


Federated States of Micronesia Development Bank
(A Component Unit of the Federated States of Micronesia National Government)

Notes to Financial Statements, continued

8. Long-Term Debt, continued

2025 2024
$1,805,099 $2,147,194
Less current portion 277,708 342.095
$1,527,391 $1,805.099

Immediate Demand

Under the 2010 and 2018 Agreements, including Amendments dated November 2023, the EIB (or
the “Lender”) loans contain a provision that in an event of default, the timing of repayment of
outstanding amounts may become immediately due if:

a. the Bank fails on due date to repay any part of the loan, to pay interest thereon or to make any
other payment to the Lender unless:

1. its failure is caused by an administrative or technical error or a disruption event, and

ii.  payment is made within three (3) business days of its due date;

b. any information or document given to the Lender by the Bank or on its behalf is or proves to
be incorrect, incomplete or misleading in any material respect;

c. following any default of the Bank in relation to any loan, or any obligation arising out of any
financial transaction, other than the loan:

i.  the Bank is required or is capable of being required or will, following expiry of any
applicable contractual grace period, be required or capable of being required to prepay,
discharge, close out or terminate ahead of maturity such other loan or obligation, or

ii.  any financial commitment for such other loan or obligation is cancelled or suspended;

d. the Bank is unable to pay its debts as they fall due, or suspends its debts, or makes or seeks to
make a composition with its creditors, including a moratorium, or commences negotiations
with one or more of its credits with a view of rescheduling any of its financial indebtedness;

e. any corporate action, legal proceedings or other procedure or step is taken in relation to the
suspension of payments, a moratorium of any indebtedness, dissolution, administration or
reorganization, including in particular without limitation to bankruptcy, controlled
management, suspension of payments arrangement with creditors and judicial liquidation
proceedings or any analogous procedure or step is taken under any applicable law in any
jurisdiction or an order is made or an effective resolution is passed for the winding up of the
Bank, or if the Bank takes steps towards a substantial reduction in its capital, is declared
insolvent or ceases or resolves to cease to carry on the whole or any substantial part of its
business or activities or any situation similar to any of the above occurs under any applicable
law;

f. an encumbrancer takes possession of, or a receiver, liquidator, administrator, administrative
receiver or similar officer is appointed, whether by a court of competent jurisdiction or by any
competent administrative authority or by any person, of or over, any part of the business or
assets of the Bank;
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Federated States of Micronesia Development Bank
(A Component Unit of the Federated States of Micronesia National Government)

Notes to Financial Statements, continued

8. Long-Term Debt, continued

Immediate Demand, continued

g.
h.

the Bank defaults in the performance of any obligation in respect of any other loan granted by
the Lender or financial instrument entered into with the Lender;

the Bank defaults in the performance of any obligation in respect of any other loan made to it
from the resources of the Lender or the European Union;

any expropriation, attachment, arrestment, distress, execution, sequestration, or other process
is levied or enforced upon the property of the Bank and is not discharged or stayed within 14
days;

a material adverse change occurs, as compared to the Bank’s condition at the time of the loan
agreement;

it is or becomes unlawful for the Bank to perform any of its obligation under the loan
agreement or this loan agreement is not effective in accordance with its terms or is alleged by
the Bank to be ineffective in accordance with its terms.

At December 31, 2025 and 2024, no events of default have occurred with respect to the Bank’s
debt agreements.

Financial Covenants

The Bank is also required to maintain, on a quarterly basis, the following financial ratios:

a.
b.
C.

the capital to total assets ratio shall remain higher than 20% for each quarter;

the non-performing loans to total loans ratio shall not exceed 15% for each quarter;

the open exposure ratio, which is the ratio of the difference between non-performing loans and
allowance for loan losses to the net position, shall not be more than 10% for each quarter.

During 2025, the Bank was not in compliance with the ratio of non-performing loans to total loans
requirement of the November 2023 finance contract amendments. Management is working on
obtaining a waiver from the lender. During 2024, the Bank was in compliance with the financial
ratios.
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Federated States of Micronesia Development Bank
(A Component Unit of the Federated States of Micronesia National Government)

Notes to Financial Statements, continued

8. Long-Term Debt, continued

Annual debt service requirements to maturity for principal and interest are as follows:

Year ending December 31,

2026
2027
2028
2029
2030
Thereafter

Principal

$ 277,708
271,708
277,708
271,708
277,708
416,559

$1.805,099

Interest

§ 48,148
40,444
32,740
25,037
17,333
11,555

$175,257

Total

§ 325,856
318,152
310,448
302,745
295,041
428.114

$1,980,356

Long-term debt changes during the years ended December 31, 2025 and 2024 are as follows:

Balance Balance Due Within
January 1, Additions Reductions December 31, One Year
2025:
Long-term debt $2.147.194 — $(342,095) $1.805.099 $277.708
2024
Long-term debt $2.609.648 - $(462.454) $2.147.194 $342.095

9. Retirement Plan

The Bank’s retirement plan (the Plan) is a self-administered program established to pay retirement,
disability and survivor income to employees and their survivors to supplement similar benefits that
employees receive from the FSM Social Security Administration. The Plan is a contributory plan
in which the Bank matches 100% of the participants’ contributions up to a maximum of 10% of
the participant’s annual salary, if the participant contributes 3% or more of his or her annual salary.
Employee participation is optional. The Bank’s Chief Financial Officer is the designated Plan
Administrator. Matching contributions to the Plan during the years ended December 31, 2025 and
2024 were $67,945 and $74,460, respectively. Total Plan assets as of December 31, 2025 and
2024 were $1,965,192 and $1,810,938, respectively. Management is of the opinion that the Plan
does not represent an asset or a liability of the Bank.
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Federated States of Micronesia Development Bank
(A Component Unit of the Federated States of Micronesia National Government)

Notes to Financial Statements, continued

10. Commitments and Contingencies
Guaranty

The Bank, from time-to-time, is contingently liable on loan guarantees ranging from 50% to 90%
of the outstanding loan balances for commercial projects within the FSM. There were no
outstanding guaranteed loan balances as of December 31, 2025 and 2024.

