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The Board of Directors
Guam Housing Corporation
P.O. Box 3457

Tamuning, Guam 96932

Dear Sirs:

We have performed an audit of the financial statements of Guam Housing Corporation (the
Corporation), a component unit of the Government of Guam, as of and for the year ended
September 30, 2010, in accordance with auditing standards generally accepted in the United
States and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States, and have issued our report
thereon dated March 3, 2011.

REQUIRED COMMUNICATIONS

Statement on Auditing Standards No. 114, The Auditor’s Communication With Those Charged
With Governance, and other professional standards require the auditor to provide the Board of
Directors (the Board or those charged with governance) with additional information regarding
the scope and results of the audit that may assist the Board (or those charged with governance)
in overseeing the financial reporting and disclosure processes which the management of the
Corporation is responsible. We summarize these required communications as follows:

Auditors’ Responsibilities under Auditing Standards Generally Accepted in the United
States (US GAAS)

The financial statements are the responsibility of the Corporation’s management. Our audit was
designed in accordance with auditing standards generally accepted in the United States and the
standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States, to obtain reasonable, rather than absolute,
assurance that the financial statements are free of material misstatement. We were not engaged
to perform an audit of the Corporation’s internal control over financial reporting.

A member firm of Ernst & Young Global Limited
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Auditors’ Responsibilities under US GAAS, continued

Our audit included consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Corporation’s internal control over financial
reporting. Accordingly, we express no such opinion. An audit also includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, and
evaluating the overall financial statement presentation.

The Adoption of, or a Change in Significant Accounting Policies

We determined that the Board is informed about the initial selection of, and any changes in
significant accounting principles or their application when the accounting principle or its
application, including alternative methods of applying the accounting principle, has a material
effect on the financial statements.

There were no changes in the Corporation’s significant accounting policies during the year
ended September 30, 2010. The Corporation continues to apply its accounting policies in an
appropriate manner and is disposed toward high quality financial reporting and application of
accounting policies.

Auditor’s Judgments about the Quality of the Corporation’s Accounting Principles

We discussed our judgments about the quality, not just the acceptability, of the Corporation’s
accounting principles as applied in its financial reporting, including the consistency of the
accounting policies and their application and the clarity and completeness of the financial
statements and related disclosures.

The Corporation has consistently applied accounting principles generally accepted in the
United States (US GAAP) and adequately disclosed required US GAAP disclosures in the
financial statements.

Sensitive Accounting Estimates

The preparation of financial statements in conformity with US GAAP 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. Certain estimates are particularly sensitive due to their significance
to the financial statements and the possibility that future events may differ significantly from
management’s expectations.
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Sensitive Accounting Estimates, continued

We determined that the Board is informed about management’s process for formulating
particularly sensitive estimates and about the basis to our conclusions regarding the
reasonableness of those estimates.

Management’s judgment is called upon in:

e Preparing budgets that are used to administer and monitor the Corporation’s operations.
These budgets include determining how existing financial resources will be used in the
Corporation’s operations.

e Determining the valuation of investments.

e Determining the adequacy of the recorded valuation of receivables, including the need for
any reserve.

e Determining the impairment loss on long-lived assets.

e Determining assumptions utilized in measuring pension and other employee-related
reserves and related costs for financial accounting purposes.

Significant Audit Adjustments

Significant audit adjustments, including certain post-closing journal entries, were recorded
while we were conducting our fieldwork (see Appendix A — Summary of Adjusting and Post-
Closing Journal Entries).

Unadjusted Audit Differences Considered by Management to be Immaterial

No unrecorded audit differences were identified during the audit.

Other Information in Documents Containing the Audited Financial Statements

We reviewed the Management’s Discussion and Analysis and other supplementary schedules to
the financial statements to ensure consistency with the audited financial statements.

Consultation with Other Accountants

We are not aware of any consultations that management may have had with other accountants
regarding any significant auditing and accounting matters during the fiscal year ended September
30, 2010.

