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PERFORMETER.

REPYBLIC OF PALAY
Freecat Year 2079

A Financial Statement Analysis Using Indicators of the Financial Health and Success and
a Status Report of Audit Findings, Timeliness and Exception Resolution (A.F.T.E.R.) of the
Republic of Palau as of and for the Year Ended September 30, 2019

4 K
¥y k ¥

B =)
e

-

Qe

This presentation is available online at http://www.pitiviti.org

The Performeter® is developed by Crawford & Associates, LLC, with support from the Graduate School USA’s PITI-VITI Program through the United States Department of the Interior.



PERFORMETER.

WHAT 1S THE PERFORMETER:?

 An analysis that takes a government’s financial
statements and converts them into useful and
understandable measures of financial performance

* Financial ratios and a copyrighted analysis methodology
are used to arrive at an overall rating of 0-10

 The overall reading is a barometer of Palau’s financial
health and performance

The Performeter® is developed by Crawford & Associates, LLC, with support from the Graduate School USA’s PITI-VITI Program through the United States Department of the Interior.



PERFORMETER.

How 70 USE THE PERFORMETER

* Use the individual ratios to identify financial warning
signals

* Use the overall rating as a collective benchmark of
financial health and success of Palau as a whole

* Use the comparisons to prior years to monitor trends in
financial indicators

The Performeter® is developed by Crawford & Associates, LLC, with support from the Graduate School USA’s PITI-VITI Program through the United States Department of the Interior.
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LIMITATIONS OF THE PERFORMETER®

 The Performeter® should not be used as the only source of
financial information to evaluate Palau’s performance and
condition

 The analysis is an overall rating of Palau as a whole and not
of specific activities, funds or units

 The Performeter® is based on Crawford & Associates’
professional judgment and is limited as to its intended use

The Performeter® is developed by Crawford & Associates, LLC, with support from the Graduate School USA’s PITI-VITI Program through the United States Department of the Interior.



OHANGE 1N NET POSITION

DID OUR OVERALL FINANCIAL CONDITION IMPROVE, DECLINE OR
REMAIN STEADY OVER THE PAST YEAR?

NET POSITION AT YEar END
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PERFORMETER.

Net position includes all assets of Palau, except for
fiduciary funds held for the benefit of others. It is
measured as the difference between total assets,
including capital assets, plus deferred outflows, netted
against total liabilities, including long-term debt, and
deferred inflows.

For the year ended September 30, 2019, total net
position resulting from current year operations decreased
by $17.9 million or 5.7% from the prior year. The
decrease was indicative of overall expenses incurred for
2019 exceeding the revenues earned for the year. The
decrease in the net position was primarily due to a
decrease in grants and contributions revenue, coupled
with an increase in general government expenses.

2016 2017 2018 2019
32% S8%2 424% -57%

The Performeter® is developed by Crawford & Associates, LLC, with support from the Graduate School USA’s PITI-VITI Program through the United States Department of the Interior.



PERFORMETER.
INTERGCENERATIONAL EQUITY

WHO 1S PAYING FOR TODAY'S COSTS OF SERVICES?

REVENVES AS A % OF ANNUAL EXPENSES A measure of whether the government lived within
its means in the measurement year, or was

1620% required to use prior year resources to fund a
160% portion of current year costs, or shifted the funding
140% of some of the current year costs to future periods.

120%

180%

For the year ended September 30, 2019, Palau
926% funded 81.9% of their current year expenses with
1700% 89.8% 913%  gr24 current year operational revenues. This indicates
80% 80.1% that Palau’s current year costs were partially
60%
40%
20% percentage, and represents a significant decrease
0% in the ratio when compared to the ratio of the prior

funded with current year operational revenues and
2013 2014 2015 2016 2017 2018 2019 year.

