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INDEPENDENT AUDITORS’ REPORT

Board of Directors
Palau International Coral Reef Center:

Report on the Financial Statements

We have audited the accompanying financial statements of net position of Palau International
Coral Reef Center (the Center), a component unit of the Republic of Palau, as of September 30,
2017 and 2016, and the related statements of revenues, expenses and changes in net position and
cash flows for the years then ended, and the related notes to the financial statements, which
collectively comprise the Center’s basic financial statements as listed in the table of contents.

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 audits. We
conducted our audits 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 opinion.
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Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Palau International Coral Reef Center as of September 30, 2017 and
2016, and the changes in its net position and its cash flows for the years then ended in
accordance with accounting principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Management’s Discussion and Analysis (MD&A) on pages 4 through 10, the Schedule of
Proportional Share of the Net Pension Liability on page 38, and the Schedule of Pension
Contributions on page 39 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. 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 Financial Information

Our audits were conducted for the purpose of forming an opinion on the Center’s basic financial
statements as a whole. The Schedule of Investments as of September 30, 2017 on page 40 is
presented for purposes of additional analysis and are not required part of the financial statements.
The Schedule of Investments is the responsibility of management and was derived from and
relates to the underlying accounting and other records used to prepare the financial statements.
Such information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of
America. In our opinion, the Schedule of Investments is fairly stated, in all material respects, in
relation to the basic financial statements taken as a whole.



Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated April
30, 2018 on our consideration of the Center’s internal control over financial reporting and our
tests of its compliance with certain provision of laws, regulations, contracts and grants
agreements and other matters. The purpose of that report is to describe the scope of our testing
on internal controls over financial reporting and compliance and the results of that testing, and
not to provide an opinion on the 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 the Center’s internal control over financial reporting and compliance.

%7 Crnnr M?A;;

Koror, Republic of Palau
April 30, 2018



PALAU INTERNATIONAL CORAL REEF CENTER

o/ .
- _3;?-”’ Palau Management’s Discussion and Analysis
ﬁ']nternational Fiscal Year Ended September 30, 2017
Coral Reef Center

This Management’s Discussion and Analysis of the Palau International Coral Reef Center (the
Center) provides an overview of the financial activities and performance of the Center for the fiscal
year ended September 30, 2017, with selected comparative information for the fiscal years ended
September 30, 2016 and 2015.

ORGANIZATION AND MISSION

The Center was created by Republic of Palau Public Law (RPPL) 5-17 in November 1998 as a
public, nonprofit coral reef research, education and training center. It is a public corporation owned
by the Republic of Palau. The Center has a governing board of directors, nine of whom are
appointed by the President and approved by the Senate of the Olbiil era Kelulau and three are ex-
officio members. The Minister of Finance, Minister of Natural Resources, Environment, and
Tourism, and the Chief Executive Officer of PICRC are board members by virtue of their positions.

The mission of the Center is to guide efforts supporting coral reef stewardship through research and
its applications for the people of Palau, Micronesia and the world. The Center was established to
support management, wise-use and conservation of Palau and the world’s marine environment. In
addition, the Center’s aquarium, which highlights Palau’s unique marine ecosystems and organisms
living in those ecosystems, serve as a direct educational tool and a tourism attraction.

The Republic of Palau (ROP) received funding of US $7.3 million from the Government of Japan for
the construction of the Center. The construction commenced in November 1999 and the facility
opened in January 2001. Located on an 8,248 square meter pier, the Center features three main
buildings: a research facility, visitor education and awareness exhibit areas, and an administration
complex. At this time, the Center is adding a new building that will house offices and apartments.

To achieve its mission, the Center developed and adopted its Strategic Plan 2002-2006 with goals
and objectives to guide it towards a self-sustaining center of excellence for marine research, training
and educational activities. The strategic plan focuses on the Center’s activities in five program areas
- research, environmental education and public awareness, aquarium exhibits, institutional
development and income generation, and engineering and maintenance - as key to becoming a self-
sustaining center of excellence in research and educational programs.

In September 2006, the Center developed and adopted Strategic Plan 2007-2012, which focused on
the five program areas. In November 2012, the Center adopted a five-year Strategic Plan 2013-

2017 with a clear vision, core values and a mission statement. In June 2014, the Board of Directors
revised and approved a more streamlined vision statement.

VISION

People empowered with Science and Knowledge for Effective Marine Conservation and
Management.
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MISSION STATEMENT

To guide efforts supporting coral reef stewardship through research and its applications for the
people of Palau, Micronesia, and the World.

CORE VALUES
The Center is guided by the following core values:

1.  We believe in working together in a spirit of cooperation, teamwork and partnership both
within the Center and with external partners.

2.  We achieve meaningful results through hard work, focus, and effective application of our
knowledge and sKills.

3. We are reliable and consistent, providing excellent service to our guests, clients and
partners.

4. We deliver quality information and objectives and innovative science in order to support
sound resource management decisions and actions.

5.  We are visionaries, pursuing and adapting to important trends and opportunities.

6. We invest in people and learning, creating a nurturing environment for our staff and partners
and promoting cultural awareness and sensitivity, community well-being and the application
of traditional knowledge.

FINANCIAL STATEMENTS

The financial statements of the Center are prepared following the provisions of the Governmental
Accounting Standards Board and in compliance with accounting principles generally accepted in the
United States of America as applied to governmental entities and proprietary funds. The flow of
economic resources measurement focus is used as the basis of accounting for proprietary funds in
which the statement of net position includes all assets and liabilities associated with the operation of
the fund. The accrual basis of accounting is the method used to record revenues when earned and
expenses when incurred.

OVERVIEW OF FINANCIAL OPERATIONS

In fiscal year 2017, operating revenues decreased by 5% ($1.2 million in 2017 versus $1.3 million in
2016) mainly due to a decrease in grant revenues by 49% due to less grant payments received in
Fiscal Year 2017. Another decrease was fund raising by 5% and merchandise sale by 0.6%. On the
other hand, the following were increased in FY 2017, facility and admissions fees (19%), research
facilities (74%), contract service (122%), boat fees (26%), accommodation (170%), donations (46%),
and other income (147%). The increase was mainly due to more guests using the Center’s facilities
to conduct research and/or meetings. The accommodation and facility increased mainly due to the
utilization of the new building that had 6 single studios, 3 offices, and a 80 capacity conference room.

In fiscal year 2016, operating revenues increased by 30% ($1,248,801 in fiscal year 2016 versus
$958,953 in fiscal year 2015) mainly due to an increase in grant revenues by 86%, Facilities and
Admissions by 15%, Donations by 284%, and other revenues by 12%. The increase was driven by
the increase in grant projects and donations. The Admission and Facilities was increased mainly
due to more customers hosting meetings at the Center that increased the facility revenues. On the
other hand, research facilities decreased by 31%, fundraising by 94%, contract revenue by 23%,
boat fees by 34%, merchandise sales by 4%, and accommodation by 14%. The decrease was due
to less visiting researchers to the center during this fiscal year to conduct their research. The
fundraising decreased because we redefine how we classify donations versus fundraising that
caused an increase in donation and a decrease in fundraising.
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Operating expenses increased by 14% ($1,758,328 in fiscal year 2017 versus $1,537,351 in fiscal
year 2016). Depreciation increased by 10% mainly due to new equipment, supplies and printing
costs by 69% due to the implementation of many grant projects, utilities by 33% due to an increase
in the number of guests using the facilities and the utilization of the new building, merchandise cost
of 144%, insurance of 77%, repair and maintenance of 97%, communication of 5%, and Dues and
Subscription of 139%. Notable decrease in expenses includes professional services, training,
anniversary, travel, postage and freight, and rentals.