Disagreements with Management on Financial Accounting and Reporting Matters

There were no material disagreements with the Corporation’s management on financial
accounting and reporting matters during the audit.
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Major Issues Discussed with Management Prior to Retention

There were no major accounting issues discussed with the Corporation’s management prior to
our retention.

Methods of Accounting for Significant Unusual Transactions and for Controversial or
Emerging Issues

We are not aware of any significant unusual transactions recorded by the Corporation, or of any
significant accounting policies used by the Corporation related to controversial or emerging areas
for which there is lack of authoritative guidance.

Serious Difficulties Encountered in Dealing with Management in Performing the Audit
There were no difficulties encountered in dealing with management in performing the audit.
Fraud and Illegal Acts

We are not aware of any matters that require communication. Furthermore, the Corporation’s
management has represented to us that they were not aware of any fraud or illegal acts for the
period from October 1, 2009 to March 3, 2011 (see Appendix B — Management’s Representation
Letter).

Significant Deficiencies and Material Weaknesses in Internal Control

We have identified certain material weaknesses, significant deficiencies and other control
deficiencies in internal control during the course of our audit which has been included in our
separately issued Compliance and Internal Control Report, and Management Letters dated March
3,2011.

Independence

We are not aware of any relationships between Ernst & Young and our related entities, and the
Corporation, or any other matters that in our professional judgment, may reasonably be thought

to bear on our independence.

We confirm that we are independent with respect to the Corporation within the meaning of the
applicable published rules and pronouncements, its interpretations and rulings.
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The completion of our audit of the Corporation’s financial statements as of and for the year
ended September 30, 2010 was accomplished through the effective support and assistance of the
Corporation’s finance, operational and administrative personnel.

This report is intended solely for the use of the Corporation’s board of directors and
management, the Office of Public Accountability of Guam, and is not intended to be and should
not be used by anyone other than these specified parties. However, this report is also a matter of
public record.

We would be happy to discuss the contents of this report and answer any questions you may

have about these or any other audit related matters.

Very truly yours,

Srmat ¥ MLLP
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Appendix

A — Summary of Adjusting and Post-Closing Journal Entries

B — Management’s Representation Letters
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Appendix A, continued
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Appendix B

Kotporasion Ginima’ Gudhan
GUAM HOUSING CORPORATION PO, Box 3457 Hagdtfia, Gunm 96332

Merch 3, 2011

Emst & Young LLP
Emst & ¥ oung Building
231 Ypao Road, Suite 201
Temuming, Cuam 9631 1

In connection with your audit of the basic financial statements of Guam Heusing Corporation as
of Seprember 30, 2010 and for the vear then ended, we recognize thet obtaining representions
conceming informetion contained in this letter is & slgnificant procedure in enabling you to form
an opinion whether the finaneial staterents present fairly, in all material respects, the respective
financial pesition, changes in financial position and cash flows of the Corporation in confonmity
with accounting principles penerally accepled in the United States.

Certain representations in this letier are described as being limited to mabers that are materis).
liems are considered material, regandless of size, i they involve an omission or misstatement of
sccounting information that, in light of surmounding circumsiances, makes it probable that the
judgment of a reasonable person relying on the information would be changed or influenced by
the amission or misstatement.

Accordingly, we make the following representations, which ase true to the best of our imowledge
end belief:

Management's responsifilities

We recognize that, as members of management of the Corporation, we are responsible for the
fair prezentation of its financial statements. We believe that the statement of net asgets, and the
related slaterments of revenues, expenses, and changes in nel assets and cash flows are fairy
presented in conformity with accounting prineiples gemerally accepied in the United States
epplied on a basis consistent with that of the preceding years, We also recognize that, as
members of management of the Corporation, we are responsible for esablishing and maintaining
effective internal comrol.

We hawe made available w0 your representatives all financial records and relaied data.

We have no plans or intentions thal may materially affect the camying value or classification of
asses end lizbilities.

