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INDEPENDENT AUDITORS’ REPORT

Board of Directors
Palau Community Action Agency:

Report on the Financial Statements

We have audited the accompanying financial statements of Palau Community Action Agency (the
Agency) (a nonprofit corporation), which comprise the statement of net position as of September 30,
2015, 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.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with 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. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the
financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.



Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Palau Community Action Agency as of September 30, 2015, and the results of its
operations and its cash flows for the year then ended in accordance with accounting principles
generally accepted in the United States of America.

Emphasis of a Matter

As discussed in note 2 to the financial statements, during the year ended September 30, 2015, the
Agency implemented Governmental Accounting Standards Board (GASB) Statement No. 68,
Accounting and Financial Reporting for Pensions and GASB Statement No. 71, Pension Transition for
Contributions Made Subsequent to the Measurement Date - an amendment of GASB Statement No.
68. As a result, the Agency has elected to restate its beginning net position at October 1, 2014 to reflect
the implementation of these standards. Our opinion is not modified with respect to this matter.

Report on Required Supplementary Information

Management has omitted the Management's Discussion and Analysis that accounting principles
generally accepted in the United States of America requires to be presented to supplement the financial
statements. Such missing information, although not a part of the financial statements, is required by the
Governmental Accounting Standards Board who considers it to be an essential part of financial
reporting for placing the financial statements in an appropriate operational, economic, or historical
context. Our opinion on the financial statements is not affected by this missing information.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the Schedule of
Proportional Share of the Net Pension Liability on page 21 and the Schedule of Pension Contributions
on page 22 be presented to supplement the basic financial statements. Such information, although not
a part of the basic financial statements, is required by the Governmental Accounting Standards Board
who considers it to be an essential part of financial reporting for placing the basic financial statements
in an appropriate operational, economic, or historical context. This supplementary information is the
responsibility of the Agency’s management. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United
States of America, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management’s responses to our
inquiries, the basic financial statements, and other knowledge we obtained during our audit of the basic
financial statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an opinion or
provide any assurance.



Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated June 30,
2016, on our consideration of Palau Community Action Agency’s internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that testing, and not to
provide an opinion on internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards in considering
Palau Community Action Agency’s internal control over financial reporting and compliance.
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June 30, 2016



PALAU COMMUNITY ACTION AGENCY
(A Nonprofit Corporation)

Statement of Net Position
September 30, 2015

ASSETS AND DEFERRED OUTFLOWS OF RESOURCES
Current assets:

Cash $ 148,456
Receivables:
Grantor agencies 158,483
General 6,223
Allowance for doubtful accounts (2,763)
Prepaid expenses 3,735
Total current assets 314,134
Property and equipment, net 827,425
Total assets 1,141,559
Deferred outflows of resources from pension 1,188,201
Total assets and deferred outflows of resources $ 2,329,760

LIABILITIES, DEFERRED INFLOWS OF RESOURCES AND NET POSITION
Current liabilities:

Accounts payable - trade $ 138,463
Accounts payable - employees 172
Accrued expenses 144,739
Deferred revenue 2,812
Total current liabilities 286,186

Net pension liability 4,134,448
Total liabilities 4,420,634
Deferred inflows of resources from pension 317,881
Total liabilities and deferred inflows of resources 4,738,515

Contingencies

Net position:
Net investment in capital assets 827,425
Restricted 26,706
Unrestricted (3,262,886)
Total net position (2,408,755)

$ 2,329,760

See accompanying notes to financial statements.



PALAU COMMUNITY ACTION AGENCY
(A Nonprofit Corporation)

Statement of Revenues, Expenses and Change in Net Position
Year Ended September 30, 2015

Operating revenues:

Contributions $ 2,298,671
Other 413,854
Total operating revenues 2,712,525
Operating expenses
Personnel 973,909
Project and other costs 632,875
Pension costs 275,422
Rent 256,240
Supplies 222,478
Fringe benefits 215,172
Contractual services 138,558
Travel and per diem 80,218
Depreciation 46,230
Petroleum, oil and lubricants 41,192
Repairs and maintenance 32,894
Communications 20,982
Insurance 14,738
Facilities/construction 4,913
Total operating expenses 2,955,821
Change in net position (243,296)
Net position at beginning of year, as restated (2,165,459)
Net position at end of year $ (2,408,755)

See accompanying notes to financial statements.