81.9%

contributions from permanent funds (Compact
investment fair value increases) thereby creating a
larger operational deficit. It is considered a poor

2000 20/t 2012 2013 2014 2015 2016 20/ 2018 2019

881% 86% 783% 801% 898% 926% I913% &7.2% 1620% 819%

The Performeter® is developed by Crawford & Associates, LLC, with support from the Graduate School USA’s PITI-VITI Program through the United States Department of the Interior.



PERFORMETER.

LEVEL OF UYNRESTRICTED NET POSITION

How D0 OUR TOTAL RAINY DAY FUNDS LOOK?

0,
YNRESTRICTED NET POSITION (DEFICIT) AS A % OF ANNUYAL REVENYES The level of total unrestricted net position is

0% an indication of the amount of unexpended

0% —o and available resources Palau has at a
12.7% -7.8% point in time to fund emergencies,
-30% - shortfalls or other unexpected needs.
-50% For the year ended September 30, 2019,
~720%
~90%
~95.8%

Palau’s total unrestricted net position was
actually in a deficit position that
approximated $125.3 million, or 117% of
annual total revenues. Also, this represents

~594%

~110% -106.8% -106.8% a significant increase in size of the deficit-
-130% ~117.0% to-revenue percentage ratio calculated in
2013 2014 2015 2016 2017 2018 2019 the prior year.

2010 201/ 2012 2013 2014 2015 2016 2017 2018 2019

~18%  -193% -147% -147% -72.8%2 -106.8% -958% ~1068%  -594%  -117%

The Performeter® is developed by Crawford & Associates, LLC, with support from the Graduate School USA’s PITI-VITI Program through the United States Department of the Interior.



PERFORMETER.

LEVEL OF UNASSIGNED FUND BALANCE
HOW DOES OUR CARRYOVER LOOK?

UNaSSIGNED FUND BALANCE (DEFICIT) A4S A The level of unassigned fund balance is an
PERCENTAGE OF ANNYAL REVENYES indication of the amount of unexpended,

70% unencumbered and available resources
604% . .
Palau has at a point in time to carryover into

60%
50 the next fiscal year to fund budgetary
% 22.5% 422% emergencies, shortfalls or other unexpected
0% 0 needs. In this analysis, only the General
33.2% Fund i idered
0% 264% und is considered.
For the year ended September 30, 2019,

20% o .

13.3% Palau’s unassigned fund balance of the
10% i General Fund was 60.4% of annual

0% revenues. This is a very healthy position for

the General Fund to be in, and is an
10k -62% improvement from the ratio of the prior

~20% period.
2013 2014 2015 2016 2017 2018 2019

20/0 201/ 2012 2013 2014 2015 2016 2017 2018 2019

-328% -208% -134% -67% 133% 264% 33.2% 425% 422% 604%

The Performeter® is developed by Crawford & Associates, LLC, with support from the Graduate School USA’s PITI-VITI Program through the United States Department of the Interior.
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HOW HEAVILY ARE WE RELYING ON REVENUE SOURCES WE CANT
OIRECTLY CONTROL?

2019 REVENYE PERCENTAGES BY SOURCE

The percentage dispersion of revenue by
source indicates how dependent Palau is on
certain types of revenue. The more
dependent Palau is on revenue sources
beyond its direct control, such as grants, the
less favorable the dispersion.

1.7%

For the year ended September 30, 2019,
42.4% Palau had direct control over approximately
35% of its revenues. This ratio indicates
Palau has some exposure, as do most
governments, to financial difficulties due to
reliance on non-controlled revenue (65%).
This ratio is an increase when compared to
ratios of prior periods, due to the significant
decrease in operating and capital grants and

M Taxes M Grants & Contributions ® Service Charges M Other contributions.

2010 201/ 2012 2013 2014 2015 2016 2017 2018 2019

390% 502% S516% 545% 558% 610% 583% 690% 381% 652% ,

The Performeter® is developed by Crawford & Associates, LLC, with support from the Graduate School USA’s PITI-VITI Program through the United States Department of the Interior.



PERFORMETER.
Carrrae ASSEr Conorrion

HOW MmUYCH USEFUL LIFE DO WE HAVE LEFT IN OUR CAPITAL
ASSETS?