Governmenial envites

We recognize that we are responsible for the Corporation’s complismce with the laws,
regulations, grant agreements, if eny, and contracts that are applicable 1o it We have identifisd

and disclosed to your represeniatives all laws and regulations that have a direct and mauerial
effect on the determination of financial statement amounts.

350 8 Marine Corps Drive, Ste. 314 ITC Bullding, Tamuning, Guam 26931
Telephone Number (671) 647-4143/48 » Fax Number (67]) 649-4144
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Appendix B, continued

Cuam Housing Corporation 2
Represeniation Lener

Lncarrected misstatements

There are no uneomected misstaternents (including the effects of comesting or reversing prior
year nnearrected misstatements) relating to the cumrent year finaneial statements.

Internal control

There are no transactions of a material nature, individually or in the aggregete, thal have not been
properly recanded in the eccounting records underlying the financial simemens.

We have corarmunicated o you all significant deficiencies and material wesknesses in the design
or operation of internal control over financial reporting. There have been no significant chanpes
in imtemnal control since Septamber 30, 2010,

Minutes and comiracts

The dates of mestings of directors, commifiess of direciors and importan mansgement committees fiom
October 1, 2009 to the date of this letter are az follows:

October 14, 2009 September 24, 2010
Jumeary 20, 2010 Sepember 28, 2010
Aprl 28, 2010

We have made available to you afl minutes of the meetings of directors and committess of
directors, except those discussed in executive sessions,

We glso have made available to you all significent contracts, including amendments, and
agreements and heve communicated fo you all significant oral agreements. We have complied
with all aspects of contractual agreements that would have a material efect on the financial
slatements in the event of noncompliance.

Risks and wacertainties

There are no risks and uncertainties related to significant estimades and current vulnerabilities
due o material concentrations thal have not been disclosed in sccordance with the Financial
Accounting, Standards Beard (FASB) Accounting Standards Codification (ASC) 275, Risks omd
Uneeriatties.

Envirenmental ilabilifles
We have disclosed to you all significant environmental marers and have made available to you

all significant relevant information related to them, The disclosures of epvironmentel matters in
the financial staements are adequare.
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Appendix B, continued

Cuam Housing Corporation 3
Representation Letier

Environmental Habilitles

Az discussed tn Note 13 accompanying the financinl starements, Lads Estetes has experienced
recurring illzgal dumping of trash and refuse. Management recognizes this problem within the
property and elong the secondary roadways outlinlng the property. This sicustion may pose a
potential negative iopact on the environment,

The management of the Corporation has consulied with the Guam Environmental Protection
Agency (GEFA) on potential environmental hazards. GEPA has offered o assist the
Corporation in these envirenmental reanediation matters and the Corporation is in the process of
obtaining cost estimates for proper remediation and securing the property to help prevent future
illegal dumping. Management is assessing the total cost of the cleanup and remediation. As of
September 30, 2010, the Corporstion has nol recorded a provision for this ligbility in the
accompanying finenclal stmements. The Corporation believes thed any Hability it may incur
would not have a material adverse affect on its financial condition or its results of'operations.

Ownership and pledping of assets

There are 0o properties eapitalized under capital leases. The Corperation has satisfctory tite 1o
all assets appearing in the statements of net mesets. Mo security agreements have been executsd
under the provisians of the Uniform Commercial Code, and there are no liens or entumbrances
on assets, nor hay anmy assel been pledged except as disclosed in the financial statsments, All
as3ets to which the Corporation has satisfsctory title appearin the statements of net azsets.

Lpans and aliowanee for credit losees in the lpan porifolls

Adequate provision has been made for credit losses mherent in the Corporation s loan porfolio
that have been incurred as of the statement of net assets dete.

The Corporation hes no loans in the financisl satements thar should be claszified as held for sale,
The Corporation hes the positive intent and ability to hold for the foresesable fummee or until
maturity o payofTa!] leans that are classifisd as held for investment.

