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Deloitte.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Pacific Islands Development Bank as of December 31, 2019 and 2018, and the
results of its operations 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

As discussed in Note 6 to the financial statements, the 2018 financial statements were restated to

revise the presentation of the Yap contributions. Our opinion is not modified with respect to this
matter.

Relwtt, » Toucle LLp

June 15, 2020
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PACIFIC ISLANDS DEVELOPMENT BANK

Statements of Condition
December 31, 2019 and 2018

ASSETS

Cash and cash equivalents
Loans receivable, net
Interest receivable, net
Property and equipment, net
Prepaid expenses

LIABILITIES AND STOCKHOLDERS' EQUITY

Liabilities:
Other liabilities
Long-term debt

Total liabilities
Commitments

Stockholders' equity:
Capital stock
Retained earnings

Total stockholders' equity

See accompanying notes to financial statements.
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2019 2018
2,429,924 $ 2,886,664
14,809,058 14,321,927
145,465 197,519
10,051 18,802
738 -
17,395,236 17,424,912
25,026 27,368
2,648,242 2,845,213
2,673,268 2,872,581
9,907,649 9,327,649
4,814,319 5,224,682
14,721,968 14,552,331
17,395,236 $ 17,424,912




PACIFIC ISLANDS DEVELOPMENT BANK

Statements of Operations

Years Ended December 31, 2019 and 2018

Loan interest income
Other interest and dividend income

Total interest income
Interest expense
Net interest income

Provision for loan losses
Provision for interest receivable

Net interest income, after provision for loan losses

Operating expenses:
Salaries and related expenses
Conference and travel
Office rental
Insurance
Professional fees
Depreciation
Board meetings
Business development and marketing
Communications
Office supplies
Automobile
Miscellaneous

Total operating expenses
Operating loss

Other income (expense):
Other income
Loss on disposal of property and equipment

Total other income, net
Net loss

See accompanying notes to financial statements.
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$

2018
2019 (As Restated)
1,209,882 $ 1,127,389
2,949 3,547
1,212,831 1,130,936
57,025 70,692
1,155,806 1,060,244
814,000 600,000
93,036 -
907,036 600,000
248,770 460,244
353,699 296,155
153,686 144,991
63,897 44,968
37,142 33,229
27,848 29,811
12,549 21,999
10,815 7,651
10,218 5,525
9,887 9,385
7,678 12,069
2,034 3,300
25,448 22,465
714,901 631,548
(466,131) (171,304)
55,768 92,382
- (17,151)
55,768 75,231
(410,363) $ (96,073)




PACIFIC ISLANDS DEVELOPMENT BANK

Statements of Changes in Stockholders’ Equity
Years Ended December 31, 2019 and 2018

Shares of Restricted Retained
Common Stock Common Stock Contributions Earnings Total

Balance at December 31, 2017, As Restated 9,302 $ 9,302,649 $ 413,000 $ 2,657,755 $ 12,373,404
Issuance of common stock 25 25,000 = = 25,000
Restricted contributions received

from Yap State Government 2,250,000 2,250,000
Loan disbursements under loan fund (2,663,000) 2,663,000 -
Net loss - - (96,073) (96,073)
Balance at December 31, 2018, As Restated 9,327 9,327,649 - 5,224,682 14,552,331
Issuance of common stock 580 580,000 - - 580,000
Net loss - - - (410,363) (410,363)
Balance at December 31, 2019 9,907 $ 9,907,649 $ - $ 4,814,319 $ 14,721,968

See accompanying notes to financial statements.
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PACIFIC ISLANDS DEVELOPMENT BANK

Statements of Cash Flows
Years Ended December 31, 2019 and 2018

2018
2019 (As Restated)

Cash flows from operating activities:
Net loss $ (410,363) $ (96,073)
Adjustments to reconcile net loss to net cash
provided by operating activities:

Depreciation 12,549 21,999
Provision for loan loss 814,000 600,000
Provision for interest receivable 93,036 2
Loss on disposal of property and equipment - 17,151
Increase in interest receivable (40,982) (24,002)
Increase in prepaid expenses (738) -
Decrease in other liabilities (2,342) (2,993)
Net cash provided by operating activities 465,160 516,082

