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This discussion and analysis of the FSM National Government’s financial performance provides an 
overview of the financial activities of the FSM National Government for the year ended September 30, 
2007 and of the financial position of the FSM National Government at September 30, 2007.  This report 
is to be read in conjunction with the financial statements of the FSM National Government which begins 
on page 11.  Fiscal Year 2007 comparative information has been provided where appropriate.  
 
FINANCIAL HIGHLIGHTS 
 
• For the fiscal year ended September 30, 2007, FSM National Government has total net assets of 

$61,400,254 (FY06 $61,113,385). The increase is primarily due to increase in revenue collection 
against the projected budget.  

• During the year, FSM National Government expenses for governmental activities were $58,420,979 
(FY06 $51,688,730) and were funded by program revenues of $29,655,526 (FY06 $20,920,954) and 
were further funded with taxes and other general revenues (excluding special items) that totaled 
$29,996,855 (FY06 $26,943,423). 

• During the year, FSM National Government wrote-off receivable balances of $944,533 (FY06 
$10,242,788). 

• During the year, FSM National Government transferred the fund balance from the original compact 
to the general fund with a net balance of $634,575. 

• The net change in governmental funds increased by $5,094,492 (FY06 decreased by $10,565,892).  
Total revenues reported are $59,652,381 with total expenditures of $57,129,332.  Total loan 
proceeds from ADB Loan are $3,515,976. 

• At September 30, 2007, the General Fund reported an unreserved surplus of $6,124,246 (FY06 
$4,513,590).  Of the total unreserved surplus, $2.4 million came from excess of revenue against the 
projected/budgeted amounts, $2.1 million came from unexpended appropriations in the budgetary 
expenditures, and $1.6 million came from net transfers of the fund balance from the original 
Compact and decreases in related assets, net of others.  The summary and details of these amounts 
can be found on page 53 and pages 59 to 61, respectively.   
 

OVERVIEW OF THE FINANCIAL STATEMENTS 
 
This Financial Statements for the Year Ended September 30, 2007 consists of four parts - management’s 
discussion and analysis (this section), the basic financial statements, required supplementary 
information, and notes to financial statements. 
 
The basic financial statements include two kinds of statements that present different views of the 
National Government. 
 
The Government-Wide Financial Statements 
 
The government-wide financial statements report information about the National Government as a 
whole using accounting method similar to those used by the private-sector companies.  It provides both 
long-term and short-term information about the government’s financial status. 
 
The Statement of Net Assets includes all of the Government’s assets and liabilities.  The difference 
between the two is called net assets.  Overtime, increases or decreases in the Government’s net assets 
serve as an indicator to measure the Government’s financial position.  
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The Statement of Activities, on the other hand, accounts for the National Government’s current year’s 
revenues and expenses regardless of when cash is received or paid. 
 
The Statement of Net Assets and the Statement of Activities are divided into three activities: 
 
• Governmental Activities - Most of the FSM National Government’s basic services are reported here. 

These include the services provided by the Executive Branch such as health, education, foreign 
affairs, transportation, resources and development, finance, the Attorney General’s office, and 
general administration; the Judicial Branch;  the Legislative Branch; other National Government 
programs; Boards and Commissions; and other legislative appropriations.  These services are funded 
by Compact of Association funds, US Federal grants, FSM tax revenues, licenses, fees and 
investment earnings. 

 
• Components Units – The FSM National Government has seven (7) component units namely, College 

of Micronesia - FSM, National Fisheries Corporation, FSM Telecommunications Corporation, FSM 
Development Bank, FSM Social Security Administration, the FSM Coconut Development 
Authority, and the Mi Care Plan. These components units are entities which are legally separate 
from the FSM National Government, but are financially accountable to the FSM National 
Government, or whose relationships with the FSM National Government is such that exclusion 
would cause the FSM National Government’s basic financial statements to be misleading or 
incomplete.  