PALAU COMMUNITY ACTION AGENCY
(A Nonprofit Corporation)

Statement of Cash Flows
Year Ended September 30, 2015

Cash flows from operating activities:
Change in net position $ (243,296)
Adjustments to reconcile change in net position to net cash provided by
operating activities:

Depreciation 46,230
Noncash pension costs 275,422
(Increase) decrease in assets:
Receivables - grantor agencies 61,666
Receivables - general 18,406
Prepaid expenses 174
Increase (decrease) in liabilities:
Accounts payable - trade 53,341
Accounts payable - employees (745)
Accrued expenses (19,075)
Deferred revenue (16,834)
Net cash provided by operating activities 175,289
Cash flows from investing activities:
Acquisition of property and equipment (72,593)
Net cash used in investing activities (72,593)
Net decrease in cash 102,696
Cash at beginning of year 45,760
Cash at end of year $ 148,456
Supplemental schedule of noncash activities:
Noncash increase in operating expenses $ 650,272
Noncash increase in contributions (374,850)
Noncash increase in pension costs (275,422)
Net effect $ -

See accompanying notes to financial statements.



PALAU COMMUNITY ACTION AGENCY
(A Nonprofit Corporation)

Notes to Financial Statements
September 30, 2015

Palau Community Action Agency (the Agency) was incorporated in 1967, under the laws of the
Trust Territory of the Pacific Islands, as a nonprofit corporation. The primary purpose of the
Agency is to administer community action programs and other related anti-poverty programs, as

(1) Organization
well as other programs for which it has been appointed.
(2) Summary of Significant Accounting Policies

Basis of Accounting

The financial statements of the Agency have been prepared on the accrual basis of accounting in
accordance with accounting principles generally accepted in the United States of America. The
significant accounting policies followed are described below to enhance the usefulness of the
financial statements to the reader. The Agency has historically, for external reporting purposes,
reported its external financial statements under not for profit accounting requirements
promulgated by the Financial Accounting Standards Board. However, due to the Republic of
Palau’s implementation of Governmental Accounting Standards Board (GASB) Statement No. 68,
the Agency has opted to externally report in accordance with GASB requirements.

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 and disclosure of contingent
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.

Net Position

The Agency’s net position is classified as follows:

Net Investment in Capital Assets - capital assets, net of accumulated depreciation, plus
construction or improvement of those assets.

Restricted Net Position - Restricted net position consists of funds in which donors or other outside
sources have stipulated, as a condition of the gift instrument, that the principal is to be maintained
inviolate and in perpetuity, and invested for the purpose of producing present and future income,
which may either be expended or added to principal.

Unrestricted Net Position - Unrestricted net position consists of net position that is not subject to
externally imposed stipulations. Unrestricted net position may be designated for specific
purposes by action of management or the Board of Directors or may otherwise be limited by
contractual agreements with outside parties.

The Agency has determined that all assets, liabilities, revenues, expenses, gains and losses from
Republic of Palau (ROP) appropriations are unrestricted. The Agency has determined that all
assets, liabilities, revenues, expenses, gains and losses resulting from federal grants and
contributions are restricted.



(2)

PALAU COMMUNITY ACTION AGENCY
(A Nonprofit Corporation)

Notes to Financial Statements
September 30, 2015

Summary of Significant Accounting Policies, Continued

Contributions

All contributions are considered to be available for unrestricted use unless specifically restricted
by the donor. Amounts received that are designated for future periods or restricted by the donor
for specific purposes are reported as temporarily restricted support.

During the year ended September 30, 2015, the Agency received $374,850 of in-kind
contributions. These contributions are reflected as contributions and operating expenses in the
accompanying financial statements.

Included in in-kind contributions is the free use of State facilities and lots.

One lot is used by the Agency for its Head Start Program, free of charge. A lease agreement has
not been executed as title is in dispute. Management is of the opinion that its program will not be
disrupted as a result of this matter. Further, management believes the Agency will not realize
losses resulting from resolution of this matter.

Cash

Custodial credit risk is the risk that in the event of a bank failure, the Agency’s deposits may not
be returned to it. Such deposits are not covered by depository insurance and are either
uncollateralized, or collateralized with securities held by the pledging financial institution or held
by the pledging financial institution but not in the depositor-government’s name. The Agency
does not have a deposit policy for custodial credit risk.

For purposes of the statements of net position and of cash flows, the Agency considers cash to be
cash on hand and cash in checking and savings accounts. At September 30, 2015, total cash
was $148,456 and the corresponding bank balances were $259,715. All of the bank balances are
maintained in financial institutions subject to Federal Deposit Insurance Corporation (FDIC)
insurance and were FDIC insured at September 30, 2015.

Receivable and Allowance for Doubtful Accounts

The Agency grants credit on an unsecured basis, to employees for advances and travel
substantially all of whom are in the Republic of Palau. The allowance for doubtful accounts is
established through a provision charged to expense. Accounts are charged against the
allowance when management believes that the collection of the balance is unlikely based on the
specific identification method. The allowance is an amount that management believes will be
adequate to absorb possible losses on existing balances that may be uncollectible, based on
evaluations of collectability and prior loss experience. Bad debts are written-off against the
allowance based on the specific identification method.