Cash flows from investing activities:
Loan originations and repayments, net (1,301,131) (3,679,375)
Additions to property and equipment (3,798) (12,491)
Net cash used in investing activities (1,304,929) (3,691,866)

Cash flows from financing activities:
Repayment on long-term debt (196,971) (191,778)
Proceeds from issuance of capital stock 580,000 25,000
Restricted contributions from Yap State Government - 2,250,000
Net cash provided by financing activities 383,029 2,083,222
Net change in cash and cash equivalents (456,740) (1,092,562)
Cash and cash equivalents at beginning of year 2,886,664 3,979,226
Cash and cash equivalents at end of year $ 2,429,924 $ 2,886,664

Supplemental disclosure of cash flow information:
Cash paid during the year for:
Interest $ 57,025 § 70,692

See accompanying notes to financial statements.
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PACIFIC ISLANDS DEVELOPMENT BANK

Notes to Financial Statements
December 31, 2019 and 2018

(1) Organization and Summary of Significant Accounting Policies

Organization

Pacific Islands Development Bank (the Bank) was created on July 5, 1989 to provide financial
and technical expertise to persons and businesses within the Pacific Island region.

The accounting and reporting policies of the Bank are in accordance with accounting principles
generally accepted in the United States of America and conform to general practices within the
banking industry. The more significant of the principles used in preparing the financial
statements are briefly described below.

In August 2001, the Bank was recognized as a non-profit 501c(3) corporation by the
Government of Guam. However, the Bank’s characterization of its capital stock has yet to be
resolved with Guam authorities. Therefore, the Bank has continued its historic financial
statement presentation and has yet to adopt not-for-profit financial reporting.

Cash and Cash Equivalents

For the purposes of the statements of condition and cash flows, cash and cash equivalents are
defined as cash on hand, in banks and in money market funds. Time certificates of deposit
with initial maturities in excess of ninety days are separately classified.

Loans

Loans are stated at unpaid principal balance less the allowance for loan losses (the “Allowance”).
Interest income is recognized on an accrual basis. Other credit-related fees are recognized as
fee income, a component of noninterest income, when earned.

Non-Performing Loans

Generally, loans are placed on non-accrual status upon becoming contractually past due 90
days as to principal or interest (unless loans and leases are adequately secured by collateral,
are in the process of collection, and are reasonably expected to result in repayment), when
terms are renegotiated below market levels, or where substantial doubt about full repayment
of principal or interest is evident.

When a loan is placed on non-accrual status, the accrued and unpaid interest receivable is
reversed and the loan is accounted for on the cash or cost recovery method until qualifying for
return to accrual status. All payments received on non-accrual loans are applied against the
principal balance of the loan. A loan may be returned to accrual status when all delinquent
interest and principal become current in accordance with the terms of the loan and when doubt
about repayment is resolved. At December 31, 2019 and 2018, two loans totaling $744,253
are on non-accrual status and as such, no interest income or accrued interest receivable have
been recognized. Additionally, at December 31, 2019, accrued interest receivable was net of
an allowance of $190,880, for loans that are past due over ninety days.

Impaired Loans

A loan is considered impaired when, based on current information and events, it is probable
that the Bank will not be able to collect all amounts due from the borrower in accordance with
the contractual terms of the loan, including scheduled interest payments. Impaired loans
include all non-accruing loans, all loans modified in a troubled debt restructuring and loans
classified as doubtful (see note 3).
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(1)

PACIFIC ISLANDS DEVELOPMENT BANK

Notes to Financial Statements
December 31, 2019 and 2018

Organization and Summary of Siagnificant Accounting Policies, Continued

Impaired Loans, Continued

When a loan has been identified as being impaired, the amount of impairment is measured
based on the present value of expected future cash flows discounted at the loan's effective
interest rate, the loan's observable market price, or the estimated fair value of the collateral,
less any selling costs, if the loan is collateral-dependent. If the measurement of the impaired
loan is less than the recorded investment in the loan (including accrued interest), an impairment
is recognized by establishing or adjusting an existing allocation of the Allowance.