The capital asset condition ratio compares

PERCENTAGE OF CAPITAL ASSETS’ USEFUL LIFE REMAINING capital assets cost to accumulated
100% depreciation to determine the overall
0% percentage of useful life remaining. A low
20% percentage could indicate an upcoming need
. to replace a significant amount of capital
20% assets.
60%
50% At September 30, 2019, Palau’s depreciable
C o 42Z2 oy capital assets amounted to $469 million
0% 32% . while accumulated depreciation totaled
30% 2% 25% 25%  24% $356 million. This indicates that, on the
20% average, Palau’s capital assets have 24% of
10% i their useful lives remaining. This represent a
0% decrease in the ratio when compared to the

2013 2014 2015 2016 2017 2018 2079 prior period, but remains relatively consistent
with the immediate prior years.

2000 20/ 2012 2013 2014 2015 2016 20/7 2018 @ 20/9

612 S5% 467 42% 38% 32% 27% 25% 25% 24%

The Performeter® is developed by Crawford & Associates, LLC, with support from the Graduate School USA’s PITI-VITI Program through the United States Department of the Interior.



PERFORMETER.

FINANCING MARGIN - TAXES

WILL OUR CITIZENS BE WILLING TO PAY INCREASED TAXES FOR
OPERATIONS OR CAPITAL IMPROVEMENTS, IF NEEDED?

7074L TAXES PER CarITA

2500 The financial ratio of taxes per capita is an
2023 2077 2M? indication of Palau’s tax burden on it.s
7.930 2075 2 : 2011 citizens and other taxpayers. The ratio
2000 : includes all taxes paid the local population
1682 1656 including gross receipts tax, income taxes,
1.500 and other taxes.
For the year ended September 30, 2019,
1.000 total taxes amounted to $42 million or
$2,011 per capita. This indicates a relatively
1500 moderate tax burden on the citizens when
compared with other insular governments,
and represents a slight decrease in the ratio
0 when compared to the ratio from the prior
2013 2014 2015 2016 2017 2018 2019 period.

2010 2017 2012 2013 20014 2015 @ 2016 2017 2018 2019

152 1,676 1437 1682 ‘1656 1930 ‘2073 ‘2077 2//17 <20//

The Performeter® is developed by Crawford & Associates, LLC, with support from the Graduate School USA’s PITI-VITI Program through the United States Department of the Interior.



PERFORMETER.
FINANCING MARGIN - DEBT

WLl WE BE ABLE TO ISSUE MORE DEBT, IF NEEDED?

Oeg8r Per Carita _ _ _ o
10.680 4p 530 The financial ratio of debt per capita is an

10.500 9.987 indication of Palau’s debt burden on its
citizens and other taxpayers.

- 8524

2446 For the year ended September 30, 2019,

Palau had $219.5 million of long-term debt

6,500 or $10,530 per capita, which is a relatively
high debt burden on its citizens when

‘4.500 compared to other insular governments. It
also represents a slight decrease in the

2 500 ratio of debt per capita from the prior year.

1182 9110 1317
oo 1 mm N

2012 2013 2014 2015 2006 2017 2018 2019

2010 2001 2012 2013 2014 2015 2016 2017 2018 2019

‘866 906 1187 1IN0 1317 7446 8524 9987 10680 10530

The Performeter® is developed by Crawford & Associates, LLC, with support from the Graduate School USA’s PITI-VITI Program through the United States Department of the Interior.



PERFORMETER.

PENSION PLan FUNDOING RATIO

WILL WE BE ABLE TO PAY OUR EMPLOYEES WHEN THEY RETIRE?