Property and Equipment and Depreciation

Property and equipment are stated at cost less accumulated depreciation and impairment
valuation loss. The Agency capitalizes capital assets with a unit cost of $5,000 or more and an
estimated useful life of more than one year. Capital assets with unit cost of less than $5,000 are
inventoried but are not capitalized in the financial statements. Depreciation of property and
equipment is computed on a straight-line basis over the estimated useful lives of the assets as
follows:



(2)

PALAU COMMUNITY ACTION AGENCY
(A Nonprofit Corporation)

Notes to Financial Statements
September 30, 2015

Summary of Significant Accounting Policies, Continued

Property and Equipment and Depreciation, Continued

Estimated Useful Lives

Vehicles 3- 6years
Buildings 30 years
Leasehold improvements 30 years
Other fixed assets 3- 8years
Office furniture and equipment 3 - 15 years
Marine equipment 3- 7years

Long-Lived Assets

Long-lived assets are reviewed by the Agency for impairment whenever events or changes in
circumstances indicate that the carrying amount of the asset may not be recoverable. During the
year ended September 30, 2015, the Agency did not become aware of any events or changes in
circumstances indicating that impairment of its long-lived assets occurred.

Deferred Outflows of Resources

In addition to assets, the statement of net position will sometimes report a separate section for
deferred outflows of resources. This separate financial statement element, deferred outflows of
resources represents a consumption of net position that applies to a future period and so will not
be recognized as an outflow of resources (deduction of net position) until then. The Agency has
determined the changes in assumption, changes in proportion and difference between the
Agency’s contributions and proportionate share of contributions and pension contributions made
subsequent to the measurement date qualify for reporting in this category.

Accrued Annual Leave

The Agency recognizes costs for accrued annual leave at the time such leave is earned. Unpaid
accrued annual leave of $62,919 is recorded within accrued expenses in the accompanying
statement of financial position.

Deferred Inflows of Resources

In addition to liabilities, the statement of net position will sometimes report a separate section for
deferred inflows of resources. This separate financial statement element, deferred inflows of
resources represents an acquisition of net position that applies to a future period and so will not
be recognized as an inflow of resources (additions to net position) until then. The Agency has
determined the changes in assumption, differences between projected and actual earnings on
pension plan investments and changes in proportion and difference between the Agency’s
contributions and proportionate share of contributions qualify for reporting in this category.

Taxes

The Agency is exempt from gross revenue and other taxes assessed by the Republic of Palau.
Therefore, no provision has been made for taxes in the accompanying financial statements. For
income tax purposes, a tax year generally remains open to assessment and collection for three
years after the later of the due date for filing a tax return or the date on which the taxpayer files its
return.

9



(2)

PALAU COMMUNITY ACTION AGENCY
(A Nonprofit Corporation)

Notes to Financial Statements
September 30, 2015

Summary of Significant Accounting Policies, Continued

Pensions

Pensions are required to be recognized and disclosed using the accrual basis of accounting. The
Agency recognizes a net pension liability for the defined benefit pension plan, which represents
the Agency’s proportional share of excess total pension liability over the pension plan assets -
actuarially calculated - of a cost sharing multi-employer defined benefit plan, measured one year
prior to fiscal year-end and rolled forward. Changes in the net pension liability during the period
are recorded as pension expense, or as deferred inflows of resources or deferred outflows of
resources depending on the nature of the change, in the period incurred. Those changes in net
pension liability that are recorded as deferred inflows of resources or deferred outflows of
resources that arise from changes in actuarial assumptions or other inputs and differences
between expected or actual experience are amortized over the weighted average remaining
service life of all participants in the qualified pension plan and recorded as a component of
pension expense. Differences between projected and actual investment earnings are reported as
deferred inflows of resources or deferred outflows of resources and amortized as a component of
pension expense on a closed basis over a five-year period beginning with the period in which the
difference occurred.

New Accounting Standards

During fiscal year 2015, the following pronouncements were implemented:

o GASB Statement No. 68, Accounting and Financial Reporting for Pensions and GASB
Statement No. 71, Pension Transition for Contributions Made Subsequent to the
Measurement Date - an amendment of GASB Statement No. 68, which revise and establish
new financial reporting requirements for most governments that provide their employees
with pension benefits through plans that are administered through trusts. The
implementation of these statements had a material effect on the accompanying financial
statements resulting in the restatement of the Agency’s beginning net position at October 1,
2014 to reflect the reporting of net pension liabilities and deferred inflows of resources and
deferred outflows of resources for its qualified pension plan and the recognition of pension
expense in accordance with the provisions of GASB Statement No. 68.