 
Fund Financial Statements 
 
The analysis of the FSM National Government’s major funds begins on page 13. The Fund Financial 
Statements provide detailed information about the most significant funds - not the FSM National 
Government as a whole. Some funds are required to be established by FSM law. However, the FSM 
National Government establishes many other funds to help control and manage funds provided for 
particular purposes to see that expenditures meet the legal requirements for using certain taxes, grants, 
and other grant funds received from outsiders. The FSM National Government has two kinds of funds - 
government and fiduciary – each using different accounting approaches. 
 
• Government funds - Most of the National Government’s basic services are reported in governmental 

funds, which focus on how money flows into and out of those funds and the balances left at year-end 
that are available for spending. These funds are reported using an accounting method called 
modified accrual accounting, which measures cash and all other financial assets that can readily be 
converted to cash. The government fund statements provide a detailed short-term view of the 
National Government general operations and the basic services it provides. Government fund 
information helps determine whether there are more or fewer financial resources that can be spent in 
the near future to finance the National Government’s program. We describe the relationship (or 
differences) between governmental activities (reported in the Statement of Net Assets and the 
Statement of Activities) and governmental funds in reconciliation at the bottom of the page 13. 

 
• Fiduciary funds - These funds are used to account for assets held by a Government unit in a trustee 

capacity for individuals, private organizations, and other governmental resources. This fund is used 
to account  for operations that are financed and operated in a manner similar to private business 
enterprises where the intent is that costs (expenses, including amortization and depreciation) of 
providing goods or services to the general public on a continuing basis be financed or recovered 
primarily though user charges. 
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THE NATIONAL GOVERNMENT AS A WHOLE 
 
Net Assets may serve overtime as a useful indicator of government’s financial position.  At the end of 
FY07, National Government assets exceeded liabilities by $61,400,254.  Of the total net assets, 
$37,858,632 is either restricted as to purposes for which they may be used or are invested in capital 
assets.  National Government uses these capital assets to provide services to its citizens; consequently, 
these assets are not available for future spending.  Although National Government investments 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 source, since the capital assets themselves cannot be used to liquidate these 
liabilities. 
 
Table 1 shows the schedule of National Government’s net assets as of September 30, 2007.  
 

Table 1 
Net Assets 

Governmental Activities 
 

 2007 2006 

Current assets $  49,967,094 $  42,962,869
Other assets 43,905,103 46,534,623
Capital assets   24,761,802   26,277,068
    Total assets 118,633,999 115,774,560

Current liabilities 15,543,229 15,992,186
Other liabilities   41,690,516   38,668,989
    Total liabilities   57,233,745   54,661,175

Net assets:  
Invested in capital assets net of  related debt   24,761,802   26,277,068
  Restricted 13,096,830 28,208,866
  Unrestricted   23,541,622     6,627,451
Net assets $61,400,254 $61,113,385

 
At the end of FY07, the FSM National Government unrestricted assets show a surplus of $23,541,622 
compared to $6,627,451 at the end of FY06. 
 
Table 2 shows the changes in Net Assets of the National Government as of September 30, 2007.  
 

Table 2 
Changes in Net Assets 
Governmental Activities 

 
 2007 2006 

Revenues:   
Program Revenues:   
   Charges for services $  1,628,040 $  1,792,101 
   Operating  grants and contributions 14,750,180 18,393,366 
   Capital grants and contributions 13,277,306 735,487 
General Revenues:   
  Income tax 2,398,611 3,178,727 
  Fishing rights fees 15,005,147 13,163,759 
  Fuel 137,348 144,760 
  Import 4,186,072 4,270,936 
  Gross receipt  3,842,247 3,399,213 
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 2007 2006 
Net increase in investment earnings  3,115,689 1,301,039 
Other   1,311,741   1,484,989 
Total revenues 59,652,381 47,864,377 
Expenditures:   
   Executive 41,008,896 32,312,261 
   Judicial 955,439 973,067 
   Legislative 3,221,718 3,376,796 
   Off of Public Auditor 806,761 715,357 
   Other National Government Program 4,878,679 4,582,373 
   Boards and commissions 1,864,426 1,571,629 
   Other appropriations 
   Payments to component units 