Loans Modified in a Troubled Debt Restructuring (TDRS)

Loans are considered to have been modified in a troubled debt restructuring when, due to a
borrower's financial difficulties, the Bank makes certain concessions to the borrower that it
would not otherwise consider. Modifications may include interest rate reductions, principal or
interest forgiveness, forbearance, and other actions intended to minimize economic loss and to
avoid foreclosure or repossession of collateral. A modification that results in an insignificant
delay in contractual cash flows is not considered to be a concession. During the years ended
December 31, 2019 and 2018, the Bank granted loan modifications and temporary payment
deferments.

Allowance for Loan Losses

The Bank maintains an Allowance adequate to cover management’s estimate of probable credit
losses as of the statement of condition date. Changes to the level of the Allowance are
recognized through charges or credits to provisions for loan losses. Loans that are charged-off
reduce the Allowance while recoveries of loans previously charged-off increase the Allowance.

The Bank does not disaggregate its loan portfolio by segments for the purposes of determination
of the Allowance. The level of Allowance is generally based on analyses of individual borrowers
and historical loss experience supplemented as necessary by credit judgment to address
observed changes in trends and conditions, and other relevant environmental and economic
factors that may affect the collectability of loans. On a quarterly basis, the Bank performs an
analysis of individual loans based on its internal risk rating methodology.

Property and Equipment

Property and equipment are stated at cost less accumulated depreciation. Depreciation on all
property and equipment is computed under the straight-line method over the estimated useful
lives of the assets or, for leasehold improvements over the term of lease.

Taxation

The Bank is not subject to taxation within Guam and therefore, no provision for taxes is included
within the accompanying financial statements.
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PACIFIC ISLANDS DEVELOPMENT BANK

Notes to Financial Statements
December 31, 2019 and 2018

(1) Organization and Summary of Significant Accounting Policies, Continued

Significant Group Concentration of Credit Risk

All of the Bank’s lending activities are with individuals and businesses located within Guam, the
Commonwealth of the Northern Mariana Islands, the Federated States of Micronesia, the
Republic of the Marshall Islands, and the Republic of Palau.

As of December 31, 2019 and 2018, loan to one borrower aggregated $1.56 million and
represented 9% and 10.2% of gross loans, respectively (see note 3).

Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates. Material estimates that are particularly
susceptible to significant change in the near term relate to the determination of the allowance
for loan losses.

Risks and Uncertainties

In the normal course of its business, the Bank encounters the three components of economic
risks: interest rate risk, credit risk and market risk. The Bank is subject to interest rate risk to
the degree that its interest-bearing liabilities mature or re-price at different speeds, or on a
different basis, than its interest-earning assets. Incorporated into interest rate risk is
prepayment risk. Prepayment risk is the risk associated with the prepayment of assets, and
the write-off of premiums associated with those assets, if any, should interest rates fall
significantly. Credit risk is the risk of default, primarily in the Bank’s loan portfolio that results
from the borrower’s inability or unwillingness to make contractually required payments. Market
risk reflects changes in the value of securities, and the value of collateral underlying loans
receivable. Credit and market risks can be affected by a concentration of business within the
Pacific Island region.

Subsequent Events

Management has evaluated subsequent events through June 15, 2020, which is the date that
the financial statements are available to be issued. There were no material subsequent events
that would require recognition or disclosure in the financial statements for the year ended
December 31, 2019.

The Allowance for Credit Losses at December 31, 2019 was estimated based on a range of
economic conditions as of that date. Since early January 2020, the COVID-19 outbreak has
spread across the world, causing disruption to business and economic activity in varying
degrees in Guam, the Commonwealth of the Northern Mariana Islands, the Federated States of
Micronesia, the Republic of the Marshall Islands, and the Republic of Palau. The impact on
qualitative indicators of the economic condition and an evaluation of borrowers’ repayment
ability will be considered in 2020 when determining the Allowance
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PACIFIC ISLANDS DEVELOPMENT BANK

Notes to Financial Statements
December 31, 2019 and 2018

(2) Loans Receivable

The loan portfolio consists of direct loans. The interest rates on commercial loans, consumer

loans and residential loans are predominately at a fixed rate of 10%, 13% and 7%, respectively.