As Previously

Reported Adjustment As Restated
As of October 1, 2014:
Net position $ 823,247 $ (2,988,706) $ (2,165,459)

. GASB Statement No. 69, Government Combinations and Disposals of Government
Operations, which improves accounting and financial reporting for state and local
governments’ combinations and disposals of government operations.  Government
combinations include mergers, acquisitions, and transfers of operations. A disposal of
government operations can occur through a transfer to another government or a sale. The
implementation of this statement did not have a material effect on the accompanying
financial statements.

10



(2)

PALAU COMMUNITY ACTION AGENCY
(A Nonprofit Corporation)

Notes to Financial Statements
September 30, 2015

Summary of Significant Accounting Policies, Continued

New Accounting Standards, Continued

In February 2015, GASB issued Statement No. 72, Fair Value Measurement and Application,
which addresses accounting and financial reporting issues related to fair value measurements
and requires entities to expand their fair value disclosures by determining major categories of debt
and equity securities within the fair value hierarchy on the basis of the nature and risk of the
investment. The provisions in Statement No. 72 are effective for fiscal years beginning after June
15, 2015. Management believes that the implementation of this statement only requires additional
disclosures to be made about fair value measurements, the level of fair value hierarchy, and
valuation techniques and will not have a material effect on the financial statements.

In June 2015, GASB issued Statement No. 73, Accounting and Financial Reporting for Pensions
and Related Assets That Are Not Within the Scope of GASB Statement No. 68, and Amendments
to Certain Provisions of GASB Statements No. 67 and No. 68, which aligns the reporting
requirements for pensions and pension plans not covered in GASB Statements No. 67 and No. 68
with the reporting requirements in Statement No. 68. The provisions in Statement No. 73 are
effective for fiscal years beginning after June 15, 2015, with the exception of the provisions that
address employers and governmental nonemployer contributing entities for pensions that are not
within the scope of Statement No. 68, which are effective for fiscal years beginning after June 15,
2016. Management does not believe that the implementation of this statement will have a
material effect on the financial statements.

In June 2015, GASB issued Statement No. 74, Financial Reporting for Postemployment Benefit
Plans Other Than Pension Plans, which replaces Statements No. 43, Financial Reporting for
Postemployment Benefit Plans Other Than Pension Plans, as amended, and No. 57, OPEB
Measurements by Agent Employers and Agent Multiple-Employer Plans, and addresses financial
reporting requirements for governments whose employees are provided with postemployment
benefits other than pensions (other postemployment benefits or OPEB). The provisions in
Statement No. 74 are effective for fiscal years beginning after June 15, 2016. Management does
not believe that the implementation of this statement will have a material effect on the financial
statements.

In June 2015, GASB issued Statement No. 75, Accounting and Financial Reporting for
Postemployment Benefits Other Than Pensions, which replaces the requirements of Statements
No. 45, Accounting and Financial Reporting by Employers for Postemployment Benefits Other
Than Pensions, as amended, and No. 57, OPEB Measurements by Agent Employers and Agent
Multiple-Employer Plans, and provides guidance on reporting by governments that provide OPEB
to their employees and for governments that finance OPEB for employees of other governments.
The provisions in Statement No. 75 are effective for fiscal years beginning after June 15, 2017.
Management does not believe that the implementation of this statement will have a material effect
on the financial statements.

11



(2)

PALAU COMMUNITY ACTION AGENCY
(A Nonprofit Corporation)

Notes to Financial Statements
September 30, 2015

Summary of Significant Accounting Policies, Continued

New Accounting Standards, Continued

In June 2015, GASB issued Statement No. 76, The Hierarchy of Generally Accepted Accounting
Principles for State and Local Governments, which eliminates two of the four categories of
authoritative GAAP that exist under the existing hierarchy prescribed by Statement No. 55. The
two categories that will remain under the new standard are (1) GASB Statements and (2) GASB
technical bulletins and implementation guides in addition to AICPA guidance that the GASB
clears. The provisions in Statement No. 76 are effective for fiscal years beginning after June 15,
2015. Management does not believe that the implementation of this statement will have a
material effect on the financial statements.

In August 2015, GASB issued Statement No. 77, Tax Abatement Disclosures, which requires
governments that enter into tax abatement agreements to disclose certain information about the
agreements. The provisions in Statement No. 77 are effective for fiscal years beginning after
December 15, 2015. Management does not believe that the implementation of this statement will
have a material effect on the financial statements.