Operating expenses increased by 23% ($1,537,351 in fiscal year 2016 versus $1,250,406 in fiscal
year 2015). Personnel expenses (salaries, wages and fringe benefits) increased by 10.60%
($605,446 in fiscal year 2016 versus $547,427 in fiscal year 2015) as a result of hiring more staff and
adding more fringe benefits and also the pension expenses. Notable increases in expenses include
depreciation (5%), supplies and printing (6%), professional services (196%), trainings (89%), repair
and maintenance (13%), communication (65%), anniversary expense (210%), travel (700%), dues
and Subscription (176%). Notable decreases in expenses include Utilities (9%), Fuel (33%),
merchandise cost (19%), and insurance expense by (28%).

Government appropriations remained at the same level in fiscal year 2017 and 2016 of $400,000.
Fair value of investments increased by 118% from $12,768 in fiscal year 2016 to $27,956 in fiscal
2017. Net income before capital contributions decreased by 270% from $93,564 in fiscal year 2016
to ($158,639) in fiscal year 2017 due to a notable decrease in revenue by 6% and an increase in
expenses by 14%. Net position decreased by 8% from $1,887,462 to $1,728,823 mainly due to the
net income before capital contributions decreased by 270%.

A summary of operations, changes in net position and cash flows for the fiscal years ended
September 30, 2017, 2016 and 2015 follows:

Statements of Revenues, Expenses and Changes in Net Position
Years Ended September 30, 2017, 2016 and 2015

(Increase)
Decrease
2017 2016 2017 2015
Operating revenues:

Grants $ 359,345 $ 704,447 48.99% $ 379,712
Facility user and admission fees 168,523 141,735 (18.90%) 123,435
Research facilities 128,877 74,073 (73.99%) 107,844
Fund raising 5,200 5,500 5.45% 92,653
Contract service 146,601 66,000 (122.12%) 85,200
Boat fee 48,561 38,428  (26.37%) 57,797
Merchandise sales 47,677 48,008 0.69% 50,100
Accomodation 40,499 14,945 (170.98%) 17,360
Donations 216,961 148,192 (46.41%) 38,600
Education program fee 325 500 100.00% -
Other 17,245 6,973  (147.30%) 6,252
Total operating revenues 1,179,814 1,248,801 5.52% 958,953
Bad debts (8,081) (16,409) 000% _____ -

$ 1,171,733 $ 1,232,392 492% $ 958,953




FINANCIAL OPERATIONS, CONTINUED

Statements of Revenues, Expenses and Changes in Net Position, Continued
Years Ended September 30, 2017, 2016 and 2015

Operating expenses:
Salaries, wages and fringe benefits
Depreciation
Supplies and printing
Utilities
Professional services
Fuel
Merchandise cost
Training
Insurance
Repairs and maintenance
Communications
Anniversary
Travel
Postage and freight
Dues and subscriptions
Entertainment

Rentals

Sales and Marketing
Other

Total operating expenses
Operating loss
Nonoperating revenues (expenses):
Appropriations

Loss on disposal of capital assets
Net increase in the fair value of investments

Total nonoperating revenues (expenses), net

Net income before capital contributions
Capital contributions

Change in net position
Net position at beginning of year

Net position at end of year

(Increase)
Decrease

2017 2016 2017 2015
$ 693,118 $ 605446  (14.48%) $ 547,427
293,084 265,703  (10.31%) 253,499
167,405 99,036  (69.03%) 93,424
96,641 72,748  (32.84%) 79,804
133,632 178,556 25.16% 60,254
32,827 27,426  (19.69%) 41,201
56,057 22,923  (144.54%) 28,129
27,802 45,106 38.36% 23,862
24,632 13,875  (77.53%) 19,325
41,912 21,266  (97.08%) 18,900
24,501 23,268 (5.30%) 14,110
5,864 24,872 76.42% 8,016
7,578 35,333 78.55% 4,369
3,227 8,273 60.99% 2,980
10,014 4,186 (139.23%) 1,517
3,519 2,096  (67.89%) 1,200
75 10,270  100.00% -
4,589 408 (1024.75%) 337
131,851 76,560  (72.22%) 52,052
1,758,328 1,537,351  (14.37%) __ 1,250,406
(586,595) (304,959)  (92.35%) _ (291,453)
400,000 400,000 0.00% 400,000
- (14,245)  100.00% -
27,956 12,768  (118.95%) (5,951)
427 956 398,523 (7.39%) 394,049
(158,639) 93,564  269.55% 102,596
- - 0.00% 68481
(158,639) 93,564  269.55% 171,077
1,887,462 1,793,898 (5.22%) 1,622,821
$ 1,728,823 $ 1,887,462 840% $ 1,793,898




FINANCIAL OPERATIONS, CONTINUED

Statements of Cash Flows
Years Ended September 30, 2017, 2016 and 2015

(Increase)
Decrease
2017 2016 2017 2015
Net cash provided by (used for) operating activities $ (117,842) $ 25719  558.19% $ (20,351)
Net cash provided by noncapital financing activities 400,000 400,000 0.00% 400,000
Net cash used for capital and related financing activities (100,000) (142,254) 29.70% (31,503)
Net cash provided by (used for) investing activities (132,925) (107,894)  (23.20%) (7,701)
Net increase in cash 49,233 175,571 71.96% 340,445
Cash at beginning of year 1,124,797 949,226 (18.50%) 608,781
Cash at end of year $ 1,174,030 $ 1,124,797 (4.38%) $ 949,226

OVERVIEW OF FINANCIAL POSITION

Total current assets increased by 6% in fiscal year 2017 over fiscal year 2016 ($1,811,910 versus
$1,716,646), due mostly to 74% increase in investments at September 30, 2017 ($359,841 versus
$207,221). Cash increased by 4% in fiscal year 2017 over fiscal year 2016. Total assets decreased
by 3% in fiscal year 2017 over fiscal year 2016 ($3,681,857 versus $3,779,677). Additionally, there
waso/an increase in deferred outflow of resources from pension in fiscal 2017 over fiscal 2016 by
194%.

Total current assets increased by 19% in fiscal year 2016 over fiscal year 2015 ($1,716,646 versus
$1,440,870), due mostly to 18% increase in cash at September 30, 2016 ($1,124,797 versus
$949,226). Net Receivables increased by 46% in fiscal year 2016 over fiscal year 2015. Total
Assets increased by 5% in fiscal year 2016 over fiscal year 2015 ($3,779,677 versus $3,596,835).
Additionally, there was an increase in deferred outflow of resources from pension in fiscal year 2016
over fiscal 2015 by 5%.

Total liabilities increased by 20% as a result of a decrease in accounts payable of 17% in addition to
a decrease in accrued expense by 25%, a decrease in deferred inflows of resources from pension by
15%, and an increase in net pension liability of 33% or $512,238.

Capital Assets

At September 30, 2017, 2016 and 2015, the Center had $1,869,947, $2,063,031, and $2,155,965
respectively, invested in capital assets, net of accumulated depreciation where applicable, including
buildings, mechanical, electrical, research, office, exhibit and marine equipment, aquarium, furniture
and fixtures, computers and vehicles, which represents a net decrease in fiscal year 2017 of
$193,084 or 9% over fiscal year 2016; 2016 of $92,934 or 4% over fiscal year 2015.

