> 4

PERFORMETER.

KOSRAE
Frsecat Year 2078

A Financial Statement Analysis Using Indicators of the Financial Health and Success and
a Status Report of Audit Findings, Timeliness and Exception Resolution (A.F.T.E.R.) of the
Government of Kosrae as of and for the Year Ended September 30, 2018
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This presentation is available online at http://www.pitiviti.org

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



PERFORMETER.

WHAT 1S THE PERFORMETER:?

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

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

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

The Performeter® is developed by Crawford & Associates, LLC, with support from the Graduate School USA’s PITI-VITI Program through the United States Department of the Interior.
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How 70 USE THE PERFORMETER

* Use the individual ratios to identify financial warning
signals

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

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

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

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

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

e The Performeter® is based on Crawford & Associates’

professional judgment and is limited as to its intended
use

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



OHANGE 1N NET POSITION

DID OUR OVERALL FINANCIAL CONDITION IMPROVE, DECLINE OR

REMAIN STEADY OVER THE PAST YEAR?

NET POSITION AT YEar END
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PERFORMETER.

Net position includes all assets of Kosrae. It
is measured as the difference between total
assets, including capital assets, plus deferred
outflows, netted against total liabilities,
including long-term debt, and deferred
inflows.

For the year ended September 30, 2018,
total net position decreased by $348
thousand or 0.9% from the prior year. The
decrease was indicative of overall expenses
incurred for 2018 exceeding the revenues
earned for the year. The reason for the
decrease in overall net position was due
primarily to $1.73 million of depreciation
expense with very little new capital
acquisitions during the year.

2016 2017 2018

347 424% -24% -097%

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



PERFORMETER.
INTERGCENERATIONAL EQUITY
WHO 18 PAYING FOR TODAY'S COSTS OF SERV/ICES?

A measure of whether the government

REVENYES AS A % OF ANNUYAL EXPENSES . . )
lived within its means in the

200% .
1786% measurement year, or was required to

160% use prior year resources to fund a

160% 12927 portion of current year costs, or shifted

140% . the funding of some of the current

120% 0035 year costs to future periods.

100% 92.7% 92.6% 888% 926% 951% For the year ended September 30,
80% 2018, Kosrae funded 95.1% of their
60% expenses with current year revenues,
20% which is considered a slightly above
20% satisfactory ratio, and represents an

0% increase when compared to the ratio
2011 2012 2013 2014 2015 2016 20172 2018 of the prior year.

2009 2010 201/ 2012 2013 2014 2015 2016 2017 2018
109.7% 1325% 9272% [1003% 926% 1384% &888% 1786% 926% 957%

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

How D0 OUR TOTAL RAINY DAY FUNDS LOOK?

YNRESTRICTED MET POSITION (DEFICIT) AS A % OF ANNYAL REVENYES The level of total unrestricted net position
is an indication of the amount of

35% unexpended and available resources
Kosrae has at a point in time to fund
15% emergencies, shortfalls or other

unexpected needs.

5% i For the year ended September 30, 2018,
‘7 % -12% Kosrae's total unrestricted net position
~257% _23/ /9/ (deficit) approximated 11.7% of annual
-3/% total revenues. Since this is in a deficit
“39% .37
~41%

position, this is considered an
unsatisfactory financial indicator. However,
it does represents an improvement when

2011 2012 2013 2014 2015 2016 2017 2018 compared to the ratio of the prior year.

-65%

2009 2010 201/ 2012 2013 2014 2015 2016 2017 2018
~4l1% -359% -407% -343% -368% -232% -314% -69% -19.3% -1.7%

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

How DOES OUR CARRYOVER LOOK?

YwAassSIeneEDd FUnD BALANCE (DEFICIT) AS A

PERCENTAGE OF ANNUAL REVENVES The level of budgetary unassigned fund

balance is an indication of the amount of

20% unexpended, unencumbered and available
resources Kosrae has at a point in time to
20% carryover into the next fiscal year to fund
budgetary emergencies, shortfalls or other
0% unexpected needs.

$706,933, or the equivalent of 24.8% of

= .
-6% For the year ended September 30, 2018,
-20% '80% ~1140% Kosrae's unassigned fund balance (deficit)
-24.80% of the General Fund was a deficit of
~32.70%
~0% ~38.10%

-43.10% annual General Fund revenues. This is
considered an unfavorable ratio but is a
~60% . NN
~58.30% significant improvement when compared to
-80% the ratio of the previous year.