Loan Commitments

Undrawn balances on lines of credit and loan commitments for loans approved but undisbursed
approximated $3,867,000 and $5,304,000 at December 31, 2025 and 2024, respectively, of which
$2,322,000 and $2,370,000, respectively, represent undisbursed funds on two loans.

Litigation

The Bank is a party to various legal proceedings in the normal course of business for debt
collections and other related matters, which may give rise to counter lawsuits against the Bank.
The ultimate impact of these ongoing proceedings is not currently predictable. Therefore, no
liability has been recorded in the accompanying financial statements due to management’s
inability to predict the ultimate outcome of these proceedings.

Insurance

The Bank carries insurance to cover its potential risks from vehicle usage. The Bank is
substantially self-insured for all other risks. Management is of the opinion that no material losses
have been sustained as a result of this practice during the past three years.

Lease Commitments

The Bank has four operating leases for its State operating locations. These leases expire at varying
dates through May 2039. Several of these leases provide options to renew upon expiration, based
on renegotiated rates. A lease pertaining to parking space with a lease term of 15 years was fully
paid in advance amounting to $50,000 during the year ended December 31, 2024. Unamortized
portion of the prepaid lease amounted to $44,584 and $47,918 as of December 31, 2025 and 2024,
of which $3,333 is recorded as a component of current prepaid expenses for each of the years and
$41,251 and $44,585, respectively, are recorded as non-current prepaid expenses in the
accompanying statements of net position. Future minimum annual lease payments payable under
the noncancellable leases are as follows:
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Federated States of Micronesia Development Bank
(A Component Unit of the Federated States of Micronesia National Government)

Notes to Financial Statements, continued

10. Commitments and Contingencies, continued
Lease Commitments, continued

Year ending December 31,

2026 $ 56,720
2027 55,770
2028 27,600
2029 27,600
2030 27,600
Thereafter 11,500
$206,790

The Bank leases a portion of its headquarters building under an agreement with a private
corporation expiring in September 2030. Future minimum annual lease income under the
remaining noncancellable lease are as follows:

Year ending December 31,

2026 $ 9,360
2027 9,360
2028 9,360
2029 9,360
2030 7,020

$44.460

Additionally, the Bank provides housing benefits for certain contract employees with payment
included as part of rent expense. The leases are between the respective landlords and the
employees.

Total recorded rent expense and income under the aforementioned agreements amounted to
$67,628 and $26,363, respectively, for the year ended December 31, 2025 and $69,564 and
$29,700, respectively, for the year ended December 31, 2024.
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Federated States of Micronesia Development Bank
(A Component Unit of the Federated States of Micronesia National Government)

Schedule of European Investment Bank
December 2018 Finance Contract Ratios,
as Amended November 2023

December 31, 2025

1) Ratio of Capital (paid in capital plus reserves) to total assets should be above 20%:

Total net position $82,267,010
Total assets $84.436,054
97%

2) Ratio of non-performing loans, as defined, to total loans should not exceed 15%:

Total non-performing loans $ 7,946,945
Total loans $49.693.205
16%

3) Ratio of open exposure (non-performing loans less allowance for loan losses) to total net
position should not exceed 10%:

Total non-performing loans $ 7,946,945
Less: allowance for loan losses 5,450,129
Open exposure $ 2,496,816
Total net position $82,267.010
3%
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Report of Independent Auditors on Internal Control Over Financial Reporting and
on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance With Government Auditing Standards

Board of Directors
Federated States of Micronesia Development Bank:

We have audited, in accordance with the 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 (Government Audit Standards),
the financial statements of the Federated States of Micronesia Development Bank (the Bank),
which comprise the statement of net position as of December 31, 2025, and the related statements
of revenues, expenses and changes in net position and of cash flows for the year then ended, and
the related notes to the financial statements, which collectively comprise the Bank’s basic financial
statements (collectively referred to as the “financial statements”), and have issued our report
thereon dated April 17, 2026.

Report on Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Bank's internal
control over financial reporting (internal control) as a basis for designing audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the Bank’s
internal control. Accordingly, we do not express an opinion on the effectiveness of the Bank’s
internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent,
or detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control, such that there is a reasonable possibility that a
material misstatement of the entity’s financial statements will not be prevented, or detected and
corrected on a timely basis. A significant deficiency is a deficiency, or a combination of
deficiencies, in internal control that is less severe than a material weakness, yet important enough
to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph
of this section and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies. Given these limitations, during our audit we did
not identify any deficiencies in internal control that we consider to be material weaknesses.
However, material weaknesses or significant deficiencies may exist that were not identified.

A member firm of Ernst & Young Global Limited



Report on Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Bank's financial statements are free
of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statements. However, providing an opinion on
compliance with those provisions was not an objective of our audit, and accordingly, we do not
express such an opinion. The results of our tests disclosed no instances of noncompliance or other
matters that are required to be reported under Government Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
entity’s internal control or on compliance. This report is an integral part of an audit performed in

accordance with Government Auditing Standards in considering the entity’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

Sanct + LLP

April 17, 2026
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