Long-Term Liabilities
At September 30, 2017 a notable increase in net pension liability by 33%. In 2017 and 2016, the
Center had $2,078,159 and $1,565,921, respectively, in net pension liability. See Notes 2, 3, and 7

to the financial statements for more detailed information on the net pension liability, and deferred
outflows and deferred inflows of resources from pension and new accounting standards.
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OVERVIEW OF FINANCIAL POSITION, CONTINUED
A summary of the Center’'s statements of net position at September 30, 2017, 2016 and 2015 is
shown below:

Statements of Net Position
September 30, 2017, 2016 and 2015

(Increase)
Decrease
ASSETS 2017 2016 from 2017 2015
Current assets:
Cash $ 1174030 $ 1,124,797 (4%) $ 949,226
Investments 359,841 207,221 (74%) 194,453
Receivables:
Grantor agencies 160,550 151,997 (6%) 181,738
Other 107,665 165,101 35% 73,088
268,215 317,098 15% 254,826
Less allowance for doubtful accounts (14,731) (14,731) 0% (47,211)
Total receivab|e8, net 253,484 302,367 16% 207,615
Inventories 17,553 73,039 76% 69,308
Prepaid expense 7,002 9,222 24% 20,268
Total current assets 1,811,910 1,716,646 (6%) 1,440,870
Property, p|ant and equipment, net 1,869,947 2,063,031 9% 2,155,965
Total Assets 3,681,857 3,779,677 3% 3,596,835
Deferred outflows of resources from Pension 551,926 187,679 (194%) _ 178517
Total assets and deferred outflows of resources $ 4,233,783 $ 3,967,356 (7%) $ 3,775,352
LIABILITIES AND NET POSITION
Current liabilities:
Accounts payable $ 49905 $ 60,176 17% $ 12,205
Accrued expenses 59,696 79,168 25% 78,539
Total current liabilities 109,601 139,344 21% 90,744
Net Pension liabilities 2,078,159 1,565,921 (330/0) 1,783,181
Total liabilities 2,187,760 1,705,265 (28%) 1,873,925
Deferred inflows of resources from Pension 317,200 374,629 15% 107,539
Total liabilities and deferred inflows of resources 2,504,960 2,079,894 (20%) 1,981,464
Net position:
Invested in capital assets 1,869,947 2,063,031 9% 2,155,965
Restricted 92,477 289,994 68% 14,561
Unrestricted (233,601) (465,563) 50% (376,638)
Total net position 1 ,728,823 1 ,887,462 8% 1 ,793,888
Total liabilities and deferred inflows of resources
and net position $ 4,233,783 $ 3,967,356 (7%) $ 3,775,352
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ECONOMIC OUTLOOK

As the world continues to face the issue on climate change, fisheries, and depleted natural
resources PICRC continues to play a vital role within Palau, Micronesia and the world as the only
research facility within Palau and Micronesia that is equipped to conduct various research activities.
This fiscal year, more Scientific Research were conducted in Palau which increases the use of our
facilities and we anticipate this to continue for the next three years.

The Center’s researchers continue to reach out to different stakeholders from local communities, and
attend various international meetings, continue to help promote the Center’s activities and facilities in
which the demand has continued to increase this fiscal year and we are now seeing the increase of
demand in the use of the facilities with the New building in full operation.

Finally, the results of the research activities are very well communicated to the various supporters in
which continues to increase the level of support to the Center not just monetary but through
volunteers and in-kind donations.

The Center continues to find ways to be able to capture more tourists to the Palau Aquarium. The
Center is focusing on marketing those independent travelers while at the same time training to work
with tour companies to include the Center in their travel package. Furthermore, the Center continues
to develop different promotional packages to attract more tourists to the Aquarium.

The Center is confident that the economic outlook is positive in the coming years as it continues to
work to improve its revenue streams and financial standing.

Management’s Discussion and Analysis for the year ended September 30, 2017 is set forth in the
Center's report on the audit of financial statements, which is dated April 30, 2018. This
Management’s Discussion and Analysis explains the major factors impacting the 2017 financial
statements and can be viewed at the Office of the Public Auditor’s website at www.palauopa.org.

CONTACTING THE CENTER’S FINANCIAL MANAGEMENT

This financial report is designed to provide a general overview of the Center's finances and to
demonstrate the Center’s accountability for the money it receives. If you have questions about this
report, or need additional information, please contact the Chief Executive Officer at the Palau
International Coral Reef Center, P.O. Box 7086, Koror, Palau 96940, or e-mail ygolbuu@picrc.org or
call 488-6950.
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PALAU INTERNATIONAL CORAL REEF CENTER
(A Component Unit of the Republic of Palau)

Statements of Net Position
September 30, 2017 and 2016

ASSETS AND
DEFERRED OUTFLOWS OF RESOURCES 2017 2016
Current assets:
Cash $ 1,174,030 $ 1,124,797
Investments 359,841 207,221
Receivables:
Grantor agencies 160,550 151,997
Other 107,665 165,101
268,215 317,098
Less allowance for doubtful accounts (14,731) (14,731)
Total receivables, net 253,484 302,367
Inventories 17,553 73,039
Prepaid expense 7,002 9,222
Total current assets 1,811,910 1,716,646
Capital assets, net 1,869,947 2,063,031
Total assets 3,681,857 3,779,677
Deferred outflows of resources from pension 551,926 187,679
Total assets and deferred outflows of resources $ 4,233,783 $ 3,967,356
LIABILITIES, DEFERRED INFLOWS OF RESOURCES
AND NET POSITION
Current liabilities:
Accounts payable $ 49,905 $ 60,176
Accrued expenses 59,696 79,168
Total current liabilities 109,601 139,344
Net pension liability 2,078,159 1,565,921
Total liabilities 2,187,760 1,705,265
Deferred inflows of resources from pension 317,200 374,629
Total liabilities and deferred inflows of resources 2,504,960 2,079,894
Net positon:
Invested in capital assets 1,869,947 2,063,031
Restricted 92,477 289,994
Unrestricted (233,601) (465,563)
Total net position 1,728,823 1,887,462
Total liabilities, deferred inflows of resources
and net position $ 4,233,783 $ 3,967,356

See accompanying notes to financial statements.
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PALAU INTERNATIONAL CORAL REEF CENTER
(A Component Unit of the Republic of Palau)

Statements of Revenues, Expenses and Changes in Net Position
Years Ended September 30, 2017 and 2016

2017 2016
Operating revenues:
Grants $ 359,345  § 704,447
Facility user and admission fees 168,523 141,735
Research facilities 128,877 74,073
Fundraising 5,200 5,500
Contract service 146,601 66,000
Boat fees 48,561 38,428
Merchandise sales 47,677 48,008
Accomodations 40,499 14,945
Donations 216,961 148,192
Education program fees 325 500
Other 17,245 6,973
Total operating revenues 1,179,814 1,248,801
Bad debts (8,081) (16,409)
1,171,733 1,232,392
Operating expenses:
Salaries, wages and fringe benefits 693,118 605,446
Depreciation 293,084 265,703
Supplies and printing 167,405 99,036
Utilities 96,641 72,748
Professional services 133,632 178,556
Fuel 32,827 27,426
Merchandise cost 56,057 22,923
Training 27,802 45,106
Insurance 24,632 13,875
Repairs and maintenance 41,912 21,266
Communications 24,501 23,268
Anniversary 5,864 24,872
Travel 7,578 35,333
Postage and freight 3,227 8,273
Dues and subscriptions 10,014 4,186
Entertainment 3,519 2,096
Rentals 75 10,270
Sales and marketing 4,589 408
Other 131,851 76,560
Total operating expenses 1,758,328 1,537,351
Operating loss (586,595) (304,959)
Nonoperating revenues (expenses):
Appropriations 400,000 400,000
Loss on disposal of capital assets - (14,245)
Net (decrease) increase in the fair value of investments 27,956 12,768
Total nonoperating revenues (expenses), net 427,956 398,523
Net income before capital contributions (158,639) 93,564
Capital contributions - -
Change in net position (158,639) 93,564
Net position at beginning of year 1,887,462 1,793,898
Net position at end of year $ 1,728,823  § 1,887,462

See accompanying notes to financial statements.
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PALAU INTERNATIONAL CORAL REEF CENTER
(A Component Unit of the Republic of Palau)

