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This analysis, prepared by the Department of Administration and Finance, offers readers of the Kosrae 
State Government’s (“Kosrae State”) financial statements a narrative overview of the activities of the 
government for the fiscal year ended September 30, 2006. We encourage readers to consider this 
information in conjunction with Kosrae State’s financial statements, which follow.  Fiscal year 2005 
comparative information has been included, where appropriate.  This analysis is required by the 
Governmental Accounting Standards Board, (GASB) which provides guidelines on what must be 
included and excluded from this analysis. 
 
FINANCIAL HIGHLIGHTS 
 
• For the fiscal year ended September 30, 2006, Kosrae State’s total net assets decreased by $7.26 

million (or 18%) from $39.62 million in the prior year to $32.36 million.  This decrease is primarily 
attributable to operating deficits incurred in the General Fund and write-offs of bad debts in the 
General and Compact Capital Projects Funds. 

 
• During fiscal year 2006, Kosrae State’s revenues of $11.7 million were less than total expenses and 

special items ($18.96 million) by $7.26 million.  This deficit primarily was the result of Kosrae State 
taking bad debt write-offs and other special items of $4.02 million in fiscal year 2006 pertaining to 
prior year investments and accounts receivable. 

 
• General Fund budgetary deficits were incurred in fiscal year 2006: budgeted revenues of $3.36 

million exceeded actual collections of $1.64 million by $1.72 million (or 51%) as the result of over-
estimates of local revenue collections.  The expenditure budget also reflected a negative budget 
variance because of bad-debt write-offs.  Total expenditures and special items of $4.66 million were 
$2.08 million greater than budgeted expenditures of $2.68 million (or 78%); reflecting 
management’s decision to write-off bad debts pertaining to prior year transactions.    

 
• During fiscal year 2006, Kosrae State’s general fund balance deficit increased by $3.22 million (up 

819%); growing from $0.39 million in the prior year to $3.61 million.  The increase primarily 
reflects both the deficit spending in the general fund as well as management’s decision to write-off 
bad debts incurred in prior years. 

 
OVERVIEW OF THE FINANCIAL STATEMENTS 
 
This discussion and analysis is intended to serve as an introduction to Kosrae State’s basic financial 
statements.  Kosrae State’s basic financial statements comprise three components: 1) governmental-wide 
financial statements, 2) fund financial statements, and 3) notes to the financial statements.  This report 
also contains additional required supplementary information in the form of budgetary schedules, which 
are prepared on the budgetary basis of accounting, and other optional supplementary information, in 
addition to the basic financial statements themselves, which includes combining statements for 
governmental funds and component units. 

 
Government-Wide Financial Statements 
 
The government-wide statements report information about Kosrae State as a whole using accounting 
methods similar to those used by private-sector companies.  It provides both long-term and short-term 
information about the State’s financial status. 
 
The statement of net assets includes all the government’s assets and liabilities.  The difference in the two 
is called net assets.  Over time, increases or decreases in the State’s net assets serve as indicator to 
measure the State’s financial position. 
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The statement of activities on the other hand, account for the State’s current year’s revenues and 
expenses regardless of when cash is received or paid.   
 
The government-wide financial statements of Kosrae State are divided into two categories: 
 
• Governmental activities -- Most of Kosrae State’s basic services are included here, such as 

education, health, special appropriations, finance, judiciary, and general administration.  Compact 
sector and other federal grants finance most of these activities. 

 
• Component Units -- Kosrae State includes the operating results of the Kosrae Utilities Authority and 

Micronesia Petroleum Corporation in its report.  Although legally separate, these “component units” 
are important because Kosrae State is financially accountable for them. 

 
Fund Financial Statements 
 
The fund financial statements provide more detailed information about Kosrae State’s significant funds. 
Funds are accounting devices that Kosrae State uses to keep track of specific sources of funding and 
spending for particular services.  The State uses fund accounting to comply with financial and related 
legal requirements.  The fund financial statements present a balance sheet and a statement of revenues, 
expenditures, and changes in fund balances for its major and aggregated non-major funds. 
 
Most of Kosrae State’s basic services are included in governmental funds, which focus on (1) how cash 
and other financial assets that can be readily be converted to cash flow in and out and (2) the balances 
left at year-end that are available for spending.  Consequently, the governmental funds statements 
provide a detailed short-term view that helps you determine whether there are more or fewer financial 
resources that can be spent in the near future to finance Kosrae State programs.  Because this 
information does not encompass the additional long-term focus of the government-wide statements, we 
provide additional information at the bottom of the governmental funds statement, or on the subsequent 
page, that explains and reconciles the relationship (or differences) between them. 
 