LPLan NET PoOSITION AS A PERCENTACE OF MET

PEeNSION LrasriTy
60% The pension funding ratio compares the net
position of the pension plan trust fund to the
50% total pension liability for pension benefits. A
percentage less than 100% indicates the plan
20% 39% is under-funded at the valuation date.
At September 30, 2019, Palau’s pension
30% 26% 26% plan trust fund net position was 10% of the
25% accrued total pension liability, indicating the
20% 122 plan was less than 15% funded for the 5t
2% g1y 0% 10% year in a row. This is an unhealthy position
10% for civil service pension fund to be in, and
i i i i i equals the lowest funded percentage in any
0% period measured.

2011 2012 20/13 2014 2015 2016 20172 2018 2019

2010 2017 2012 2013 20014 2015 2016 2017 2018 2019

39% 39% 26%  26% 23% 9% 2% A 10% 10%

The Performeter® is developed by Crawford & Associates, LLC, with support from the Graduate School USA’s PITI-VITI Program through the United States Department of the Interior.



PERFORMETER.
DEBT 70 ASSETS

WO reaLty owns Patay?

The debt to assets ratio measures the

PERCENTACE OF EQUITY IN ASSETS extent to which Palau had funded its

100% assets with debt. The lower the debt
90% percentage, the more equity Palau has
80% in its assets.

70% . l At September 30, 2019, approximately
60% 44.7% of Palau’s $538 million of total
50% : . . . assets were funded with debt or other
0% 870%R82.0% . obligations, resulting in equity position
30% 358 50550 5125055545532 of 55.3%. This is approximately the
20% ratio of the prior year and indicates
10% that for each dollar of assets it owns,

0% Palau owes 44.7 cents of that dollar to

2012 2013 2014 2015 2016 2017 2018 2019 others.

2010 201/ 2012 2013 2014 2015 2016 2017 2018 2019

1272% 119% 13.9% 13.0% 137% 46.5% 492% 486% 445% 447%

The Performeter® is developed by Crawford & Associates, LLC, with support from the Graduate School USA’s PITI-VITI Program through the United States Department of the Interior.



Dear Service Loao PERFORMETER.

How MUCH OF OUR ANNUYAL NON-CAPITAL BYDGET IS LOADED WITH
OISBUYRSEMENTS 7O PAY OFF LONG-TERM DEBT

Percentage of Debt Service to Non- The debt service load ratio measures the
Debt Expenditures

extent to which Palau’s non-capital
expenditures were comprised of debt
service payments on long-term debt.

100% -

For the year ended September 30, 2019,
Palau’s total non-capital expenditures
amounted to $118.1 million, of which
$4.9 million (or 4.1%), were payments for
principal and interest on long-term debt.
In our model, this is considered an
excellent ratio and indicates that for every
dollar Palau spent on non-capital items,

2.7% 4.1 cents of that dollar was used for debt

service. Restatements for FY 2015

through FY 2017 have been made to this

2015 2016 2017 2018 2019 score and the overall score due to the
@ Debt Service ®Non-Debt Expenditures impact of this ratio.

75%

50%

25%

0% -

2010 2017 2012 2013 2014 2015 2016 2017 2018 20719

N/A N/A N/A N/A N/A 3.3% 27% 28% 27% 41%

The Performeter® is developed by Crawford & Associates, LLC, with support from the Graduate School USA’s PITI-VITI Program through the United States Department of the Interior.



PERFORMETER.
CURRENT RATIO

WILL OUR VENDORS AND EMPLOYEES BE PLEASED WITH OUR
ABILITY TO PAY THEM ON TIME?

The current ratio is one measure of Palau’s ability
CUYRRENT ASSETS COMPARED TO CUYRRENT LIABILITIES to pay its short-term obligations. The current ratio
140,000 compares total current assets and liabilities. A
current ratio of 2.00 to 1 indicates good current
liquidity and an ability to meet the short-term

00,000 obligations. This ratio includes only Palau’s
84,55/ General Fund, the main operating fund of the
*80.000 government.
63.842
60.000 At September 30, 2019, Palau had a General Fund
20,000 ‘36,315 ratio of current assets to current liabilities of 5.34
22.5969.068 954 s59¢ 10 1. This indicates that for every dollar of current

20,000 4221 6.358 . liabilities, Palau had $5.34 to fund them. This is

0 E l considered an excellent ratio, but it is a decline

2014 2015 2006 2017 2018 2019 when compared to the ratio of the prior period.