Statements of Cash Flows

For the year ended September 30, 2017 and 2016

Cash flows from operating activities:
Cash received from customers
Cash payents to suppliers for goods and services
Cash payments to employees for services
Net cash provided by (used for) operating activities

Cash flows from capital and related financing activities:
Appropriations
Net cash provided by noncapital financing activities

Cash flows from capital and related financing activities:
Capital assets acquisitions
Payments on note payable
Net cash used for capital and related financing activities

Cash flows from investing activities:
Purchase of investments

Net cash used for investing activities

Net increase in cash

Cash at beginning of year
Cash at end of year

Reconciliation of operating loss to net cash provided by (used for)
operating activities:
Operating loss
Adjustments to reconcile operating loss to net cash used for operating
activities:
Depreciation
Bad debts
Loss on disposal of capital asset
Noncash pension costs
(Increase) decrease in assets:
Receivables grantor agencies
Receivables, other
Inventories
Prepaid expense
Increase (decrease) in liabilities:
Accounts payable
Accrued expenses
Net cash provide by (used for) operating activities

Supplemental disclosure of noncash capital and related financing activities:

Recognition of contributed capital assets:
Noncash increase in capital assets
Noncash increase in capital contributioins

See accompanying notes to financial statements.
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2017 2016
$ 1220650 $ 1,201,584
(826,678) (495,418)
(511,814) (680,447)
(117,842) 25,719
400,000 400,000
400,000 400,000
(100,000) (142,254)
(100,000) (142,254)
(132,925) (107,894)
(132,925) (107,894)
49,233 175,571
1,124,797 949,226
$ 1,174,030 $ 1,124,797
S (586,595) $  (304,959)
293,084 265,703
8,081 16,409

- 14,245

90,742 40,678
(8,553) 29,741
57,436 (92,013)
55,486 (3,731)
2,220 11,046
(10,271) 47,971
(19,472) 629

S (117842) S 25,719
$ - $ -
$ - $ -
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Palau International Coral Reef Center
(A Component Unit of the Public of Palau)

Notes to Financial Statements
September 30, 2017 and 2016

Organization and Purpose

(2)

The Palau International Coral Reef Center (the Center), a component unit of the Republic of
Palau (ROP), was created on November 20, 1998, under the provisions of ROP Public Law
(RPPL) 5-17. The Law created a wholly owned government non-profit corporation managed
by a Board of Directors appointed by the President of ROP with the advice and consent of the
Senate of the Olbiil Era Kelulau (ROP National Congress). The primary purpose of the Center
is to carry out marine research and educate the public about the ecological, economic and
cultural importance of coral reefs and their associated marine habitats.

The Center’s financial statements are incorporated into the financial statements of ROP as a
component unit.

Summary of Significant Accounting Policies

The accounting policies of the Center conform to accounting principles generally accepted in
the United States of America, as applicable to governmental entities, specifically proprietary
funds. The Center utilizes the flow of economic resources measurement focus. The
Governmental Accounting Standards Board (GASB) is the accepted standard-setting body for
establishing governmental accounting and financial reporting principles.

Basis of Accounting

Proprietary funds are accounted for on a flow of economic resources measurement focus. With
this measurement focus, all assets and liabilities associated with the operation of the fund are
included in the statement of net position. Proprietary fund operating statements present
increases and decreases in net total assets. The accrual basis of accounting is utilized by
proprietary funds. Under this method, revenues are recorded when earned and expenses
recorded at the time liabilities are incurred.

Cash

Custodial credit risk is the risk that in the event of a bank failure, the Center’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
Center does not have a deposit policy for custodial credit risk.

- 14 -
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Palau International Coral Reef Center
(A Component Unit of the Republic of Palau)

Notes to Financial Statements, continued
September 30, 2017 and 2016

Summary of Significant Accounting Policies, Continued

Cash, Continued

For purposes of the statements of net position and cash flows, cash is defined as cash on hand
and cash held in demand accounts. As of September 30, 2017 and 2016, the Center had cash
totaling $1,174,030 and $1,124,797, respectively, and the corresponding bank balances were
$1,213692 and $1,204,791, respectively, which are maintained in financial institutions subject
to Federal Deposit Insurance Corporation (FDIC) insurance. At September 30, 2017 and 2016,
bank deposits of $569,530 and $483,441 were FDIC insured, respectively. Collateralization of
deposits is not required; therefore, uninsured deposits are exposed to custodial credit risk. In
line with the Center’s Strategic Plan to become self-sustaining, cash of $69,530 and $26,164
and investments of $359,841 and $207,221 have been internally restricted as of September 30,
2017 and 2016, respectively. These restricted funds consist of solicited donations and a

portion of operating revenues designated by the Board.

Investments

Marketable securities held for investment purposes are stated at fair value, which is
primarily based on quoted market prices. Fixed income securities are reported at amortized
cost with discounts or premiums amortized using the effective interest method subject to
adjustment for market declines judged to be other than temporary. The Center’s
investments are held by a bank-administered trust fund.

The following investment policy governs the investment of assets of the Center.

General:

1. Any pertinent restrictions existing under the laws of ROP with respect to the
Center, that may exist now or in the future, will be the governing restriction.

2. U.S. and non-U.S. equities, ADRs (American Depository Receipts), convertible
bonds, preferred stocks, fixed-income securities, mutual funds and short-term
securities are permissible investments.

3. No individual security of any issuer, other than that of the United States
Government, shall constitute more than 10% (at cost) of Investment Manager’s
portfolio.

4. Holdings of any issuer shall constitute no more than 5% of the outstanding
securities of such issuer.

5. Investments in a registered mutual fund managed by the Investment Manager are

subject to the prior approval of the Board of Directors.

-15 -



2)

Palau International Coral Reef Center
(A Component Unit of the Republic of Palau)

Notes to Financial Statements, continued
September 30, 2017 and 2016

Summary of Significant Accounting Policies, Continued

Investments, continued

General, continued:

6. The following securities and transactions are not authorized without prior written
Board of Directors’ approval: letter stock and other unregistered securities; non-
negotiable securities; commodities or other commodity contracts; options; futures;
short sale; and margin transactions.

Investments may be made in:

A. Equity Investments

1.

Consistent with the desire to maintain broad diversification, allocations to any
economic or industry sector should not be excessive relative to the economic or
industry sector allocations of the individual index benchmarks set for each
Investment Manager.

Equity holdings shall be restricted to readily marketable securities of
corporations that are actively traded on the major exchanges and over the
counter.

The investment Managers shall have the discretion to invest a portion of the
assets in cash reserves when they deem appropriate. However, the Investment
Managers will be evaluated against their peers on the performance of the total
funds under their direct management.

Common stock and preferred stock of any institution or entity created or
existing under the laws of the United States or any other country are
permissible.

B. Fixed Income Investments

1.

The role of fixed income investments in the Center’s portfolio is to offer a highly
predictable and dependable source of current cash income and to reduce the

volatility of the entire portfolio.

All fixed income securities held in the portfolio shall have a Moody’s, Standard &
Poor’s and/or a Fitch’s credit quality rating of no less than “BBB”. U.S. Treasury
and U.S. Government agencies, which are unrated securities, are qualified for

inclusion in the portfolio and will be considered to be of the highest rating.
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Palau International Coral Reef Center
(A Component Unit of the Republic of Palau)

Notes to Financial Statements, continued
September 30, 2017 and 2016

2) Summary of Significant Accounting Policies, Continued

Investments, continued

General, continued:

3.

No more than 20% of the market value of the portfolio shall be rated less than single
“A” quality, unless the Investment Manager has specific prior written authorization
from the Directors.

4. Total portfolio quality (capitalization weighted) shall maintain an “A” rating.

The Center’s fixed income investments will emphasize U.S. issues but will not exclude
exposure to non-US dollar denominated securities.