The State maintains individual governmental funds, which are categorized as major and non-major.  The 
major funds comprise the general fund, the Compact Sector grants, the Compact Capital Projects fund, 
and the permanent Compact Trust fund. 
 
FINANCIAL ANALYSIS OF KOSRAE STATE AS A WHOLE 
 
Net assets may serve over time as a useful indicator of a government’s financial position.  At the end of 
fiscal year 2006, Kosrae State’s assets exceeded liabilities by $32.4 million.  However, all these net 
assets are restricted as to the purposes they can be used for or are invested in capital assets.  Kosrae State 
uses these capital assets to provide services to its citizens; consequently, these assets are not available 
for future spending.  Although Kosrae State’s investment in capital assets is reported net of related debt, 
it should be noted that the resources needed to repay this debt must be provided from other sources, 
since the capital assets themselves cannot be used to liquidate these liabilities.  The following summary 
of Kosrae State’s net assets as of September 30, 2006, with comparable balances for fiscal year 2005, 
discloses this relationship: 
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 2006  2005   

Current and other non-capital assets $    8,661,612  $  12,769,174    
Capital assets     30,385,246      32,416,054   
           Total Assets     39,046,858      45,185,228   

Long-term liabilities       3,235,913        3,226,511   
Other liabilities       3,453,438        2,335,810   
           Total Liabilities       6,689,351        5,562,321   

Net Assets      
  Invested in capital assets,       
    net of related debt    30,385,246      32,416,054   
  Restricted      8,824,483      10,327,949   
  Unrestricted     (6,852,222)       (3,121,096)   

          Total Net Assets $  32,357,507  $  39,622,907   
 
At the end of fiscal year 2006, Kosrae State’s unrestricted assets showed a deficit of $6.85 million, an 
increase of $3.72 million (or 118%) from the prior year.  This deficit is the result of having current and 
long-term commitments that are greater than currently available resources.  Specifically, Kosrae State 
did not include in past annual budgets the full amounts needed to finance its current liabilities to vendors 
and others or its long-term liabilities arising from Asian Development Bank (ADB) loans and unused 
employee leave balances.  Kosrae State will include these amounts in future years’ budgets as funding 
permits.   
 
Net assets declined by $7.26 million (or 18%) from the prior year. Key elements are the decrease and the 
differences from the prior year are shown in the following schedule: 
 
  2006  2005   
Revenues:       
 Federal contributions  $   8,772,236  $   8,440,533   
 Charges for services          399,535          342,410   
 Revenue sharing       1,216,477          923,297   
 Unrestricted investment earnings            71,951          237,446   
 Taxes         157,598          196,360   
 Other      1,088,035          886,976   

         Total revenues     11,705,832     11,027,022   
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 2006  2005   
Expenses:      
  General Government        6,717,127        4,685,687   
  Education         3,102,602        3,643,613   
  Health Services        2,191,888        2,288,450   
  Capital projects           196,909           976,079   
  Economic development        2,105,967        1,875,843   
  Land and natural resources             28,870             87,963   
  Public safety             35,852               9,912   
  Other miscellaneous           575,747         1,144,382   

       Total expenses      14,954,962       14,711,929   

  Special items      (4,016,270)                       -   

    Change in net assets      (7,265,400)        (3,684,907)   

Net assets at the beginning of the year     39,622,907      43,307,814   

Net assets at the end of the year $  32,357,507  $  39,622,907   
 
Total revenues in fiscal year 2006 of $11.7 million increased $0.67 million from the prior year’s $11.03 
million (up 16%) primarily due to increases in Compact sector grants, revenue sharing and a 
discretionary grant of $0.5 million from the People’s Republic of China.  In fiscal year 2006, Compact 
sector grants comprised 57% of all Kosrae State funding sources whereas general fund comprised only 
13%. 
 
Total expenses and special items of $18.96 million reflected a $4.26 million (or 28%) increase from the 
prior year primarily because of bad debt write-offs.  Without these write-offs, operating expenses of 
$14.95 million were 1.6% more than in the prior year, primarily due to carrying out activities under 
certain ADB funded projects. 
 
The following graphs show the major components or revenues and expenditures of governmental funds 
for the year ended September 30, 2006.  
 