Loans are correctly desceribed in the financial statements, in all material respects, and represent
valid claima against the debtors indicated arising on or before the date indicated in the financial
stilemenis.

As discussed in Note 4 accompanying the Onancial stalemenis, in sccordance with its loan
portilio policy, the Corporation should maintain an allowance for Ioan and lease losses of no
less than 3% of the gross loan portfolic. In prior years, the allowance for loan and leas= losses
totaled approximately %34 million, which is mome then the average delinquent loan halance
{more then 30 days in arrears or more) of approximenely $2.9 million & Seprember 30, 2008 and
2003, A majority of these delinquent loas are fully secured by 2 first fien position on single
family residential units. However, in determining the allowenee for loan end lease losses, the
Corporation did not measure the |ozs allowence as the difference between the camying valus of
the loan and the fair value of the collateral less costs to sell.
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Appendix B, continued

Cuam Housing Corporation q
Representation Letter

Loans and alfowance for credlt losses in the loan portfolio, contivued

Historically, the Corpomtion has not written-off any significant portion of the 10an balences upon
foreclosure of their respective collaterals. Accordingly, 8 minimum allowance for loan and lease
Jogzes of 3% based on gross loan pontfolio is considered adequats to cover possible fature losses,
As @ result, the Comporation reversed the excess allowance for loan and lease losses totaling
epproximately £2.3 million. The réversal was recorded a2 an adjustment to the beginning
balance of net assets, Managemant believes that the adjusted balance of allowsnce for loan and
lemse losses at September 30, 2000 is sufficient to cover possible future loan logsss.

fraventories

Inventaries, ingluding goods that are defective, slow-moving, obsolete or unusable, are stated ai
amaunts not in excess of their estimated net realizable values,

Filnancial instraments
The following informaton about financial instraments with off-balance-sheet risk and financial
instruments with concentrations of ¢redit risk has besn propedy disclossd in the financial
statemenis:

1. The extent, nature and terms of Bnancial instruments with of-balance-sheet nsk.

2. The mnodnt of credil rsk of financial mstruments with off-balance-sheel sk and
information about the collateral supporting such fnancial instruments.

3. Significant concentrations of credit risk arsing from all financial imstruments and
infrmation about the collateral supporting such financial instruments,

Deferred charges

We beliove that all matenal expenditures that have been deferred to futare perieds are
recovernble,

Long-lived atvets to be h&dmm, including amartizable intangible assets

No events of changes in circumstances have oscurred that indicate the camying amounts of long-
lived assets to be held and used, Inchding inangible assets thet are subject to amordzation, miy
not be recoverable other then those discussed in Mot 12 on the notes accompanying the financial
Statements.
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Ciuam Housing Corporation 5
Representation Letter

Long-lived assets to be held and used, including emortizable intangible assets, continued

As discussed in Note 12 accompanying the financial statements, prior to October 1, 2009, the
improvements on land held for development had a camying value of epproximately $158
million. Lada Estates experisnced recurring illegel dumping of trash and refirse. Due to physical
damage and cinstruction stoppage, the Corporetion believes that the camying amount of Lada
Estales impravements is no longer recoversble and was written down o its estimated fair value
of $10.6 million. Accordingly, an impairmeni loss of approximately $52 million was
recognized az an adjustment in the beginning belance of net assets in prior years as this
impairment loss should had been recognized in prior years because the constroction has besn
halted slnec 2002. The new cost basis was based on expected settlement price which is
equivalent to the recorded accounts payable to the contractor (Level 3 inputs under ASC E20).

Related party transoctions

Trensactions with related parties, as defined in ASC B50, Related Party Disclosures, and related

amounts receivable or payable, including sales, purchases, loans, mansfers, leasing armagements
and guarantees, have been properly recorded andfor disclosed in the financial statements,

Arrangements with financlal institutions

Ammangements with finencial institutions involving compensating balances or other ameangements
imvolving restrictions on cash balances and lfine-of-credit or similer arangements have been
properly recorded ar disclosed in the fnancial statements.