015 2016 20172 2018

2009 2010 2011/ 2012 2013 2014 2015 2016 2017 2018

~14.5% -181%  -11.8% -6% 1A% -327% -431% -381% -583% -24.8%

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



REVENMYE DISPERSION PERTORMETER

HOWw HEAVILY ARE WE RELYING ON REVENUYE SOYRCES WE CAN'T

OIRECTLY CONTROL?
The percentage dispersion of revenue by
2018 REVENVE P %'3/05”7‘46‘53 8Y SOYRCE source indicates how dependent Kosrae is
4.70% >-40% 11.40% on certain types of revenue. The more

dependent Kosrae is on revenue sources
beyond its direct control, such as grants,
the less favorable the dispersion.

For the year ended September 30, 2018,
Kosrae had direct control over 7.7% of its
revenues, mostly charges for service and
excise taxes. This ratio indicates Kosrae has
significant exposure, as do most insular
governments, to financial difficulties due to
reliance (92.3%) on non-controlled
revenues.

78.50%

B Taxes M Grants & Contributions M Service Charges M Other

2009  20/0 2011 2012 2013 2014 2015 2006 2017 @ 20/8

0% 5.6% 24% 7% 73% 42% 8% 36% &7% 7%

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



PERFORMETER.
Carrrae ASSEr Conorrion

HoWw MUYCH YSEFUL LIFE DO WE HAVE LEFT IN OUR CAPITAL

ASSETS ?
The capital asset condition ratio compares
PERCENTAGE OF CAPITAL ASSETS® USEFUL LIFE REMAINING capital assets cost to accumulated
100% depreciation to determine the overall
90% percentage of useful life remaining. A low
80% percentage could indicate an upcoming need
20% to replace a significant amount of capital
60% assets.
S0% At September 30, 2018, Kosrae’s depreciable

449% 45% 4233
0% 5 ., 35%  33% capital assets amounted to $79.6 million
30% 3% 30% 29% while accumulated depreciation totaled $45.8
20% million. This indicates that, on the average,
Kosrae’s capital assets have 43% of their
10% . . .
0% useful lives remaining. This is a less than

2011 2012 2013 2014 2015 2016 2017 2018 satisfactory financial indicator but consistent
with the ratio of the prior year.

2009 2010 20/ 2012 20/3 2014 2015 2016 2017 2018

28% 32% 31% 30% 29% 35% 33% 44% 45% 43%

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



PERFORMETER.

FINANCING MARGIN - TAXES

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

7oraL Taxes Per CarITA The financial ratio of taxes per capita is an
‘400 indication of Kosrae’s tax burden on its
citizens and other taxpayers. The ratio
350 . . : .
includes all taxes, including business gross
‘300 ‘284 receipts, income and other taxes.

s s
250 “* 229 2ra 252 240 244 For the year ended September 30, 2018,
200 201 total taxes amounted to $1.6 million or
450 $244 per capita. This indicates a relatively
low tax burden in relation to other insular
100 governments, and is consistent with the
50 past several years, but does represent a
slight increase when compared to the ratio
0

i © whet _
2011 202 2013 2014 201S 2016 2017 2018 of the immediate prior year

2009 2000 2011 2012 2013 2014 2015 2016 2017 2018

203 215 247 284 229 20/ 214 ‘232 240 ‘244

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



PERFORMETER.
FINANCING MARGIN - DEBT

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

The financial ratio of debt per capita is
an indication of Kosrae’s debt burden on

880 pcr its citizens and other taxpayers.

DEBT PER CArITA
1,000

‘900

800 For the year ended September 30, 2018,
690 681 Kosrae had $4.0 million of long-term

Y 656
;700 643 14 605 debt or $605 per capita. This is a
600 relatively low debt burden on its citizens
500 when compared to other insular
400 governments, and is consistent with the
300 prior period when considering normal
200 debt retirements.
100

0

2011 2012 2013 2014 2015 2016 20172 2018

2009 200 20/t 2012 2013 2014 2015 2016 2017 2017

‘806 942 880 ‘852 656 ‘643 6/14 690 68/ 605

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



PERFORMETER.
DEBT 70 ASSETS

WHO REALLY OWNS KOSRAE?