Defined Benefit Plan

A. General Information About the Pension Plan:

Plan Description: The Fund contributes to the Republic of Palau Civil Service Pension Trust
Fund (the Fund), a defined benefit, cost sharing multi-employer plan, which is a component
unit of the Republic of Palau (ROP) National Government, providing retirement, security and
other benefits to employees, their spouses and dependents, of the ROP, ROP State
Governments and ROP agencies, funds and public corporations. The Fund was established
pursuant to Republic of Palau Public Law (RPPL) No. 2-26 passed into law on April 3, 1987,
and began operations on October 1, 1987. Portions of RPPL No. 2-26 were revised by
RPPL 3-21, RPPL 4-40, RPPL 4-49, RPPL 5-30, RPPL 6-37, RPPL 7-56, RPPL 8-10 and
RPPL 9-2.

A single actuarial valuation report is performed annually covering all plan members and the
same contribution rate applies to each employer. The Fund issues a publicly available
financial report that includes financial statements and required supplementary information
for the defined benefit plan. That report may be obtained by writing to the Fund’s
Administrator at the Republic of Palau Civil Service Pension Trust Fund, P.O. Box 1767,
Koror, Republic of Palau 96940, or e-mail cspp@palaunet.com or call (680) 488-2523.

Plan Membership. As of September 30, 2014, the date of the most recent valuation, plan
membership consisted of the following:

Inactive members currently receiving benefits 1,356
Inactive members entitled to but not yet receiving benefits 206
Active members 3,107
Total members 4,669

12



PALAU COMMUNITY ACTION AGENCY
(A Nonprofit Corporation)

Notes to Financial Statements
September 30, 2015

(2) Summary of Significant Accounting Policies, Continued

Defined Benefit Plan, Continued

A.

General Information About the Pension Plan, Continued:

Pension Benefits. Retirement benefits are paid to members who are required, with certain
exceptions, to retire no later than their sixtieth birthday or after thirty years of service. A
member may retire after his or her fifty-fifth birthday at a reduced pension amount if the
member has completed at least twenty years of government employment. A married
member of a former member receiving a distribution of benefits under the Pension Fund
receives reduced benefit amounts to provide survivors’ benefits to his or her spouse. An
unmarried member or former member may elect to receive a reduced benefit amount during
his or her lifetime with an annuity payable to his or her designated beneficiary. Disability
benefits are paid to qualified members for the duration of the disability. Effective May 17,
1996, through RPPL 4-49, members, who have twenty-five years or more of total service,
are eligible for retirement regardless of their age and, upon such retirement, are eligible to
receive pension benefits at a level established by the Board. Effective July 1, 1999,
pursuant to RPPL 4-49 and RPPL 5-30, retirement is mandatory for all members who have
thirty years or more of total service and all employees who are sixty years of age or older
with certain exceptions. Beginning October 1, 2003, pursuant to RPPL 6-37, mandatory
retirement may be delayed for up to five years, by specific exemption by the Board. In
December 2008, RPPL 7-56 eliminated early retirement and thirty year mandatory service
provisions. These provisions were restored through RPPL 8-10 in October, 2009. On April
30, 2013, RPPL 9-2 eliminated the mandatory service retirement after thirty years of service.
After December 31, 2013, no employee shall be entitled to pension benefits until reaching
the age of sixty.

In accordance with the directives of RPPL 5-7, the Board adopted a resolution which
provides that “no person who retires after October 1, 1997, may receive benefits under the
Fund unless he or she has contributed to the Fund for at least five years or has made an
actuarially equivalent lump sum contribution”. In accordance with RPPL 9-2, members who
retire after April 30, 2013 must not receive benefits greater than thirty thousand dollars per
year. Further, the amount of benefits that a member receives should not be recalculated if
the member is re-employed after the member begins receiving benefits under the Fund.

Additionally, a member should not receive benefits during the time the member is re-
employed subsequent to retirement.

Currently, normal benefits are paid monthly and are two percent of each member’s average
monthly salary for each year of credited total service up to a maximum of thirty years total
service. The average annual salary is the average of the highest three consecutive fiscal
years of compensation received by a member during his or her most recent ten full fiscal
years of service. For members who have not completed three consecutive fiscal years of
employment during his or her most recent ten full fiscal years of service, the average annual
salary is the average monthly salary during the term of the member’s service multiplied by
twelve.

The benefit amount that married members or unmarried members receive, who have elected
to designate a beneficiary, is based on the normal benefit amount reduced by the following
factors:

13



PALAU COMMUNITY ACTION AGENCY
(A Nonprofit Corporation)

Notes to Financial Statements
September 30, 2015

(2) Summary of Significant Accounting Policies, Continued

Defined Benefit Plan, Continued

A.