Figure 1 - Kosrae State Government Sources of Revenue
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Figure 2 - Kosrae State Government Expenses by Function
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FINANCIAL ANALYSIS OF KOSRAE STATE’S FUNDS 
 
As noted earlier, Kosrae State uses fund accounting to ensure and demonstrate compliance with finance-
related legal requirements.  As of the end of fiscal year 2006, Kosrae State’s governmental funds 
reported a combined fund balance of $5.21 million which represents a $4.34 million decrease (or 45%) 
from the $9.55 million recorded at the end of fiscal 2005.  This decrease is attributable to the deficit 
resulting from expenditures exceeding revenues.   Of this total combined fund balance, $8.27 million is 
reserved to indicate that it is not available for new spending because it has already been committed: 1) to 
generate income for future operations or to reflect long-term loan or investment activities ($6.1 million); 
2) to liquidate contracts and purchase orders of the prior period ($1.41 million); or 3) to fund specific 
general fund and compact CIP-related activities ($0.76 million). These reserved fund balances are off-
set by a combined deficit of $3.06 million, an decrease of $0.40 million (or 10%) from fiscal year 2005.   
The overall decrease in the unreserved fund balance deficit is attributed to management’s decision to 
write-off non-performing assets. 
 
 
GENERAL FUND BUDGETARY HIGHLIGHTS 
 
During the course of the fiscal year, management and elected officials of Kosrae State revised the 
General Fund budget.  The revised budget included a decrease in the authorized expenditure budget of 
$0.68 million, from $3.36 million to $2.68 million.  The primary reason for this downward revision was 
to reign in expenditures when revenue collections did not match inflated revenue projections.  
Nevertheless, general fund expenditures and other financing uses exceeded revenues by $3.2 million.  
This deficit included the write-down of non-performing accounts receivables and other investments 
totaling $2.08 million which had generally proportional decreases in the fund balance reserve for related 
assets.  The unreserved general fund deficit increased $0.83 million in fiscal year 2006; from $4.16 
million in the prior year, to $4.99 million. 
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CAPITAL ASSET AND DEBT ADMINISTRATION 
 
Capital Assets 
 
Kosrae State’s investment in capital assets for the primary government as of September 30, 2006, 
amounted to $89.87 million, net of accumulated depreciation of $59.48 million, leaving a net book value 
of $30.39 million.  This represents a net decrease of $2.03 million (or 7 %) from fiscal year 2005.  Net 
fixed assets declined in fiscal year 2006 because new additions lagged depreciation charges as the 
previous Compact CIP source of capital investment was depleted. Incremental additions were made to 
buildings and equipment.   The table below summarizes Kosrae State’s capital assets: 
 
 2006  2005 
Buildings $    3,082,832   $    3,126,205 
Infrastructure     26,698,697      28,655,056 
Machinery, equipment, others          603,717           634,793 
 $  30,385,246  $  32,416,054 

 
Additional information on Kosrae State’s capital assets can be found in note 5 to the financial 
statements. 
 
Long-Term Debt 
 
The following schedule shows Kosrae State’s noncurrent liabilities for fiscal year 2006 which is greater 
than fiscal year 2005’s balances due to proceeds received for certain private sector and other ADB 
development loans: 
 
 2006  2005 
ADB Early Retirement Loan and Others $  2,991,777  $  2,000,000  
Malem Water Supply Loan        136,173         140,750 
Other claims        110,000         200,000  

Total noncurrent liabilities $  3,237,950  $  2,340,750  
 
Interest and principal payments on ADB loans will commence in fiscal year 2007.  
 
Additional information on Kosrae State’s long-term debt obligations can be found in note 6 to the 
financial statements. 
 
 
ECONOMIC FACTORS AND NEXT YEAR’S BUDGET  
 
In fiscal year 2007 Kosrae State began a process of fiscal reform to rationalize expenditures within 
available revenues and otherwise put itself in a better financial position.  This process was made 
necessary by depleted cash resources and mounting liabilities.   
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A loan of $1.5 million was received from the FSM national government to pay off short-term liabilities 
and refund Compact sector funds that had been diverted for other purposes.  Moreover, in order to 
present a true picture of its financial position, Kosrae State management concurred in the write-off of 
$4.3 million of non-performing assets to be reflected as of September 30, 2006.   Additional steps are 
planned to reduce personnel paid from local resources.  These measures are expected to yield long-term 
results by making the government leaner and enhancing Kosrae State’s reputation with grantor agencies.  
Kosrae State management is confident that these fiscal reforms will improve the long-term financial 
viability of the State. 
 
 
CONTACTING KOSRAE STATE’S FINANCIAL MANAGEMENT 
 
This financial report is designed to provide our citizens, taxpayers, customers, and investors and 
creditors, a general overview of Kosrae State’s finances to demonstrate its accountability for the money 
it receives.  If you have questions about this report or need additional financial information, contact the 
Director, Administration and Finance; P.O. Box 878; Kosrae, FM, 96944. 
 
 
 














































































































































































