The debt to assets ratio measures the
PERCENTAGE OF DEBT T0 ASSETS - 2018 extent to which Kosrae had funded its
120% assets with debt. The lower the debt
percentage, the more equity Kosrae has in
its assets.

At September 30, 2018, 14.2% of
Kosrae’s $44.8 million of total assets were
funded with debt or other obligations. This
is a near excellent financial indicator and
indicates that for each dollar of assets
Kosrae owns, it owes 14.2 cents of that
dollar to others. Also, this represents a
slight improvement when compared to the
ratio of the prior year.

100%

80%

60%

0%

20%

0%
2011 2012 2013 2014 2015 2016 2017 2018

WOEBT WASSETS DEBT FREE

2009 2010 2017 2012 2013 2014 2015 2016 2017 2018

317% 266% 258% 24.5% 194% 16% 17.5% 148% 162% 142%

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



8T Service Loap PERFORMETER
HOow mYCH OF OUR ANNUYAL NON-CAPITAL BUYDGET IS LOADED WITH
OISBYRSEMENTS TO PAY OFF LONG-TERM DEEBT

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

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

100% -

For the year ended September 30, 2018,
Kosrae’s total non-capital expenditures
amounted to $13.5 million, of which
$411,725 (or 3.0%), were payments for
principal and interest on long-term debt.
In our model, this is considered an
excellent ratio and indicates that for every
dollar Kosrae spent on non-capital items,
3.0 cents of that dollar was used for debt
service. Restatements for FY 2015
through FY 2017 have been made to this

2015 2016 2017 2015 score and the overall score due to the

@ Debt Service ®Non-Debt Expenditures impact of this ratio.

75%

50%

25%

0% -

2009 2010 2017 2012 2013 2014 2015 2016 2017 2018

N/A N/A N/A N/A N/A N/A 20% 26% 28% 30%

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



PERFORMETER.
CURRENT RATIO

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

The current ratio is one measure of Kosrae’s
ability to pay its short-term obligations. The

CURRENT ASSETS COMPARED TO CURRENT LIABILITIES current ratio compares total current assets and
5.000 liabilities. A current ratio of 2.00 to 1 indicates
‘4,500 good current liquidity and an ability to meet the
4.000 short-term obligations. The ratio only includes the
43,500 3,401 33,234 3317, 05 General Fund, the primary operating fund.
:’:g 2404 2402 At September 30, 2018, Kosrae had a (.ier?e.r.al
2000 Fund ratio of .cu.rre.nt assets to current liabilities of
500 1.251to 1. This |n<.j|c§’Fe.s that Kosrae has, for each
‘;000 dollar of current liabilities, 1.25 dollar of current
;500 assets to fund them. This is an unfavorable
0 ] | | financial ratio, and could be indicative of potential

2014 2015 2016 2017 2018 cash flow problems. However, this represents an
increase when compared with the ratio of the prior
year.

W QURRENT ASSETS  BOUYRRENT LIABILITIES

2009 2010 2017 2012 20013 2014 2015 2016 @ 2017 2018

0972 096 088 104 099 0&¢ 065 /13 098 125

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



PERFORMETER.
Qurck RATIO

How 1S OUR SHORT-TERM CASH POSITION?

The quick ratio is another, more conservative,

Cas ano CASH EQUIVALENTS COMPARED TO CURRENT Liasnirres  Measure of Kosrae’s ability to pay its short-term
obligations. The quick ratio compares total cash and
6,000 . N .
short-term investments to current liabilities. A quick
¢.500 ratio of 1.00 to 1 indicates adequate current liquidity
4.000 and an ability to meet the short-term obligations with
3,500 8.317 cash. The ratio only includes the General Fund, the

primary operating fund.

2402

At September 30, 2018, Kosrae had a General Fund
ratio of cash and cash equivalents to current
liabilities of 0.70 to 1. This indicates that Kosrae has,
for every one dollar of current liabilities, 70 cents of
cash and cash equivalents to fund them. This is an

) $3.005
;3000 2503 2404
2500 210
2000 740
4,500 737 114

1,000

5500

0 unfavorable financial indicator, and could be

20,2 20,3 20,4 20,5 20,5 20,; 20,3 indicative of cash flow needs in the near future.
However, this represents an improvement from the

2008 2009 2000 20/ 2012 2013 2014 2015 2016 2017 20/8

026 085 063 061 0723 084 065 050 052 044 070

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

How Was OQUr OVERALL FINANCIAL PERFORMANCE?