0 CYRRENT ASSETS BOYRRENT LIABILITIES

$120.000 116751 115290

2000 20/ 2012 2013 2014 2015 2016 2017 2018 @ 20/9

061 062 /102 00 1722 28 390 487 585 534

The Performeter® is developed by Crawford & Associates, LLC, with support from the Graduate School USA’s PITI-VITI Program through the United States Department of the Interior.



PERFORMETER.
Qurek RATIO
How 1S OUR SHORT-TERM CASH POSITION?

The quick ratio is another, more conservative,

Cast aNO CasH EQUIVALENTS COMPARED TO CURRENT LIABILITIES measure of Palau’s ability to pay its short-term
£59.000 56,980 obligations. The_ quick ratio compares total cash
’ and short-term investments to current
9000 49.200 liabilities. A quick ratio of 1.00 to 1 indicates
‘43.542 adequate current liquidity and an ability to
39,000 meet the short-term obligations with cash. This
32273 ratio includes only the General Fund, Palau’s
29,000 23419 main operating fund.
19,000 228 46428 wry22 | (9774 %45 at September 30, 2019, Palau had a General
00 1274 42.534 Fund ratio of cash and cash equivalents to
9,000 i current liabilities of 2.32 to 1. This indicates
’ that for every dollar of current liabilities, Palau
1,000 had 2.32 dollars in cash and cash equivalents

2014 2015 2016 2017 2018 2019 to fund them. This is considered an excellent
ratio, but a decline from the ratio of the prior

WlAsH & CasH EQUIVALENTS wmOYRRENT LIABILITIES period

2010 2011 2012 2013 2014 2015 2016 2017 2018 20719

039 033 0859 058 093 187 /199 254 288 232

The Performeter® is developed by Crawford & Associates, LLC, with support from the Graduate School USA’s PITI-VITI Program through the United States Department of the Interior.
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PERFORMETERe READING

How Was OQUr OVERALL FINANCIAL PERFORMANCE?
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For the 2019 fiscal year, the readings by ratio category
were as follows:

Financial Position 6.12
Financial Performance 1.30
Financial Capability 5.27

The 2019 reading of 5.01 indicates the evaluator’s opinion
that the Palau Government’s overall financial health and
performance decreased during the fiscal year ended
September 30, 2019, but still remains an above
satisfactory reading.

Palau has maintained a relatively consistent level of
scoring over the past 11 years. However, Palau’s overall
financial health did decline during the 2019 fiscal year. The
primary reasons for the above satisfactory reading are the
high level General Fund’s level of unassigned fund balance,
the low debt service load ratio, the high readings of current
and quick ratios, and the high overall above satisfactory
financial position reading. However, declines in other
ratios led to the decrease in the current year score.

4 56
2 e

FY 19 Overate Perrormerere Reaome: & 0F

The Performeter® is developed by Crawford & Associates, LLC, with support from the Graduate School USA’s PITI-VITI Program through the United States Department of the Interior.



PERFORMETER.

RaTr0 FY 2014 FY 2015 FY 2016 FY 2017 FYy 2018 Ky 2019
CHANGE IN NET POSITION 7% -85% 3.2% 85.8% 22.4% ~8.7%
INTERGENERATIONAL EQUITY 89.8% 926% 91.3% 87.2% 162% 81.9%
Level OF YNRESTRICTED NET -2.8% ~106.8% | -95.8% | -106.8% | -59.4% ~112%
Losrrion
Level oF Ynassreneo Funo 13.3% 264% 33.2% 425% 422% 604%
Balanece
REVENYE DISPERSION b85.8% 61% 883% 69% 3871% 65.2%
Carirat ASSer Conorrion 38% 32% 27% 25% 25% 24%
FINANCING MARGIN = TAXES 1,656 1,930 20723 2022 2117 2011
FINANCING MARGIN - 1.317 7446 8524 59,987 70680 | 10530
DEBT/OBLIGATIONS
PENSION PLan FUNDING 23% 2% 2% 2% 10% 10%
Dear Service Loao NA 3.3% 27% 28% 27% 4.1%
DEar 70 ASSETS 13.1% 426.5% 492% 48.6% 44.5% 44.2%
CYRRENT RATIO .72 286 390 487 585 8,34
Qurek Rarro 093 187 199 254 288 232
OVERALL PERFORMETER READING 499 4.65* 5.09* 525* 6.09 CX//4