C. Cash and Cash Equivalents

1.

Cash equivalent reserves shall consist of cash instruments having a quality rating of
A-1, P-1 or their equivalent. U.S. Treasury and agency securities, bankers’
acceptances, certificates of deposit, and collateralized repurchase agreements are
also acceptable investment vehicles. Custodial sweep accounts must be, in the
judgment of the Investment Managers, of credit quality equal or superior to the
standards described above.

In the case of certificates of deposit, they must be issued by FDIC insured
institutions. Deposits in institutions with less than $10,000,000 in assets may not be
made in excess of $100,000 (or prevailing FDIC insurance limit), unless the deposit
is fully collateralized by U.S. Treasury securities.

No single issue shall have a maturity of greater than two (2) years.

Custodial sweep accounts or similar money market portfolios are permitted and must
have an average maturity of less than one (1) year.

Custodial credit risk for investments is the risk that in the event of the failure of the
counterparty to the transaction, the Center will not be able to recover the value of investment or
collateral securities that are in the possession of an outside party. The Center’s investments are
held and administered by trustees in accordance with negotiated trust and custody agreements.
Based on these agreements, all of these investments were held in the Center’s name by the
Center’s custodial financial institutions at September 30, 2017 and 2016.

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of
debt instruments.
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Palau International Coral Reef Center
(A Component Unit of the Republic of Palau)

Notes to Financial Statements, continued
September 30, 2017 and 2016

Summary of Significant Accounting Policies, Continued

Investments, continued

The Center values its investments at fair value in accordance with GASB Statement 31. The
Center’s investments as of September 30, 2017 and 2016 are as follows:

Fair Value
Investment Type 2017 2016
Cash and money market funds $ 7,735 $ 3,959
Exchange-traded and closed-end funds 352,106 4,757
Common stocks - 122,549
Fixed income securities - 75,956
$ 359,841 $ 207,221

GASB Statement No. 40 requires entities to provide information about the credit risk
associated with their investments by disclosing the credit quality ratings. All fixed income
securities have a credit rating of AAA based on Moody’s credit quality rating and mature
within one to five years.

Fair Value Measurement of the Investments

Investments and related investment earnings are reported at fair value using quoted market
prices. Fair value is the price that would be received to sell an asset or paid to transfer a
liability (i.e., the exit price) in an orderly transaction between market participants at the date as
of which the fair value of an asset or liability is determined. The Center categorizes its fair
value measurements within the fair value hierarchy established by generally accepted
accounting principles. The hierarchy is based on the valuation inputs used to measure the fair
value of the asset. Level 1 inputs are quoted prices in active markets for identical assets; Level
2 inputs are significant other observable inputs; Level 3 inputs are significant unobservable
inputs. The Center has the following fair value measurements:
Fair Value Measurement Using

2017 Level 1 Level 2 Level 3

Investments by fair value level

Exchange traded funds $ 352,105 $ 352,105 $ - $ -
Common stock - - - -

Total investments by fair fair value level $ 352,105 $ 352,105 $ - $ -

Investments measured at cost based measure
Cash and cash equivalents $ 7,735
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Palau International Coral Reef Center
(A Component Unit of the Republic of Palau)

Notes to Financial Statements, continued
September 30, 2017 and 2016

Summary of Significant Accounting Policies, Continued

Fair Value Measurement of the Investments, continued

Fair Value Measurement Using

2016 Level 1 Level 2 Level 3

Investments by fair value level
Debt securities:

US Treasury securities $ 20,472 $ 20,472 $ - $ -

Government Securities 24,032 - 24,032 -
Equity securities:

Common stock 127,306 127,306 - -

Exchange traded funds 32,626 32,626 - -
Total investments by fair fair value level $ 204,436 $ 180,404 $ 24,032 $ -
Investments measured at cost based measure

Cash and cash equivalents $ 2,785

Concentration of Credit Risk

Concentration of credit risk for investments is the risk of loss attributed to the magnitude of an
entity’s investment in a single issuer. GASB Statement No. 40 requires disclosure by issuer and
amount of investments that represents five percent (5%) or more of total investments of the
Center. As of September 30, 2017 and 2016, the following fixed income securities and
exchange-traded and closed-end funds constituted more than 5% of the Center’s total

Investments:

Fixed Income Securities:
Federal National Mortgage Association
U.S. Treasury Note

Exchange-traded and Closed-end Funds:
Ishares Intermediate Credit Bond EFT
Ishares TR Core US
Ishares TR RUS 1000 Val ETF
Ishares TR RUS 1000 GRW ETF
Ishares TR RUS 2000 GRW ETF
Ishares TR Core MSCI EAFE
SPDR Series Trust S&P Divid EFT
SPDR S&P Midcap 400 EFT Trust
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Palau International Coral Reef Center
(A Component Unit of the Republic of Palau)

Notes to Financial Statements, continued
September 30, 2017 and 2016

2) Summary of Significant Accounting Policies, Continued

Custodial credit risk

Custodial credit risk for investments is the risk that in the event of the failure of the counterparty
to the transaction, the Center will not be able to recover the value of the investment or collateral
securities that are in the possession of an outside party. The Center’s investments are held and
administered by trustees in accordance with negotiated trust and custody agreements. Based on
those agreements, all of these investments were held in the Center’s name by the custodial
financial institutions at September 30, 2017 and 2016.

Foreign Currency Risk

Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair
value of an investment or a deposit.

Foreign currency is comprised of international investment proceeds and income to be repatriated
into U.S. dollars and funds available to purchase international securities. Foreign currency is
not held as a form of investment. Foreign currency is held for less than 30 days in foreign
accounts until it can be repatriated or expended. For the years ended September 30, 2017 and
2016, the Center did not have investments in foreign currency.

Investment income

Investment income is composed of interest, dividends, and net changes in the fair value of
applicable investments.

Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect an investment’s
value. The Center does not have a formal policy regarding interest rate risk. At September 30,
2017, the Center did not have any investments in debt securities. At September 30, 2016, the
Center had the following investments in debt securities:

2016
Investment Maturities (In Years) Rating
More than Standard &
Investment type Fair Value Less than 1 1-5 6-10 10 Moody Poor's
U.S. Treasury Securities $ 20473 $ -3 - $ 20473 8§ - AAA No rating
Government securities 24,032 - 24,032 - - AAA AA+
Total $ 44,505 § - § 24032 § 20473 § -
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Palau International Coral Reef Center
(A Component Unit of the Republic of Palau)

Notes to Financial Statements, continued
September 30, 2017 and 2016

Summary of Significant Accounting Policies, Continued

Allowance for Doubtful Accounts

The allowance for doubtful accounts is established through a provision charged to expense.
Specific accounts are charged against the allowance when management believes that the
collection of the balance is unlikely. The allowance is an amount that management believes
will be adequate to absorb possible losses on existing balances that may be uncollectible, based
on the specific identification method.

Deferred Outflows of Resources

In addition to assets, the statements 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 Center
has determined the changes in assumption, changes in proportion and difference between the
Center’s contributions and proportionate share of contributions and pension contributions made
subsequent to the measurement date qualify for reporting in this category.

Inventories

Inventories of spare parts, merchandise and supplies are stated at the lower of cost (first-in,
first out) or market.

Capital Assets

Capital assets are stated at cost. Depreciation is calculated using the straight-line method over
the estimated useful lies of the respective assets. Current policy is to capitalize items in excess
of $1,000.