General Information About the Pension Plan, Continued:

Factor If the Spouse or Beneficiary is:

1.00 21 or more years older than the member

0.95 16 to 20 years older than the member

0.90 11 to 15 years older than the member

0.85 6 to 10 years older than the member

0.80 0 to 5 years younger than the member or 0 to 5 years older than the member
0.75 6 to 10 years younger than the member

0.70 11 to 15 years younger than the member

0.65 16 or more years younger than the member

Surviving beneficiaries of an employee may only receive benefits up to the total present
value of the employee’s accrued benefit pursuant to RPPL 9-2.

A member that meets the requirements for early retirement and elects to retire on an early
retirement date is entitled to receive payment of an early retirement benefit equal to the
member’s normal retirement benefit reduced according to the following schedule based on
the age at which early retirement benefit payments begin:

1/12" per year for the first 3 years before age 60;

plus an additional 1/18" per year for the next 3 years;

plus an additional 1/24" per year for the next 5 years; and

plus an additional 1/50" per year for each year in excess of 11 years.

Upon the death of a member or former member with eligible survivors before
commencement of the members’ normal, early, or late retirement benefits or disability
retirement benefits the following shall be payable:

. If the former member is not an employee at his date of death and a spouse or
beneficiary survives, the total death benefits payable shall be the actuarial equivalent
of the member’s present value of accrued benefit.

. If the member is an employee at his date of death and a spouse or beneficiary
survives, the total death benefit payable shall be the actuarial equivalent of the greater
of 3 times the member’'s average annual salary or the member’s present value of
accrued benefits.

Upon the death of a member or former member before commencement of his normal, early,
or late retirement benefit or disability retirement benefit leaving no persons eligible for
survivor benefits, the following shall be payable:

. If the former member is not an employee at the date of death, a refund of the total
amount of contributions made by the member.

14



PALAU COMMUNITY ACTION AGENCY
(A Nonprofit Corporation)

Notes to Financial Statements
September 30, 2015

(2) Summary of Significant Accounting Policies, Continued

Defined Benefit Plan, Continued

A.

General Information About the Pension Plan, Continued:

. If the member was an employee at the date of death and had completed one year of
total service, the estate of the member shall be entitled to a death benefit equal to the
greater of three times the member's annual salary or the present value of the
member’s accrued benefit payable in the form of a single lump sum payment.

Any member who is not otherwise eligible to receive normal, early or late retirement
benefits, who shall become totally and permanently disabled for service regardless of how
or where the disability occurred, shall be entitled to a disability retirement annuity, provided
that he or she is not receiving disability payments from the United States Government or its
agencies for substantially the same ailment, and further provided that to be eligible for a
disability retirement annuity from a cause unrelated to service, the member shall have had
at least ten (10) years of total service credited. The amount of disability retirement annuity
shall be an amount equal to the actuarial equivalent at the attained age of the member’s
present value of accrued benefit and shall be paid in the same form as a normal retirement
benefit. Any special compensation allowance received or payable to any member because
of disability resulting from accidental causes while in the performance of a specific act or
acts of duty shall be deducted from the disability annuity payable by the Fund on account of
the same disability.

Contributions. Member contribution rates are established by RPPL No. 2-26 at six percent
of total payroll and are deducted from the member’s salary and remitted by participating
employers. Upon complete separation from service, a member with less than fifteen years
membership service may elect to receive a refund of all of his or her contributions.
Subsequent changes in the percentage contributed by members may be made through an
amendment of the Trust Fund Operation Plan subject to the requirements of Title 6 of the
Palau National Code. RPPL 9-2 requires each employee of the National Government and
all State Governments, without regard to whether the employee is employed part-time or on
a temporary basis, seasonal or an impermanent basis, to contribute to the Fund through
payroll deduction.

Employers are required to contribute an amount equal to that contributed by employees.
Pursuant to RPPL No. 2-26 and RPPL No. 3-21, the Government of the Republic of Palau
must from time to time contribute additional sums to the Fund in order to keep the Fund on a
sound actuarial basis. RPPL 9-2 requires the Government of ROP to make regular
contributions to the Fund equal to the amount contributed by each and every employee of
ROP. Additionally, an excise tax of four percent (4%) is levied against each non-citizen
person transferring money out of ROP. The money transfer tax must be remitted to the
Fund.

The Agency’s pension plan expense for the fiscal year 2015 totaled $64,814 and is recorded
in the following expense categories in the accompanying statement of activities:
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PALAU COMMUNITY ACTION AGENCY
(A Nonprofit Corporation)

Notes to Financial Statements
September 30, 2015

(2) Summary of Significant Accounting Policies, Continued

Defined Benefit Plan, Continued

A.