Most commercial and residential loans have been collateralized by various forms of collateral

wherein consumer loans are mostly unsecured.

A summary of the balances of loans at December 31, 2019 and 2018 follows:

2019 2018

Commercial - PIDB direct loan program $ 9,936,746 $ 9,479,907
Residential loans 4,333,312 3,164,653
Commercial - USDA Intermediary Relending Program (IRP) 543,756 878,977
Consumer 877,560 806,663
Commercial - FSMDB import/export 943,563 991,743
Gross loans 16,634,937 15,321,943
Less: allowance for loan losses (1,825,879) (1,000,016)
Net loans $ 14,809,058 $ 14,321,927

In the ordinary course of business, the Bank has entered into transactions with its employees,

directors and their affiliates. Such transactions were made on substantially the same terms

and conditions, including interest rates and collateral, as those prevailing at the same time for

comparable transactions with other customers. The aggregate amount of loans outstanding to

such related parties at December 31, 2019 and 2018 was $888,000 and $819,000, respectively.

The December 31, 2019 balance includes $259,000 loans outstanding from former officers and

directors.

(3) _Allowance for Loan Losses

A summary of the changes in the allowance for loan losses for the years ended December 31,
2019 and 2018, follows

2019 2018
Balance at beginning of year $ 1,000,016 $ 676,957
Loans charged off - (281,594)
Recoveries of loans previously charged off 11,863 4,653
Provision for loan losses 814,000 600,000
Balance at end of year $ 1,825,879 $ 1,000,016

Credit Quality Indicators

The Bank uses an internal credit risk rating system that categorizes loans into pass, special
mention, substandard or doubtful categories. Credit risk ratings are applied individually to each
loan on a quarterly basis.
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PACIFIC ISLANDS DEVELOPMENT BANK

Notes to Financial Statements
December 31, 2019 and 2018

(3) Allowance for Loan Losses, Continued

Credit Quality Indicators, Continued

The following are the definitions of the Bank’s credit quality indicators:

Pass: Loans in this category have a high probability of being paid as agreed. The credit
carries a level of risk commensurate with the returns provided without placing the Bank in
any exposure.

Special Mention: Loans in this category have potential weaknesses that deserve
management’s close attention. If left uncorrected, these potential weaknesses may result
in deterioration of the repayment prospects for default of loan. Special mention loans are
not adversely classified and do not expose the Bank to significant risk to warrant such
adverse classification.

Substandard: Loans in this category are inadequately protected by the current worth and
paying capacity of the obligors or of the collateral pledged. Loans so classified must have
a well-defined weakness or weaknesses that jeopardize the liquidation of the debt. They
are characterized by the distinct possibility that the Bank may sustain some losses if the
deficiencies are not corrected.

Doubtful: Loans classified in this category have all the weaknesses inherent in those
classified Substandard with the added characteristic that the weaknesses make collection
or liquidation in full, on the basis of currently known facts, conditions and values, highly
questionable and improbable. Loans classified as Doubtful are considered to be impaired.

The Bank’s credit quality indicators are periodically updated on a case-by-case basis. The
following presents by class and by credit quality indicator, the recorded investment in the Bank’s
loans as of December 31, 2019 and 2018:

Special Sub-
Pass mention standard Doubtful Total

2019
PIDB direct $ 6,784,320 $ 920,403 $ 1,711,588 $ 520,435 $ 9,936,746
Residential 4,133,439 13,333 186,540 - 4,333,312
IRP 213,039 39,085 2,541 289,091 543,756
Consumer 809,369 43,394 5,896 18,901 877,560
Import/export 929,239 14,324 - = 943,563
Total $12,869,406 $ 1,030,539 $ 1,906,565 ¢ 828,427 ¢ 16,634,937