Compensated Absences

Vested or accumulated unpaid annual leave is accrued when earned and is included in the
statements of net positon as an accrued expense. Annual leave accumulates at the rate of 6
hours biweekly, if less than 6 years of service, 7 hours biweekly, if between 7 and 14 years of
service, and 8 hours biweekly if 15 years or more of service.
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Palau International Coral Reef Center
(A Component Unit of the Republic of Palau)

Notes to Financial Statements, continued
September 30, 2017 and 2016

Summary of Significant Accounting Policies, Continued

Deferred Inflows of Resources

In addition to liabilities, the statements of net positon 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 Center
has determined the changes in assumption, differences between projected and actual earnings
on pension plan investments and changes in proportion and difference between the Center’s
contributions and proportionate share of contributions qualify for reporting in this category.

Taxes

RPPL 5-17 exempted the Center from all national and state non-payroll taxes or fees.

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.

Operating and Non-Operating Revenues and Expenses

Operating revenues and expenses include all direct and administrative revenues and expenses.
Non-operating revenues and expenses result from investing and financing activities including
operating grants.

Net Position
The Center’s net position is classified as follows:

e Invested in capital assets: capital assets, net of accumulated depreciation, plus
construction or improvements of those assets.

e Restricted: net position subject to externally imposed stipulations that can be fulfilled
by actions of the Center pursuant to those stipulations or that expire by the passage of
time. The Center considers funds received through various grants to be restricted until
expended in accordance with grant terms and conditions. Restricted net position
resulted from the following grants at September 30, 2017 and 2016:
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Palau International Coral Reef Center
(A Component Unit of the Republic of Palau)

Notes to Financial Statements, continued
September 30, 2017 and 2016

2) Summary of Significant Accounting Policies, Continued

Net Position, continued

2017 2016
Italian Minisry for Environmental Land and Sea $ 92,477 $ 139,321
University of South Pacific European Union
Global Climate Change - 95,045
The Pew Charitable Trust - 37,479
United Nations Educational, Scientific and Cultural
Organization - 9,699
Australia Aid (Environmental Education) - 8,450
$ 92,477 $ 289,994

e Unrestricted: net position that are 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.

Pensions

Pensions are required to be recognized and disclosed using the accrual basis of accounting.
The Center recognizes a net pension liability for the defined benefit pension plan, which
represents the Center’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 expenses on a closed basis over a five-year period beginning with the
period in which the difference occurred.
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Palau International Coral Reef Center
(A Component Unit of the Republic of Palau)

Notes to Financial Statements, continued
September 30, 2017 and 2016

Summary of Significant Accounting Policies, Continued

New Accounting Standards

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 68 and
Amendments to Certain Provisions of GASB Statement 67 and 68, which aligns the reporting
requirements for pensions and pension plan not covered in GASB Statements 67 and 68 with
the reporting requirements in Statement 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 non-employer contributing entities for pensions that are not
within the scope of Statement 68, which are effective for fiscal years beginning after June 15,
2016. Management has not evaluated the impact that the implementation of this statements will
have 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 Benefits 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 has not evaluated the impact that the implementation of this statement will have
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 has not evaluated the impact that the implementation of this
statement will have 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 31, 2015. Management does not believe that the implementation of this statement
will have a material effect on the financial statements.
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Palau International Coral Reef Center
(A Component Unit of the Republic of Palau)

Notes to Financial Statements, continued
September 30, 2017 and 2016

Summary of Significant Accounting Policies, Continued

New Accounting Standards, Continued

In December 2015, GASB issued Statement No. 78, Pensions Provided through Certain
Multiple-Employer Defined Benefit Pension Plans, which addresses a practice issue regarding
the scope and applicability of Statement No. 68, Accounting and Financial Reporting for
Pensions. The provisions in Statement No. 78 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.

In January 2016, GASB issued Statement No. 80, Blending Requirements for Certain
Component Units- an amendment of GASB Statement No. 14, which improves financial
reporting by clarifying the financial statement presentation requirements for certain component
units. The provisions in Statement No. 80 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 March 2016, GASB issued Statement No. 81, Irrevocable Split-Interest Agreements, which
improves accounting and financial reporting for irrevocable split-interest agreements by
providing recognition and measurement guidance for situations in which a government is a
beneficiary of the agreement. The provisions in Statement No. 81 are effective for fiscal years
beginning after December 15, 2016. Management does not believe that the implementation of
this Statement will have a material effect on the financial statements.

In March 2016, GASB issued Statement No. 82, Pension Issues — an amendment of GASB
Statements No. 67, No. 68, and No. 73, which addresses issues regarding (1) the presentation of
payroll-related measures in required supplementary information, (2) the selection of
assumptions and the treatment of deviations from the guidance in an Actuarial Standard
Practice for financial reporting purposes, and (3) the classification of payments made by
employers to satisfy employee (plan member) contribution requirements. The provisions in
Statement No. 82 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 May 2017, GASB issued Statement No. 86, Certain Debt Extinguishment Issues. The
primary objective of this Statement is to improve consistency in accounting and financial
reporting for in- substance defeasance of debt by providing guidance for transactions in which
cash and other monetary assets acquired with only existing resources—tresources other than the
proceeds of refunding debt—are placed in an irrevocable trust for the sole purpose of
extinguishing debt. The provisions of GASB Statement No. 86 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.
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Palau International Coral Reef Center
(A Component Unit of the Republic of Palau)

Notes to Financial Statements, continued
September 30, 2017 and 2016

Summary of Significant Accounting Policies, Continued

(3)

New Accounting Standards, Continued

In June 2017, GASB issued Statement No. 87, Leases. The objective of this Statement is to
better meet the information needs of financial statement users by improving accounting and
financial reporting for leases by governments. This Statement increases the usefulness of
governments’ financial statements by requiring recognition of certain lease assets and liabilities
for leases that previously were classified as operating leases and as inflows of resources or
outflows of resources recognized based on the payment provisions of the contract. GASB
Statement No. 87 will be effective for the Corporation for fiscal year ending September 30,
2021. Management does not believe that the implementation of this statement will have a
material effect on the financial statements.

Employees’ Retirement Plan

Defined Benefit Plan

A. General Information About the Pension Plan:

Plan Description: The Center contributes to the Republic of Palau Civil services Pension
Trust Fund (the Plan), 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 their benefits to employees, their spouses and dependents, of the
ROP, ROP State Governments and ROP agencies, funds and public corporations. The Plan
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.

Defined Benefit Plan, Continued

A. General information About the Pension Plan, Continued:

Portions of RPPL No. 2-26 were revised by RPPL 3-21, RPL 4-40, RPPL 4-49, RPPL 5-30,
RPPL 6-37, 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 Plan 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 Plan’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.
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Notes to Financial Statements, continued
September 30, 2017 and 2016

Emplovees’ Retirement Plan, Continued

Plan Membership. As of September 30, 2015, the date of the most recent valuation, plan
membership consisted of the following:

Inactive members currently receiving benefits 1,507
Inactive members entitled to but not receiving benefits 1,151
Active members 3,120

Total members 5,778

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.

A. General information About the Pension Plan, Continued:

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.
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(A Component Unit of the Republic of Palau)

Notes to Financial Statements, continued
September 30, 2017 and 2016

Emplovyees’ Retirement Plan, Continued

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 Plan unless he
or she has contributed to the Plan for at least five years or has made an actuarially equivalent
lump sum contribution”. In accordance with PPL 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
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:

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
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Palau International Coral Reef Center
(A Component Unit of the Republic of Palau)

Notes to Financial Statements, continued
September 30, 2017 and 2016

Emplovyees’ Retirement Plan, Continued

Defined Benefit Plan, Continued

A. General information About the Pension Plan, Continued:

Surviving beneficiaries of an employee may only receive benefits up to the total present value
of the employees 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 3 years;

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

plus and 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, he 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 benefits 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.

