
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