2018
PIDB direct $ 7,850,674 $ 958,724 ¢$ 151,431 $ 519,078 $ 9,479,907
Residential 2,959,391 18,722 186,540 - 3,164,653
IRP 547,236 40,008 2,643 289,090 878,977
Consumer 726,815 54,928 6,018 18,902 806,663
Import/export 972,123 19,620 = - 991,743
Total $13,056,239 $ 1,092,002 $ _346,632 $ 827,070 $ 15,321,943
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PACIFIC ISLANDS DEVELOPMENT BANK

Notes to Financial Statements
December 31, 2019 and 2018

(3) Allowance for Loan Losses, Continued
At December 31, 2019 and 2018, impaired loans of $828,427 and $827,070, respectively,
represent loans classified as Doubtful, with total recorded allowances of $786,340 and $785,574,
respectively. Included are two loans totaling $744,253 as of December 31, 2019 and 2018,
which were provided with 100% allowance. The loans are significantly past due and no
collections have been received or interest income recognized during the years ended December
31, 2019 and 2018. Although the Bank continues to aggressively pursue collection efforts, full
provision has been provided as ultimate collectibility is uncertain.
As of December 31, 2019, loan to one borrower of $1.56 million approved under the Yap Loan
Program (see note 6) was over four months past due, classified as substandard, and allocated
with an allowance of approximately $468,000.
The following presents by class, an aging analysis of the Bank’s loan portfolio as of December
31, 2019 and 2018:
30 -59 60 - 89 Past Due
Days Days 90 Days
Current Past Due Past Due or More Total
2019
PIDB direct $ 5,104,677 $ 1,001,898 $ 114,586 ¢ 3,715,585 $ 9,936,746
Residential 3,509,022 493,503 - 330,787 4,333,312
IRP 158,402 32,642 31,413 321,299 543,756
Consumer 478,288 75,043 109,930 214,299 877,560
Import/export 660,825 258,433 4,841 19,464 943,563
Total $ 9,911,214 $ 1,861,519 $ 260,770 $4,601,434 $ 16,634,937
2018
PIDB direct $ 8,816,452 ¢ 23,774 $ - $ 639,681 $ 9,479,907
Residential 2,757,893 406,760 - - 3,164,653
IRP 240,375 319,844 - 318,758 878,977
Consumer 684,623 33,818 - 88,222 806,663
Import/export 908,980 82,763 = - 991,743
Total $ 13,408,323 $ 866,959 $ - $1,046,661 $ 15,321,943
(4) Property and Equipment

A summary of property and equipment as of December 31, 2019 and 2018, is as follows:

Estimated
Description Useful Lives 2019 2018

Computer and software 5 years $ 15,790 $ 12,683
Vehicles 5 years 37,423 37,423
Leasehold improvements 3 years 639 639
Office furniture and equipment 10 years 20,323 19,632
74,175 70,377

Less accumulated depreciation (64,124) (51,575)
$ _10,051 $ _18,802
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PACIFIC ISLANDS DEVELOPMENT BANK

Notes to Financial Statements
December 31, 2019 and 2018

(5) Long-Term Debt

Long-term debt as of December 31, 2019 and 2018, consists of the following:
2019 2018

A $500,000 Intermediary Relending Program (IRP) loan by
the U.S. Department of Agriculture (USDA) on October 7,
2003. Interest fixed at 1% per annum. Interest-only
payment for the first three years with twenty-seven equal
principal and interest annual installments beginning on
October 7, 2007. $ 275,004 $ 293,296

A $750,000 IRP loan by the USDA on June 27, 2006.
Interest fixed at 1% per annum. Interest-only payment for
the first three years with twenty-seven equal principal and
interest annual installments beginning on June 27, 2010. 503,120 520,962

A $750,000 IRP loan by the USDA on September 8, 2008.
Interest fixed at 1% per annum. Interest-only payment for
the first three years with twenty-seven equal principal and
interest annual installments beginning on September 8,
2012, 547,014 571,667

A $350,000 IRP loan by the USDA on March 7, 2013.
Interest fixed at 1% per annum. Interest-only payment for
the first three years with twenty-seven equal principal and
interest annual installments beginning on March 7, 2017. 228,081 241,704

A $500,000 loan with the FSM Development Bank (FSMDB)
on September 16, 2010. Interest fixed at 4% per annum.
Interest-only payment for the first three years, thereafter
forty equal quarterly installments of $15,228. 226,200 276,214

A $1,000,000 loan with FSMDB on March 17, 2015. Interest
fixed at 4% per annum. Interest only payments for the first
three years, thereafter forty equal quarterly installments of

$30,456. 868,823 941,370
Total $ 2,648,242 $ 2,845,213

The IRP loans are collateralized by all repayments, interest, fees, investments and other
revenues collected or generated from the IRP loans. The FSMDB loans are collateralized by the
Bank’s general assets under a security agreement.