¥NOTES YEARS THAT THE OVERALL SCORE HAS BEEN RESTATED FOR COMPARISON PYRPOSES

PERFORMETER INOIVIDUAL RATIOS =~ SUMMARY AND COMPARISON TO PRIOR YEARS

The Performeter® is developed by Crawford & Associates, LLC, with support from the Graduate School USA’s PITI-VITI Program through the United States Department of the Interior.



PERFORMETER.

WHAT 1S THE AF.T.ER Anacysis?

 The A.F.T.E.R. Analysis is very simply an analysis of the status
of audit findings, the timeliness of the submission of the
audit and the resolution of certain audit exceptions, this
analysis can be used to track a government's progress
towards eliminating its most significant findings and
exceptions, along with tracking the timeliness of submission
to the Federal Clearinghouse.

The Performeter® is developed by Crawford & Associates, LLC, with support from the Graduate School USA’s PITI-VITI Program through the United States Department of the Interior.



2012 20713 2014 2015 2076 2017
Number of F.S. Opinion 0 0 0 0 0 0 0 0
Qualifications/Exceptions
Number of Major Federal Program 7 7 6 9 5 3 1 2
Qualifications/Exceptions
Number of F.S. Findings
A. Internal Control and Compliance 0 0 0 0 0 1 3 1
B. Internal Control Onl 3 3 : L 1 J 0 .
il Y 8 0 1 0 1 0 0 0
C. Compliance Only 11 B 4 1 2 6 3 4
TOTAL
Percentage of Findings Repeated 80% 0% 50% 0% 0% 33% 100% 75%
Number of Single Audit Findings
A. Internal Control and Compliance 18 19 9 17 11 7 3 3
B. Internal Control Only 0 0 0 0 0 0 0 0
C. Compliance Only 0 0 1 0 0 0 0 0
TOTAL 18 19 10 17 11 7 3 3
Percentage of S.A. Findings Repeated 57% 47% 80% 29% 73% 43% 67% 0%
Number of months after Y/E the F.S. were 13.5 10 9 9.5 9.5 9 9 16.5
Released
Number of Qualifications/Exceptions Related 0 0 0 0 0 0 0 0
to C.U.
S of Questioned Costs-Current Year $763,348 $183,006 $72,875 $354,018 $97,206 $0 $174,130 $44,448
$2,754,298 $2,690,163 $826,527 $753,136 $319,767 $314,686 $488,816 $359,134
$ of Questioned Costs- Cumulative
$ of Questioned Costs Resolved — Current $1,559,418 $247,141 $1,936,511 $427,409 $204,848 $57,338 $0 $174,130

Year

The Performeter® is developed by Crawford & Associates, LLC, with support from the Graduate School USA’s PITI-VITI Program through the United States Department of the Interior.
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THANK You!

We would like to commend and thank the Government of Palau’s
management, the U.S. Department of the Interior and the Graduate
School USA for allowing us to present this financial analysis. We
hope it serves as a useful and understandable compliment to
Palau’s annual financial report.

* This report is available online at http://www.pitiviti.org.

* Visit our website at http://www.crawfordcpas.com for other useful
tools for governments.

The Performeter® is developed by Crawford & Associates, LLC, with support from the Graduate School USA’s PITI-VITI Program through the United States Department of the Interior.
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