3,932,825 
1,248,428 

3,458,713 
4,648,293 

   Capital 
   Debt service  

37,255 
     466,552 

50,241 
                - 

Total expenditures 58,420,979 51,688,730 
Excess before special items   1,231,402  (3,824,353) 
Special items    944,533 10,242,788 
Change in net assets      286,869 (14,067,141) 
Net assets, beginning of year 61,113,385 75,180,526 
Net assets, end of year $61,400,254 $61,113,385 

 
National Government revenues from governmental activities, including local revenues, investment 
earnings increases, compact and other grants funding totaled $59,652,381 (FY06 $47,864,377).  In 
FY07, the cost of governmental activities totaled $59,365,512 (FY06 $61,931,518); the difference 
between the two representing increased in net assets of $286,869 (decrease in FY06 of $14,067,141).  
To assist in appreciating the details of governmental activities, the above governmental activities 
information is shown in pictorial form in the following graph. 
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Table 3 shows the National Government governmental fund changes in fund balances for the year ended 
September 30, 2007. 
 

Table 3 
Changes in Fund Balances 

 General Fund Other Funds Total 
 2007 2006 2007 2006 2007 2006 
Revenues:       
    Compact funding $                - $                - $10,208,827 $ 8,253,521 $10,208,827 $   8,253,521 
    Federal and other grants - - 15,829,582 10,053,125 15,829,582 10,053,125 
    Taxes 10,367,609 10,993,636 - - 10,367,609 10,993,636 
    Fishing rights fees 15,005,147 13,163,759 - - 15,005,147 13,163,759 
   Net increase in fair value of 
       investments 

2,921,999 1,301,039 2,205,931 1,275,257 5,127,930 2,576,296 

    Other   1,706,323   1,864,003   1,406,963      960,037   3,113,286     2,824,040 

Total revenues 30,001,078 27,322,437 29,651,303 20,541,940 59,652,381   47,864,377 

Expenditures 26,623,817 26,095,999 30,505,515 24,583,013 57,129,332 50,679,012 
Excess (deficiency) of revenue  
    over (under) expenditures   3,377,261 1,226,438 (854,212) (4,041,073) 2,523,049 (2,814,635) 

Net transfers  (1,410,057)    (258,658)   4,926,033   2,750,189   3,515,976     2,491,531 

Special items       944,533 10,242,788                  -                  -      944,533   10,242,788 

Net change in fund balance $ 1,022,671 $(9,275,008) $ 4,071,821 $(1,290,884) $ 5,094,492 $(10,565,892) 
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Analysis of budgetary Variations- General fund: 
 
During the year, the FSM National Government revised its budget several times to accommodate 
supplemental funding for departments and offices requiring increases in appropriations.  As can be seen 
in the following table, actual revenues exceeded projections by $2,451,078 or 12.53% while 
expenditures were less than projections by $2,164,459 or 6.81%.  There were no material budget 
overruns at any level. 
 
    Variance with 
  Budgeted Amounts   Final Budget - 
   Actual  Positive  
  Original   Final   Amounts   (Negative)  

Revenues $24,675,000  $27,550,000  $30,001,078  $2,451,078  
Expenditures 23,595,099  31,761,657  29,597,198  2,164,459  
Excess of revenues   1,079,901   (4,211,657)      403,880  4,615,537  
Other financing sources (uses)     (619,858)     (827,180)  (1,410,057)   (462,074) 
Special items                   -                  -      944,533    (944,533) 
Net changed unreserved 460,043   (5,038,837)  (1,950,710) 3,208,930  
Other changes in unreserved   3,561,366  3,561,366  
Unreserved- beginning    4,513,590    4,513,590     4,513,590                  - 
Unreserved - ending $ 4,973,633  $  (525,247) $ 6,124,246  $6,770,296  