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.
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Palau International Coral Reef Center
(A Component Unit of the Republic of Palau)

Notes to Financial Statements, continued
September 30, 2017 and 2016

Emplovyees’ Retirement Plan, Continued

Defined Benefit Plan, Continued

A. General information About the Pension Plan, Continued:

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 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 Plan 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 (15) fifteen years
membership service may elect to receive a refund of all his or her contributions. Subsequent
changes in the percentage contributed by members may be made through and 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 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 Plan 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 Plan in order to keep the Plan on a
sound actuarial basis. RPPL 9-2 requires the Government of ROP to make regular
contributions to the Plan 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 Plan.

The Center’s contribution to the Plan for the years ended September 30, 2017, 2016 and 2015
were $27,007, $26,111, and $21,065, respectively, which were equal to the required
contributions for the respective years then ended.
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Palau International Coral Reef Center
(A Component Unit of the Republic of Palau)

Notes to Financial Statements, continued
September 30, 2017 and 2016

Emplovyees’ Retirement Plan, Continued

Defined Benefit Plan, Continued

A. General information About the Pension Plan, Continued:

Actuarial Assumptions. The total pension liability was determined by an actuarial valuation as
of October 1, 2014, and rolled forward using generally accepted actuarial procedures to the

measurement date as of September 30, 2015, using the following actuarial assumptions:

Actuarial Cost Method:

Investment Income:
Expenses:
Salary Increase:

Mortality:

Disabled Mortality:

Retirement Age:

Pre-retirement Beneficiary
Benefit Former Members:

Post Retirement Survivor’s Benefit:

Disability:

Turnover:

Refund of Contributions:

Workers Included In the Valuation:
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Normal costs are calculated under 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 works 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

5% per year prior to age 40; none after age 40
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 indicated in the census as Active or
Inactive with a vested benefit.
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Palau International Coral Reef Center
(A Component Unit of the Republic of Palau)

Notes to Financial Statements, continued
September 30, 2017 and 2016

Emplovyees’ Retirement Plan, Continued

Defined Benefit Plan, Continued

A. General information About the Pension Plan, Continued:
Investment Rate of Return

The long-term expected rate of return on the Plan’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, 2016, the geometric mean rates of return for each major investment class
are as follows:

Asset Class Target Allocation Expected Rate of Return
Cash 3% 4.55%
Equity 61% 6.35%
Corporate fixed income 5% 4.00%
Governmental fixed income 31% 7.75%
100%

Discount Rate

The discount rate used to measure the total pension liability was 2.98% at the current
measurement date and 3.83% at the prior measurement date. 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 2018 for the 2016
measurement date. For years after 2019, a discount rate of 2.93% is used. This rate is based on
the Bond Buyer General Obligation 20-year Municipal Bond Index.

Sensitivity of Net Pension Liability to Changes in the Discount Rate
The following presents the net pension liability of the Center, calculated using the discount rate
of 2.98%, as well as what the net pension liability would be if it were calculated using a

discount rate that is 1.00% lower (1.98%) or 1.00% higher (3.98%) from the current rate.

1% Decrease 1.98% Current Single Discount Rate Assumption 2.98% 1% Increase 3.98%

$2,411,434 $2,078,159 $1,802,257
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Palau International Coral Reef Center
(A Component Unit of the Republic of Palau)

Notes to Financial Statements, continued
September 30, 2017 and 2016

3) Emplovyees’ Retirement Plan, 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, 2017 and 2016, the Center reported a liability of
$2,078,159 and $1,565,921, respectively, for its proportionate share of the net pension
liability. The Center’s proportion of the net pension liability was based on the projection of
the Center’s long-term share of contributions to the Plan relative to the projected
contributions of Republic of Palau, Republic of Palau’s component units and other
Government agencies, actuarially determined. At September 30, 2017 and 2016, the
Center’s proportion was 0.8331% and 0.7265%, respectively.

Pension Expense. For the years ended September 30, 2017 and 2016, the Center recognized
pension expense of $117,746 and $66,789, respectively.

Deferred Outflows and Inflows of Resources. At September 30, 2017 and 2016, the Center
reported total deferred outflows of resources and deferred inflows of resources related to
pensions from the following sources:

2017 2016
Deferred Deferred Deferred Deferred
Outflows of Inflows of Outflows of Inflows of
Resoures Resoures Resoures Resoures

Differences between expected and

actual experience $ -3 53264 $ -3 56,065
Net difference between projected and actual

earnings on pension plan investments 17,846 4,040 - -
Change in assumptions 318,499 49,146 128,474 64,180
Authority contributions subsequent to the

measurement date 26,111 -
Changes in proportion and difference

between the Center's contributions and

approportinate share of contributions 215,581 210,750 33,094 254,384

Total § 551926 § 317200 § 187,679 $§ 374,629
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Palau International Coral Reef Center
(A Component Unit of the Republic of Palau)

Notes to Financial Statements, continued
September 30, 2017 and 2016

3) Employees’ Retirement Plan, Continued
Defined Benefit Plan, Continued
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, 2017 will be recognized in pension expense as follows:
Year ending September 30,
2018 § 34,568
2019 $ 51,148
2020 $ 27,369
2021 $ 30,878
Thereafter $ 56,258
4) Due from Grantor Agencies

The Center is a direct recipient of a contract award received from the Italy Government and
University of Hampshire with GEF, the United Nations Educational, Scientific, and Cultural
Organization, Micronesia Conservation Trust, the University of New Hampshire, the
University of South Pacific and the University of Hawaii. Excess grant disbursements over
receipts are recognized as due from grantor agencies until such funds are received in
accordance with grant terms and conditions.

Changes in the due from grantor agency account for the years ended
September 30, 2017 and 2016 are as follows:

2017 2016
Balance at beginning of year $ 151,997 $ 181,738
Deductions - cash receipts from grantor agencies (359,345) (703,203)
Additions - program outlays 367,898 673,462
Balance at end of year $ 160,550 $ 151,997
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Palau International Coral Reef Center

(A Component Unit of the Republic of Palau)

Notes to Financial Statements, continued
September 30, 2017 and 2016

Capital Assets

Capital assets as of September 30, 2017 and 2016, consist of the following:

Buildings

Mechanical, electrical, research, office
exhibit and marine equipment

Aquarium

Furniture and fixtures

Computers

Vehicles

CIP in Progress

Accumulated depreciation

Buildings

Mechanical, electrical, research, office
exhibit and marine equipment

Aquarium

Furniture and fixtures

Computers

Vehicles
CIP in Progress

Accumulated depreciation

Balance at Balance at
Estimated October 1, September 30,
Useful Lives 2016 Additions Deletions 2017

10-30 years $ 3,694,472 $ - 3 - $ 3,694,472
2- 15 years 2,040,307 - (207,621) 1,832,686
7 years 1,585,360 - - 1,585,360

5 years 101,089 - - 101,089

5 years 22,941 - - 22,941

3 years 60,405 - - 60,405
100,000 100,000 - 200,000

7,604,574 100,000 (207,621) 7,496,953
(5,541,543) (293,084) 207,621 (5,627,006)

$ 2,063,031 $ (193,084) $ - $ 1,869,947

Balance at Balance at
Estimated October 1, September 30,
Useful Lives 2015 Additions Deletions 2016

10-30 years $ 3,691,872 $ 2,600 $ - $ 3,694,472
2- 15 years 2,003,500 77,795 (40,988) 2,040,307
7 years 1,585,360 - - 1,585,360

S years 96,476 4613 - 101,089

5 years 15,073 7,868 - 22,941

3 years 88,605 - (28,200) 60,405

- 100,000 - 100,000

7,480,886 192,875 (69,188) 7,604,573
(5,324,921) (265,703) 49,081 (5,541,543)

$ 2,155,965 $ (72,827) $ (20,107) $§ 2,063,031

During the years ended September 30, 2017 and 2016, the Center received capital assets from a
grantor of $0 and $68,481, respectively. Such contributions from the grantor are subject to
time restrictions and will expire at the end of the project on March 31, 2018. The capital assets
are recorded as additions to property, plant and equipment and capital contributions in the
statement of net position and the statement of revenue, expenses and changes in net position,

respectively.
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Palau International Coral Reef Center
(A Component Unit of the Republic of Palau)

Notes to Financial Statements, continued
September 30, 2017 and 2016

5) Capital Assets, Continued
The construction in-progress represents the cost incurred for the construction of research
facilities expansion project with year-to-date cost totaling $200,000 as of September 30, 2017.
The total cost to complete the project is $840,000; however, due to funding limitations, the
project was divided into two phases. Phase 1 in the amount of $400,000 is funded by the ROP
Economic Stimulus Package (ESP) FY-2014 and Phase II in the amount of $440,000 is funded
by the Center. The project is expected to be completed during 2018.

