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P NT TORS' REP

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,
2019 and 2018, 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.



lirancial posituon or tne reagerated States or Micronesia Development Bank as of December 31, 2019
and 2018, 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 Matters
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.

Noncompliance with Loan Agreement Covenants

As discussed in Note 8 to the financial statements, the Bank Is not in compliance with certain loan
covenants. 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 as well as the Statement of Fiduciary Net
Position and Statement of Changes in Fiduciary Net Position for Trust Funds administered by the
Bank on pages 26 and 27 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 25 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.



4U<U, OI1 LU CONSITEraton oOr tNe Bank's INternal control over rinancial 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.

Relaitt, > Toucke  LLp

May 26, 2020






Summary Statements of Revenues, Expenses and Changes in Net Position

2019 2018 2017
Operating revenues $ 3,232,492 $ 3,120,480 $ 2,808,000
(Provision for) reversal of loan losses (1,014,698) (300,000) -
Operating expenses (1,881,616) (1,926,602)  (1,897,640)
Earnings from operations 336,178 893,878 910,360
Non-operating revenues (loss), net 33 3 (57,423) 4 74
Change in net position 3,671,571 836,455 3,369,934
Net position at beginning of year 58,511,951 57,675,496 54,305,562
Net position at end of year $ 62183522 $ 58,511,951 $ 57,675,496

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 2019 were
$2,040,639 and $275,084, respectively. At the end of December 2019, all IDF-related loans had
been paid off, meaning there are no outstanding loans under IDF. Moreover, there has been no loan
approvals under YDLF for the past 5 years.

Economic Outiook

Within a short period between the end of 2019 and the first few months of 2020, a lot of turmoil in
the global community following a health pandemic that has caused countless economic retributions
that is felt globally, including in our country and more specifically FSMDB. Consequently,
management anticipates the year 2020 to be a difficult year in terms of economic activities therefore
expects significant changes in our lending activities and ultimately, our revenues that are generated
from lending or what is considered our core operations. Since it is obvious that the tourism industry
is hit the hardest, the Bank will continue to find ways to help that industry with mechanisms set up
to assist in the most reasonable way possible. While there may a significant reduction in travel in
2020 due to global travel restrictions, the Bank sees this as an opportunity for hotelier,
restauranteurs, and other businesses affected by the restrictions, to improve other things about their
businesses, including facility construction or upgrades, addition of rooms, and the likes.

The Bank continues the process to become accredited under the Green Climate Fund (GCF). 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.

The Bank has been helping the construction sector by providing real estate development loans. The
Bank continues to promote the Home Energy Loan Program (HELP) to help promote energy efficient
homes and hopes that this program grows going forward. With the Bank’s partnering with a local
commercial bank, the hope is that our Home Loans portfolio grows going forward.

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.
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Lonacung rinancial Mmanagement

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, 2018 is set forth in the
Bank’s report on the audit of financial statements, which is dated March 21, 2019. That Discussion
and Analysis explains the major factors impacting the 2018 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.



ASSETS

Cash and cash equivalents

Time certificates of deposit

Investments

Interest and other receivables

Loans receivable, net of allowance for loan losses
Equity investment

Prepaid expenses

Depreciable capital assets, net

Total assets

LIABILITIES AND NET POSITION

Liabilities:
Accounts payable
Accrued interest payable
Long-term debt
Credit life payable
Payable to trust funds
Unearned grant revenues

Total liabilities

Commitments and contingencies

Net position:
Net investment in capital assets
Unrestricted

Total net position

Total liabilities and net position

See accompanying notes to financial statements.

2019 2018
2,457,903 $ 2,634,528
3,105,219 3,063,148
13,597,134 13,923,366
120,854 125,603
37,246,920 33,031,475
6,248,880 5,703,120
3,315 69,523
1,411,271 1,455,943
64,191,496 $ 60,006,706
58,991 $ 54,213
15,060 28,053
735,450 881,177
13,077 13,282
1,011,073 366,979
174,323 151,051
2,007,974 1,494,755
1,411,271 1,455,943
60,772,251 57,056,008
62,183,522 58,511,951
64,191,496 $ 60,006,706




Operating revenues:
Interest income on loans
Loan fees
Rental
Interest income on time certificates of deposit
Miscellaneous

Total operating revenues
Provision for loan losses
Net operating revenues

QOperating expenses:
Interest expense

General and administrative expenses:
Personnel services
Travel
Depreciation
Contractual services
Rent
Retirement plan contributions
Community development
Utilities
Communication
Branch automation
Training
Supplies
Staff relations
Equipment
Repair and maintenance
Fuel, oil and petroleum
Insurance
Printing
Miscellaneous

Total general and administrative expenses
Earnings from operations

Nonoperating {expenses) revenues, net:
Investment earnings (loss), net
Gain on sale of capital assets

Total nonoperating (expenses) revenues, net
Change in net position
Net position at beginning of year

Net position at end of year

See accompanying notes to financial statements.
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2019 2018
$ 2,789,318 $ 2,670,444
295,908 285,277
27,744 28,800
2,855 6,644
116,667 129,315
3,232,492 3,120,480
(1,014,698) (300,000)
2,217,794 2,820,480
27,576 49,066
1,031,103 1,033,052
142,546 122,702
126,844 128,944
87,992 106,896
76,535 83,460
66,547 65,239
55,154 9,474
48,069 49,308
38,202 38,261
31,654 41,461
27,096 83,144
21,991 18,289
13,933 12,919
13,550 8,964
12,346 4,259
10,047 9,896
7,105 6,716
4,099 3,234
39,227 51,318
1,854,040 1,877,536
336,178 893,878
3,309,637 (67,352)
25,756 9,929
3,335,393 (57,423)
3,671,571 836,455
58,511,951 57,675,496

$ 62,183,522

$ 58,511,951



































