For the 2018 fiscal year, the readings by ratio

category were as follows:
OveraLt Reaomes

EXCELLENTIO Financial Position 1.8
9 Financial Performance 6.3
2 Financial Capability 6.4
2 The 2018 overall reading of 4.20 indicates the

5.94 evaluator’s opinion that Kosrae’s overall

ggr/gfgmkyg 538533 50 7533 financial health and performance increased from
the previous period, but remains slightly below
the satisfactory reading.
Kosrae’s current year rating increase is due
primarily to the increases in intergenerational
equity, the increase in the current and quick
Pooe 0

ratios, and the decreases in the size of the
200RO0M0Z01(2012201 201401 S20162017201& unrestricted net position deficit and the General

Fund unassigned fund balance deficit.

FY 18 Overat Perrormerere Reaome: .20

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



PERFORMETER.

RaTr0 Y 2013 FY 2014 Fy 2016 FY 2016 Fv 2017 Fvy 2018
CHANGE IN NET POSITION 11.5% 23.8% ~34% 4224% -24% -09%
INTERGENERATIONAL EQUITY 926% 1384% 888% 17867% 926% 95.1%
Level OF YNRESTRICTED NET -36.8% -23.2% | -314% -6.9% ~-19.3% ~11.7%
Losrrion
Level oF Ynassreneo Funo -1 4% -327% ~43.1% ~38.1% ~583% | -24.8%
Batanece
REVENYE DISPERSION 23% 22% 2.8% 3.6% 872% 272%
Carirat ASSer Conorrion 29% 35% 33% 4% 45% 43%
FINANCING MARGIN - TAXES 229 201 214 232 240 244
FINANCING MARGIN - 656 643 614 690 687 605
DEBT/OBLIGATIONS
Desr Service Loao NA NA 20% 26% 28% 3.0%
DT 70 ASSETS 194% 16% 172.5% 14.8% 16.2% 14.2%
CURRENT RATIO 099 1.8 065 173 098 125
Qurek Rarro 084 325 050 052 044 070
OVERALL PERFORMETER READING 807 8533 227* 42.97% 3.69* 420

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

PERFORMETER INOIVIDUAL RATIOS =~ SUMMARY AND COMPARISON TO PRIOR YEARS

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



PERFORMETER.

WHAT 1S THE AF.T.ER Anacysis?

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

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



2011 2012 2013 2014 2015 2016

Number of F.S. Opinion 0 0 0 0 0 0 0 0
Qualifications/Exceptions
Number of Major Federal Program 0 0 0 0 0 0 0 0
Qualifications/Exceptions
Number of F.S. Findings
A. Internal Control and Compliance 0 0 0 0 1 0 0 0
B. Internal Control Onl L L L o 2 0 L L
i Y 0 0 0 0 0 0 0 0
C. Compliance Only 1 1 1 0 1 0 0 0
TOTAL
Percentage of Findings Repeated 100% 100% 100% 0% 0% 0% 0% 0%
Number of Single Audit Findings
A. Internal Control and Compliance 0 1 0 0 0 0 0 0
B. Internal Control Onl v v v v v v v v
P Y 0 0 0 0 0 0 0 0
C. Compliance Only 0 1 0 0 0 0 0 0
TOTAL
Percentage of S.A. Findings Repeated 0% 0% 0% 0% 0% 0% 0% 0%
Number of months after Y/E the F.S. were 9 9 9 9 9 9 8 8.5
Released
Number of Qualifications/Exceptions Related 0 0 0 0 0 0 0 0
to C.U.
$ of Questioned Costs-Current Year $0 $0 $0 $0 $0 $0 $0 $0
$0 $0 $0 $0 $0 $0 $0 $0
$ of Questioned Costs- Cumulative
$ of Questioned Costs Resolved — Current $0 $0 $0 $0 $0 $0 $0 $0
Year

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

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

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

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

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