General Information About the Pension Plan, Continued:

Head Start
Historical Preservation Trust
Republic of Palau

$ 52,509
5,865
6,440

$ 64,814

Actuarial Assumptions. The total pension liability was determined by an actuarial valuation
as of October 1, 2013, and rolled forward using generally accepted actuarial procedures to
the measurement date as of September 30, 2014, using the following actuarial assumptions:

Actuarial Cost Method:

Investment Income:
Expenses:
Salary Increase:

Mortality:

Disabled Mortality:

Retirement Age:

Pre-retirement Beneficiary
Benefit Members:

Pre-retirement Beneficiary
Benefit Former Members:

Post Retirement Survivor’'s Benefit:

Disability:

Normal costs are calculated under the entry age
normal method

7.5% per year
$300,000 each year
3.0% per year

RP 2000 Combined Healthy Mortality Table, set
forward four years

PBGC Mortality Table for Disabled Persons
receiving Social Security

Age 60 and contributed for at least 5 years

Present value of accrued benefit earned by the
member. 80% of the workers are assumed to be
married and males are assumed to be 3 years
older than their spouses

Present value of accrued benefit earned by the
member. 80% of the workers are assumed to be
married and males are assumed to be 3 years
older than their spouses

100% of the benefit the retiree was receiving prior
to death. 80% of active workers are assumed to be
married when they retire. Males are assumed to be
3 years older than their spouses

Rates are from the 2007 US Social Security
Trustees Report Intermediate Assumptions
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PALAU COMMUNITY ACTION AGENCY
(A Nonprofit Corporation)

Notes to Financial Statements
September 30, 2015

(2) Summary of Significant Accounting Policies, Continued

Defined Benefit Plan, Continued

A.

General Information About the Pension Plan, Continued:

Turnover: 5% per year prior to age 40; none after age 40

Refund of Contributions: 80% of those who terminate and are eligible to
receive a refund of their employee contributions in
lieu of a future benefit elect to receive the refund.

Workers Included In the Valuation: Workers indicated in the census as Active or
Inactive with a vested benefit.

Investment Rate of Return

The long-term expected rate of return on the Fund’s investments of 7.5% was determined
using the building-block method, creating a best-estimate range for each asset class.

As of September 30, 2014, the geometric mean rates of return for each major investment
class are as follows:

Asset Class Target Allocation Expected Rate of Return
Equity 55% 8.8%
Governmental fixed income 35% 5.5%
Corporate fixed income 10% 6.4%
100%

Discount Rate

The discount rate used to measure the total pension liability was 4.22%. The discount rate
was determined using the current assumed rate of return until the point where the plan
fiduciary net position is negative. Using the current contribution rates, a negative position
happens in 2022 for 2014. For years after 2021, a discount rate of 4.11% is used. This rate
is equal to the last Bond Buyer 20-Bond Go Index rate for September.

Sensitivity of Net Pension Liability to Changes in the Discount Rate
The following presents the net pension liability of the Agency, calculated using the discount

rate of 4.22%, as well as what the net pension liability would be if it were calculated using a
discount rate that is 1.00% lower (3.22%) or 1.00% higher (5.22%) from the current rate.

1% Decrease Current Single Discount Rate Assumption
3.22% 4.22% 1% Increase 5.22%
$ 4,646,336 $4,134,448 $ 3,413,306
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(2)

PALAU COMMUNITY ACTION AGENCY
(A Nonprofit Corporation)

Notes to Financial Statements
September 30, 2015

Summary of Significant Accounting Policies, Continued

Defined Benefit Plan, Continued

B.

Pension Liabilities, Pension Expense, and Deferred Outflows of Resources and Deferred
Inflows of Resources Related to Pensions

Pension Liability. At September 30, 2015, the Agency reported a liability of $4,134,448 for
its proportionate share of the net pension liability. The Agency’s proportion of the net
pension liability was based on the projection of the Agency’s long-term share of
contributions to the Fund relative to the projected contributions of Republic of Palau,
Republic of Palau’s component units and other Government agencies, actuarially
determined. At September 30, 2015, the Fund’s proportion was 2.0239%.

Pension Expense. For the year ended September 30, 2015, the Agency recognized
pension expense of $341,391.

