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February 13, 2017

The Board of Directors

Port Authority of Guam

1026 Cabras Highway, Suite 201
Piti, Guam 96925

Dear Members of the Board of Directors:

We have performed an audit of the financial statements of Port Authority of Guam (the “Authority™)
as of and for the year ended September 30, 2016, in accordance with auditing standards generally
accepted in the United States of America (“generally accepted auditing standards™) and have issued
our report thereon dated February 13, 2017.

We have prepared the following comments to assist you in fulfilling your obligation to oversee the
financial reporting and disclosure process for which management of the Authority is responsible.

This report is intended solely for the information and use of the Board of Directors, the
management and the Office of Public Accountability - 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.

Very truly yours,

Dt s Tavedi 240

cc: To Management of Port Authority of Guam
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OUR RESPONSIBILITY UNDER GENERALLY ACCEPTED AUDITING STANDARDS AND
GENERALLY ACCEPTED GOVERNMENT AUDITING STANDARDS

Our responsibility under generally accepted auditing standards and standards applicable to financial
audits contained in Government Auditing Standards, issued by the Comptroller General of the
United States, have been described in our engagement letter dated September 13, 2016. As
described in that letter, the objectives of a financial statement audit conducted in accordance with
the aforementioned standards are to:

. Express an opinion on whether the Authority’s basic financial statements and the
accompanying supplementary information, in relation to the basic financial statements as a
whole, for the year ended September 30, 2016 (the “financial statements”), are presented
fairly, in all material respects, in accordance with accounting principles generally accepted in
the United States of America (“generally accepted accounting principles”) and perform
specified procedures on the required supplementary information for the year ended
September 30, 2016.

. Express an opinion on whether the supplementary information that accompanies the
financial statements, including the schedule of expenditures of federal awards, is presented
fairly, in all material respects, in relation to the financial statements as a whole.

. Report on the Authority’s internal control over financial reporting and on its compliance with
certain provisions of laws, regulations, contracts, and grant agreements and other matters
for the year ended September 30, 2016, based on an audit of financial statements
performed in accordance with generally accepted auditing standards.

. Express an opinion on the Authority’s compliance with requirements applicable to each
major program and report on the Authority’s internal control over compliance in accordance
with the Title 2 U.S. Code of Federal Regulation Part 200, Uniform Administrative
Requirements, Cost Principles, and Audit Requirements for Federal Awards (“OMB Uniform
Guidance”).

Our responsibilities under generally accepted auditing standards include forming and expressing an
opinion about whether the financial statements that have been prepared with the oversight of
management and the Board of Directors are presented fairly, in all material respects, in conformity
with generally accepted accounting principles. The audit of the financial statements does not
relieve management or the Board of Directors of their responsibilities.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on our judgment, including
the assessment of the risks of material misstatement of the financial statements, whether caused
by fraud or error. In making those risk assessments, we considered internal control over financial
reporting relevant to the Authority’s preparation and fair presentation of the financial statements in
order to design audit procedures that were appropriate in the circumstances but not for the purpose
of expressing an opinion on the effectiveness of the Authority’s internal control over financial
reporting. Accordingly, we do not express an opinion on the effectiveness of the Authority’s internal
control over financial reporting. Our consideration of internal control over financial reporting was
not designed to identify all deficiencies in internal control over financial reporting that might be
significant deficiencies or material weaknesses.
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ACCOUNTING ESTIMATES

Accounting estimates are an integral part of the financial statements prepared with the oversight of
management and are based on management’s current judgments. Those judgments are ordinarily
based on knowledge and experience about past and current events and on assumptions about
future events. Significant accounting estimates reflected in the Authority’s 2016 financial
statements include management’s estimate of the allowance for doubtful accounts, which is
determined based upon past collection experience and aging of the accounts, management’s
estimate of depreciation expense, which is based on estimated useful lives of the respective capital
assets, management’s estimate of the net pension liability, deferred outflows and inflows of
resources related to pension which is based on an actuarial report issued by the Government of
Guam Retirement Fund, and management’s estimate of the allocation of shared consultant costs
relating to the Port Modernization Plan, which is based on the ratio of actual costs by projects to
overall project costs. During the year ended September 30, 2016, there were no significant
changes in accounting estimates or in management’s judgments relating to such estimates.

UNCORRECTED MISSTATEMENTS

Our audit of the financial statements was designed to obtain reasonable, rather than absolute,
assurance about whether the financial statements are free of material misstatement, whether
caused by error or fraud. We have attached to this letter, as Appendix A to Attachment I, a
summary of uncorrected misstatements, and as Appendix C to Attachment I, a summary of
disclosure items passed that we presented to management during the current audit engagement
that were determined by management to be immaterial, both individually and in the aggregate, to
the financial statements taken as a whole.