6) Inventories
Inventories as of September 30, 2017 and 2016, consist of the following:

2017 2016
Merchandise $ 15,636 $ 39,942
Spare parts 1,917 33,097
$ 17,553 $ 73,039
7) Noncurrent Liabilities

A summary of changes in noncurrent liabilities during fiscal year ended September 30, 2017
and 2016 is as follows:

Outstanding Outstanding
October 1, September 30,
2016 Decrease Increase 2017 Current Noncurrent
Net Pension Liablitiy $ 1,565921 §$ - $ 512238 $ 2,078,159 $ 2,078,159
$ 1,565921 $ - $ 512238 $ 2,078,159 $ 2,078,159
Outstanding Outstanding
October 1, September 30,
2015 Decrease Increase 2016 Current Noncurrent
Net Pension Liablitiy $ 1,783,171 $ (217,250) $ - $ 1,565,921 $ 1,565,921
$ 1,783,171 $ (217,250) $ - § 1,565,921 $ 1,565,921
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Palau International Coral Reef Center
(A Component Unit of the Republic of Palau)

Notes to Financial Statements, continued
September 30, 2017 and 2016

Republic of Palau

9

During the year ended September 30, 2017 and 2016, the Center recorded appropriations for
operations of $400,000 through RPPL 9-34 and RPPL 9-15, respectively.

The Center conducts its operations on land without charge in the State of Koror, through a land
settlement agreement dated February 3, 1997 between ROP, the Palau Public Lands Authority,
the Koror State Government and the Koror State Public Lands Authority. The land settlement
agreement stipulates that ROP will retain the use of the land for as long as it is used for the
Center and as long as no commercial or other profit-making ventures are conducted on the
premises.

Risk Management

10)

The Center is exposes 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
Center has elected to purchase commercial insurance from independent third parties for the
risks of loss to which it is exposed. Settled claims from these risks have not exceeded
commercial insurance coverage during the past three years.

Subsequent Events

The Center has evaluated subsequent events from October 1, 2017 through April 30, 2018, the
date of financial statements were available to be issued. The Center did not note any subsequent
events requiring disclosure or adjustment to the accompanying financial statements.
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PALAU INTERNATIONAL CORAL REEF CENTER
(A Component Unit of the Republic of Palau)

Required Supplemental Information (Unaudited)
Schedule of Proportional Share of the Net Pension Liability
Last 10 Fiscal Years*

2016 2015 2014 2013

Civil Service Pension Trust Fund (Plan) total net pension liability $249,453,960 $215,546,176 $204,281,232 $182,080,332
The Center's proportionate share of the net pension liability $ 2,078,159 $ 1,565,921 $ 1,783,171 $ 1,580,457
The Center's proportionate share of the net pension liability 0.833% 0.726% 0.873% 0.868%
The Center's covered-employee payroll** $ 441236 $ 352,326 § 410,366 $ 321,633
The Center's proportionate share of the net pension liability as 470.99% 444.45% 434.53% 491.39%

a percentage of its covered employee payroll
Plan Fiduciary net position as a percentage of the total

pension liability 21.23% 22.50% 23.01% 20.35%

* 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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Actuarially determined contribution

PALAU INTERNATIONAL CORAL REEF CENTER
(A Component Unit of the Republic of Palau)

Required Supplemental Information (Unaudited)
Schedule of Pension Contributions
Last 10 Fiscal Years*

Contribution in relation to the actuarially

determined contribution

Contribution (excess) deficiency

Center's covered-employee payroll

2016 2015 2014 2013
$ 120,112 § 79,187  $ 92,733 54,602
26,111 20,999 24,165 21,838
$ 94,001 $ 58,188 $ 68,568 32,764
$ 441236  § 352,326 $ 410,366 321,633
6.79%

Contribution as a percentage of covered-employee payroll 5.92% 5.96% 5.89%

* 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.
-39-



PALAU INTERNATIONAL CORAL REEF CENTER
(A Component Unit of the Republic of Palau)

Schedule of Investments
September 30, 2017

Cash and Money Market Funds Cost Fair Value
Goldman Sachs Bank USA $ 7,735 $ 7,735
Total Cash and Money Market Funds 7,735 7,735
Equities
Exchange-Traded and Closed-End Funds
Indexiq EFT Trust 10,508 10,697
Ishares TR Core US 75,384 74,412
Ishares TR RUS 1000 Val ETF 45,620 49,893
Ishares TR RUS 1000 GRW ETF 42,478 49,274
Ishares TR RUS 2000 GRW ETF 16,123 18,819
Ishares TR Core MSCI EAFE 44,460 50,245
Ishares Incorporated Core MSCI EMKT 11,963 14,045
SPDR S&P Midcap 400 EFT Trust 10,679 10,697
SPDR Barclays Capital High Yield Bond 14,140 14,331
SPDR Series Trust S&P Divid EFT 23,401 25,207
SPDR S&P Midcap 400 EFT Trust 21,083 23,822
SPDR Barclays Capital Intermediate Term 10,577 10,663
Total Exchange-Traded and Closed-End Funds 326,416 352,105
Total Cash, Money Maket Funds and Equities $ 334,151 § 359,840

See Accompanying Independent Auditors's Report.
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INDEPENDENT AUDITORS’ REPORT ON
INTERNAL CONTROL AND ON COMPLIANCE

Year Ended September 30, 2017



BC BURGER - COMER - MAGLIARI
CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING AND ON COMPLIANCE
AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Board of Directors
Palau International Coral Reef Center

We have audited, in accordance with the 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, the financial
statements of Palau International Coral Reef Center (the Center), which comprise the statement
of financial position as of September 30, 2017, and the related statements of activities, and cash
flows for the year then ended, and the related notes to the financial statements, and have issued
our report thereon dated April 30, 2018.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered Palau
International Coral Reef Center’s internal control over financial reporting (internal control) to
determine the audit procedures that are appropriate in the circumstances for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing an
opinion on the effectiveness of Palau International Coral Reef Center’s internal control.
Accordingly, we do not express an opinion on the effectiveness of the entity’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct, misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control, such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented,
or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance.
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Our consideration of internal control was for the limited purpose described in the first paragraph
of this section and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies. Given these limitations, during our audit we did
not identify any deficiencies in internal control that we consider to be material weaknesses.
However, material weaknesses may exist that have not been identified

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Palau International Coral Reef Center’s
financial statements are free from material misstatement, we performed tests of its compliance
with certain provisions of laws, regulations, contracts, and grant agreements, noncompliance
with which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit, and accordingly, we do not express such an opinion. The results of our
tests disclosed no instances of noncompliance or other matters that are required to be reported
under Government Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of
the organization’s internal control or on compliance. This report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the entity’s
internal control and compliance. Accordingly, this communication is not suitable for any other

purpose.

%,7\ Cormnn M?/.;

Koror, Republic of Palau
April 30, 2018
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