At December 31, 2019, future maturities of long-term debt are as follows:

Year ending December 31,

2020 $ 197,146
2021 226,188
2022 233,006
2023 220,331
2024 203,126
Thereafter 1,568,445

$ 2,648,242
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PACIFIC ISLANDS DEVELOPMENT BANK

Notes to Financial Statements
December 31, 2019 and 2018

(6) Restricted Contributions

In February 2017, the Bank and the Yap State Government entered into a Memorandum of
Understanding (MOU) pursuant to Yap State Law No. 9-35 (the Act) dated July 2016. The Act
authorizes the appropriation of $3 million for the purpose of funding a Yap State development
loan program to be administered by the Bank. Under the MOU, the Bank is essentially
performing all underwriting, disbursement, credit administration activities relating to funded
loans and makes periodic reports to Yap State. The MOU also sets forth eligibility requirements,
including business sector, borrower citizenship and residency requirements, as well as loan
requirements, such as collateral and interest rate. The MOU does not contain provisions to
require the repayment of unused loan funds or payments collected from borrowers back to the
Yap State. The MOU does not contain any provisions in sharing of interest income earned.
Lastly, the MOU does not contain any provisions to require the funds to be maintained on a
revolving basis. The Bank has determined obligations are met once the funds have been
disbursed for intended purposes; however, it intends to re-lend available funds to eligible Yap
State borrowers.

During the year ended December 31, 2017, the Bank received $750,000 in contributions and
disbursed $337,000 for approved loans. During the year ended December 31, 2018, the Bank
received the remaining $2,250,000 of contributions and disbursed all remaining funds. At
December 31, 2019, the program includes five loans with total outstanding balance of
$3,327,725.

In the 2018 financial statements, the Bank has recorded the contributions received from the
Yap State as a component of other-income. During 2019, the Bank has changed the
presentation of contributions received as an additions to restricted contributions, a component
of shareholders’ equity, and loan disbursements as a subtraction from restricted contributions
and an additions to unrestricted retained earnings. The change in presentation is aligned with
its understanding of the MOU terms.

The effects of the changes on the 2018 financial statements are as follows:

As Previously

Reported Adjustment As Restated
As of January 1, 2018:
Restricted contributions $ - $ 413,000 $ 413,000
Retained earnings $ 3,070,755 $ (413,000) $ 2,657,755
For the year ended December 31, 2018:
Net income (loss) $ 2,153,927 $(2,250,000) $ (96,073)
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PACIFIC ISLANDS DEVELOPMENT BANK
Notes to Financial Statements
December 31, 2019 and 2018
(7) lLeases
The Bank operates from a leased office space with monthly lease payments of $5,325 starting
July 2018 through June 2028. Previously, it occupied an office space at a monthly rent of
$1,732, plus allocation of utility charges, through June 30, 2018.

Future commitment under the lease is as follows:

Year ending December 31

2020 $ 63,900
2021 63,900
2022 63,900
2023 63,900
2024 63,900
Thereafter 223,650

$ 243,150

Additionally, the Bank entered into a five-year equipment lease in October 2014. The lease
calls for monthly fixed payments of $210 with additional excess-usage charges.

(8) Employee Benefit Plan

The Bank has a 401(k) Plan whereby substantially all employees participate in the Plan after
meeting certain eligibility requirements, namely, completion of one year of continuous
employment. Contributions to the Plan are 10% of gross salaries and are 100% vested after
three years of service. During the years ended December 31, 2019 and 2018, the Bank
contributed $11,649 and $15,137, respectively, to the Plan.
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