 
CAPITAL ASSETS AND DEBT ADMINISTRATION  
 
Capital Assets 
 
At the end of the September 30, 2007, FSM National Government had invested $49,608,099 (FY06 
$49,093,983) in capital assets.  These assets consist basically of office equipment and machinery, 
buildings, ship, and motor vehicles.   The summary of capital assets of the year is shown below: 
 

Primary Government 
Governmental Activities 

 
 2007 2006 
Buildings $14,248,976 $14,248,976 
Ships and Boats 23,322,100 23,319,942 
Computer Equipment 3,653,760 3,296,202 
Aircraft 709,207 709,207 
Furniture, Equipment and Machinery 3,393,116 3,362,772 
Motor Vehicles   4,280,940   4,156,884 
 49,608,099 49,093,983 
Less accumulated depreciation (24,846,297) (22,816,915) 
Total $24,761,802 $26,277,068 
 
Further information on the FSM National Government’s capital assets can be obtained from note 5 to the 
accompanying financial statements on page 46. 
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Long-Term Debt 
 
At the end of fiscal year 2007, National Government had long term debt of $42,448,974 (FY06 
$39,156,617) relating to Governmental Activities as shown below: 
 
 2007 2006 
ADB Loan  -Early Retirement 
                    -Fisheries and water project 

$17,682,020 
13,658,034 

$17,682,020 
13,942,923 

                    -Private Sector  Development 
                    -Basic social Services 

8,460,857 
1,829,927 

5,827,908 
946,900 

Compensated Absences (Annual Leave)       818,136      756,866 
 $42,448,974 $39,156,617 
 
Further information on the FSM National Government’s long term obligations can be obtained from 
note 6 to the accompanying financial statements on page 47 and 48. 
 
Economic Factors and Next year’s Budget: 

 
Fiscal year 2007 represents the fourth full year the FSM is implementing the economic assistance 
provisions available under the Amended compact.  The total funds appropriated for the National 
Government operations and programs during the fiscal year amounted to $38,157,201.  Funding under 
the amended Compact and Compact 1 represents 24% of the National Government FY07 annual budget.  
The remaining 76% came from locally generated tax revenues, fishing access fees and related 
government services fees.  The FSM National Government ended fiscal year 2007 with a positive 
unreserved general fund surplus. 
 
The FSM economy has performed modestly in recent years.  The economy continued to depend largely 
on external assistance, suggesting limited potential for development objectives of budgetary self-reliance 
and long-term economic advancement.  The public sector expenditures continue to account for almost 
two-thirds of the FSM GDP and are funded largely by external assistance rather than domestic 
production.  In the long term, real potential for economic growth will likely have to originate from the 
private sector. 
 
In 2007, locally generated revenues provided an estimated $27.5 million or 76% of the FSM National 
Government annual budget.  The implementation of the Public Law No. 14-90, which allows the 
taxpayers to deduct amounts paid for social security and salaries and wages for their employees from 
Business Gross Receipts shows an effect of close to 10% reduction in the FSM National Government 
revenue share.   It is anticipated that FY08 budget will reflect the same level or slightly increased level 
from FY07 budgetary level due to large amount of carry over in FY07, unless other revenue sources are 
identified. 
 
In addition to receiving compact grant assistance, the FSM receives substantial program assistance from 
agencies of the United States Federal Government, Peoples Republic of China, Japan and other foreign 
governments. Grants and other technical assistance programs are also made available to the FSM from 
the international and regional organizations.  In FY07, assistance received from these sources was 
estimated at approximately $20.7 million. 
 
FINANCIAL MANAGEMENT CONTACT –NATIONAL GOVERNMENT 
 
This financial report is designed to provide all interested users with a general overview of the National 
Government’s finances.  Inquiries concerning this report, if any, may be directed to the Secretary of the 
Department of Finance and Administration, P.O. Box PS 158, Palikir, Pohnpei, FM 96941. 
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