Events of defoult under debt ugreemenis
No events of default have occurred with respoct to any of the Corporation’s debt agreements.

Contingent liabilities

There are no unasserted claims or assessments, including thoss our lewyers have advised us of]
that are probable of assertion and must be disclosed in eccordance with ASC 450-20,
Cantirgencies — Loss Contingencier other thin thoss disclosed in financial statements.

There have been no violations or possible violations of laws or megulations in any jurisdiction
whose effects should be considersd for disclosure in the financial staterments or as a basis for
recording a loss contingency other than those disclosed or acerued in the financial statements.

There have been no internal investigations or communications from regulatory agencies or
government representatives conceming investigations or allegations of noncompliance with laws
or regulstions in any jurisdiction, noncompliance with or deficiencies in finencial reporting
practicas, or ather matters that could have & material effect an the financial statements.
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Appendix B, continued

Gunm Housing Corporation 6
Representation Letter

Contingen: [labilisfes, continted

There are no other lizbilities or gain or losa contingencies considered material, individually orin
the aggregate, Mmmummhmwﬁ:mwﬂdﬂ,ﬂmﬂmﬂm
those disclosed in the financial statements, nor are there any accruals for loss contingencies
included in the statement of net assets or gain contingencies reflected in earnings that are not in
conformity with the provisions of ASC 450.

As discussed In MNote 12 sccompanying the financial statements, on January 27, 2004, the
contmetor filed o lawsuit against the Corporation and Govemment of Guam (GovGuam) for
breach of contrect arising out of the planning, design, and construction of the on-site and off-site
infrastructure of Lada Estates. The contractor seeis fir monetary compensation and damages for
the construction of on-site and off-site infrastrocture of Lada Estates totaling $10.55 million
(37.6 million for on-site infrastructure and against the Corporation and $2.9 million for off-site
infrastructure and against GovGuam) plus accrued interest and costs. The Corporation has
recorded a liability payable to the contractor for $10,555,000, which i3 reported a8 accounts
payeble in the accompanying stalements of net mssets. The contrackor is claiming acenbed
interest of $9,017,076 is due on the putstanding liability as of September 30, 2010. It is not
possible to determine the ultimate outcome on accrued interest claimed by the contractor, and
therefore, no provision was made in the finencial statements.

On September 28, 2010, the Board of Directors approved and authorized the Settlement
Agreement between the Corporafion and the contmctor. We believe and it is our legal counsel's
opinion that no further monetary compensation or financial ohligations will be required by the
Corporation based upon proposed Settlement Agreement, which s still pending approval by the
Superior Court of Guam.

Cral or writfen guarantees
There are no oral or written guaramtees, including guarantess of the debt of others.
FPurchase commitmenis

At Segtember 30, 2010, the Corporation had no purchase commitments for inventories in excess
of normal requirements or at prices that were In excess of market ot thet date.

There were no agreements ar commitments to repurchase assets previously sold. Thers were no
material commitments ounstanding at September 30, 2010 2 a result of being & party to fitures
or forwands contracis, short sale ar hedge transactions.
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Guam Housing Corporation T
Representation Letter

Froud

We acknowledge cur responsibility for the design and implementation of progrems end controls
1o prevent end detect fravd, W have no knowledge of any fraud or suspecied fraud mvolving
menagement or other employees whao have 4 significant role in the Corporation”s internal control
over finencial reporting. In addition, we have no knmowledge of any fraud or suspectad frand
involving other employees where the faud could have a material effect on the fnancial
staternents, We have disclosed to you all allegations of finencial improprieties, including fraud or
suspectsd fraud, coming to our attention (regardless of the source or form end including, withouw:
limitation, ellegations by “whistle-blowers™) where such allegations could rsult in a
misstaternent of the financial statements or otherwise affeet the finencial reporing of the
Caorporation.