Deferred Outflows and Inflows of Resources. At September 30, 2015, the Agency reported
total deferred outflows of resources and deferred inflows of resources related to pensions
from the following sources:

2015

Deferred Deferred
Outflows of Inflows of
Resources Resources
Change of assumptions $ 264,277 $ 238,196
Net difference between projected and actual
earnings on pension plan investments 11,142

Contribution subsequent to measurement date 64,814
Chan(%es in proportion and difference between

the the Agency’s contributions and proportionate

share of contributions 859,110 68,543

$1,188,201 $317,881

Deferred outflows resulting from contributions subsequent to measurement date will be
recognized as a reduction of the net pension liability in the following year. Other amounts
reported as deferred outflows of resources and deferred inflows of resources related to
pensions at September 30, 2015 will be recognized in pension expense as follows:

Year ending September 30,

2016 $ 189,660
2017 189,660
2018 189,660
2019 189,812
Thereatfter 46,714
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PALAU COMMUNITY ACTION AGENCY
(A Nonprofit Corporation)

Notes to Financial Statements
September 30, 2015

(3) _Property and Equipment
Capital asset activities for the year ended September 30, 2015, are as follows:
Balance Balance
October 1, September
2014 Additions  Deletions 30, 2015
Depreciable assets:
Vehicles $ 652,793 $ 15840 $ - $ 668,633
Buildings 661,185 87,178 - 748,363
Leasehold improvements 402,154 - (63,330) 338,824
Other fixed assets 32,868 - - 32,868
Office furniture and equipment 82,464 - (11,505) 70,959
Marine equipment 43,849 21,535 - 65,384
1,875,313 124,553 (74,835) 1,925,031
Less accumulated depreciation and
impairment valuation reserve (1,148,352) (54,387) 82,952 (1,119,787)
726,961 70,166 8,117 805,244
Non-depreciable assets:
Construction in progress 74,100 22,181 (74,100) 22,181
Capital assets, net $ 801,061 $ 92,347 $(65.983) $ 827,425
(4) __Republic of Palau Appropriation
During the year ended September 30, 2015, the Republic of Palau appropriated $388,001 for
operations of the Agency through RPPL 9-15, of which $113,000 was transferred to the Headstart
Program as the Agency’s local match. The Republic of Palau appropriation is included in
contributions in the accompanying financial statements.
(5) __Contingencies

Sick Leave

It is the policy of the Agency to record an expense for sick leave when leave is actually taken.
Sick leave is compensated time for absence during work hours arising from employee illness or
injury. The estimated accumulated amount of unused sick leave is $121,343 at September 30,
2015.

Federal Grants

Pursuant to the Compact of Free Association entered into between the Republic of Palau National
Government and United States Government, substantially all U.S. federal grant activity provided
by grantors other than the U.S. Department of the Interior (DOI) phases out over the term of the
Compact.
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PALAU COMMUNITY ACTION AGENCY
(A Nonprofit Corporation)

Notes to Financial Statements
September 30, 2015

Substantially all of the Agency’s funding is provided by grants from the U.S. Government.
Therefore, the future of the entity is contingent upon the Agency’s ability to obtain grant funding.

The Agency is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions, injuries to employees; and natural disasters. The
Agency has elected to purchase commercial insurance from independent third parties for the risks
of loss to which it is exposed. Settled claims have not exceeded this commercial coverage in any

(5) Contingencies, Continued
Federal Grants, Continued
(6) Risk Management
of the past three years.
(7) __Restricted Net Position

The Agency has determined that all assets, liabilities, revenues, expenses, gains and losses
resulting from federal grants and contributions are restricted. As of September 30, 2015,
restricted net position are as follows:

Head Start Program $ 1,999
Historical Preservation Program 3,375
Belau Child Care Program 21,826
Local Programs 306

$ 26,706
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PALAU COMMUNITY ACTION AGENCY

(A Nonprofit Corporation)

Required Supplemental Information (Unaudited)

Schedule of Proportional Share of the Net Pension Liability

Last 10 Fiscal Years*

Civil Service Pension Trust Fund total net pension liability
The Agency's proportionate share of the net pension liability
The Agency's proportion of the net pension liability

The Agency's covered employee payroll**

The Agency's proportionate share of the net pension liability as
a percentage of its covered employee payroll

Plan fiduciary net position as a percentage of the total
pension liability

* This data is presented for those years for which information
is available.

** Covered-employee payroll data from the actuarial valuation
date with one-year lag.

See accompanying Independent Auditors' Report.
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2014
Valuation

$ 204,281,232

$ 4,134,448
2.02%

$ 749,942
551.30%
14.01%



PALAU COMMUNITY ACTION AGENCY
(A Nonprofit Corporation)

Required Supplemental Information (Unaudited)

Schedule of Pension Contributions
Last 10 Fiscal Years*

Actuarially determined contribution

Contribution in relation to the actuarially determined contribution
Contribution (excess) deficiency
The Agency's covered-employee payroll**

Contribution as a percentage of covered-employee payroll

* This data is presented for those years for which information
is available.

** Covered-employee payroll data from the actuarial valuation
date with one-year lag.

See accompanying Independent Auditors' Report.
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2014
Valuation

135,814

56,028
79,786

749,942

7.47%