Tndependence

We are not aware of eny capitel lease, meterial cooperstive arangement or other business
relationship between the Comporation and Emst & Young LLP or any other member firm of the
global Emst & Young organization.

We are not aware of any reason that Emst & Young LLP would not be considered 1o be
independent for purposes of the Corporstion”s sudit.

Conflicts of interest

There are no instances wheme any officer or employee of the Corporation hes an inwerest in a
corporation with which the Corporation docs business that would be considered a “conflict of
interest,” Such an imerest would be eomimary to Comportion policy.

Sepplementary information

We understand that the Management’s Discussion and Analysis on pages 3 through 20 is net &
required part of the basic financial siatements but is supplementary information required by the
Governmental Accounting Standands Board, We understand that you have applied cerlain bmited
procedures, which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the mquired supplementary information. W understand that
you did not audit the information &nd express no opinion on it.

We understand that the supplementary information contained in Schedules 1 and 3 i presenied
for purposes of additional analysis and is not a requined part of the basic financial staements.
We understand that the information had been subjected 1o auditing procedures applied in the
sudit of the basfc financiel statements,
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Representation Latter

Pension and other postretiremeni bemefits

We have disclosed to you all significant pension benefits promised and have made availeble 1o
you all significant summary plan descriptions, benefit communications end all other relevant
informaticn, including plan changes that constitate the plan.

We have disclosed to you all significant postreticement benefits ather then pensions (OPEBs)
promised and have made mvailable o you all significant summary plan descriptions, benefit
communications and all other relevent information, including plan changss, that constitute the
plan for each significant OPEB.

We do net plan to withdraw fom the multiemployer benefit plan.

Other Representotions

We have identified and disclosed to you, all laws, regulations and provisions of contracts and
grant agreements, if any, that could have a direct and material effect on financial statemment
mmounts, including legal and contrectual provisions for reponing specific activities in ssparate
funds.

We have identified and disclosed that there are no violations (and possible violations) of kaws,
regulations and provigions of contracts and grant agreements with effects that should be
considered for disclosure in e Enanciel stalements or & & basis for recording a loss
contingenaoy,

We hove followed applicable laws and regulations in adopting, spproving and emending budgets,
tax or debt limits and covenants and secondary market dischesures, deposits and investments,
including collatém! requiremvents on depository sccounts and investments and tax levies and
refunds.

The financial stalements properly classify all funds and activities,

Met assel components (invested in capital assats, net of related debt; resiricted; and unrestrictad)
and fund balance reserves and designiations are properly classified and, if applicable, approved.

Risk disclosures assoclated with deposits and investment securities are presented in accordance
with GASE requiremants.

Trwestrments are properly valued.

Capital mssets, including infrastructure asseis, ame properly capitelized, reponed =od, If
applicable, depreciated.



The Board of Directors
Guam Housing Corporation

Appendix B, continued

Guam Houwsing Corporation 9
Representation Letter

Subsequent evens

Subsequent o Septerber 30, 2010, no events or ransactions have occwrmed or are pending that
would have 2 material effect on the financial staterments at that dae o for the period then ended,
or that are of such significance in reletion 1o the Corporation”s affairs 1o require mention in a
note to the financial statements in erder to make them not misleading regarding the financial
position, results of operations or cash flows of the Carporation.

LEL Ll

We understand that your sudit was conducted in accordance with auditing standards gencrally
accepied in the United States as established by the American Institute of Certified Public
Agcountants and the standards applicable to financial eudits contained in Government Auditing
Standards, issued by the Comptroller General of the United States, and were, therefore, dezigned
primarily for the purpose of expressing an opinion on the basic finencial statements of Guam
Housing Carporation and that your st of the accounting records md other auditing procedures
were limited to those that you considered necessary for that purpose.

/

ente,President

Very truly yours,

-EG-A—A-_\_-"’ 2 [3j201)

Alysia Guerrern, Accounting Manager