MATERIAL CORRECTED MISSTATEMENTS

Material misstatements were brought to the attention of management as a result of our audit
procedures and were corrected by management during the current period. These corrected
misstatements are listed in Appendix B to Attachment | and are reflected in the 2016 financial
statements.

SIGNIFICANT ACCOUNTING POLICIES

The Authority’s significant accounting policies are set forth in Note 1 to the Authority’s 2016
financial statements. During the year ended September 30, 2016, there were no significant
changes in previously adopted accounting policies or their application, except for the following
pronouncements adopted by the Authority:

e GASB Statement No. 72, Fair Value Measurement and Application, which addresses accounting
and financial reporting issues related to fair value measurements and requires entities to
expand their fair value disclosures by determining major categories of debt and equity
securities within the fair value hierarchy on the basis of the nature and risk of the investment.

e GASB Statement No. 76, The Hierarchy of Generally Accepted Accounting Principles for State
and Local Governments, which eliminates two of the four categories of authoritative generally
accepted accounting principles that exist under the existing hierarchy prescribed by Statement
No. 55. The two categories that will remain under the new standard are (1) GASB Statements
and (2) GASB technical bulletins and implementation guides in addition to AICPA guidance that
the GASB clears.
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SIGNIFICANT ACCOUNTING POLICIES, CONTINUED

e GASB Statement No. 79, Certain External Investment Pools and Pool Participants, addresses for
certain external investment pools and their participants the accounting and financial reporting
implications that result from changes in the regulatory provisions referenced by previous
accounting and financial reporting standards. Those provisions were based on the Investment
Company Act of 1940, Rule 2a7. Rule 2a7 contains the Securities and Exchange Commission’s
regulations that apply to money market funds and were significantly amended in 2014.

The implementation of these statements did not have a material effect on the accompanying
financial statements.

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

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

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

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

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.
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SIGNIFICANT ACCOUNTING POLICIES, CONTINUED

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 of 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.

We have evaluated the significant qualitative aspects of the Authority’s accounting practices,
including accounting policies, accounting estimates and financial statement disclosures and
concluded that the policies are appropriate, adequately disclosed, and consistently applied by
management.

OTHER INFORMATION IN THE ANNUAL REPORTS OF THE AUTHORITY

When audited financial statements are included in documents containing other information, such as
Annual Reports, we will read such other information and consider whether it, or the manner of its
presentation, is materially inconsistent with the information, or the manner of its presentation, in
the financial statements audited by us. In the event that the Authority issues an Annual Report or
other documentation that includes the audited financial statements, we will be required to read the
other information in the Authority’s 2016 Annual Report and will inquire as to the methods of
measurement and presentation of such information. If we note a material inconsistency or if we
obtain any knowledge of a material misstatement of fact in the other information, we will discuss
this matter with management and, if appropriate, with the Board of Directors.

DISAGREEMENTS WITH MANAGEMENT

We have not had any disagreements with management related to matters that are material to the
Authority’s 2016 financial statements.

OUR VIEWS ABOUT SIGNIFICANT MATTERS THAT WERE THE SUBJECT OF CONSULTATION
WITH OTHER ACCOUNTANTS

We are not aware of any consultations that management may have had with other accountants
about auditing and accounting matters during 2016.
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SIGNIFICANT FINDINGS OR ISSUES DISCUSSED, OR SUBJECT OF CORRESPONDENCE,
WITH MANAGEMENT PRIOR TO OUR RETENTION

Throughout the year, routine discussions were held, or were the subject of correspondence, with
management regarding the application of accounting principles or auditing standards in connection
with transactions that have occurred, transactions that are contemplated, or reassessment of
current circumstances. In our judgment, such discussions or correspondence were not held in
connection with our retention as auditors.

OTHER SIGNIFICANT FINDINGS OR ISSUES ARISING FROM THE AUDIT DISCUSSED, OR
SUBJECT OF CORRESPONDENCE, WITH MANAGEMENT

Throughout the year, routine discussions were held, or were the subject of correspondence, with
management. In our judgement, such discussions or correspondence did not involve significant
findings or issues requiring communication to the Board of Directors.

SIGNIFICANT DIFFICULTIES ENCOUNTERED IN PERFORMING THE AUDIT

In our judgment, we received the full cooperation of the Authority’s management and staff and had
unrestricted access to the Authority’s senior management in the performance of our audit.

MANAGEMENT’S REPRESENTATIONS

We have made specific inquiries of the Authority’s management about the representations
embodied in the financial statements. In addition, we have requested that management provide to
us the written representations the Authority is required to provide to its independent auditors under
generally accepted auditing standards. We have attached to this letter, as Attachment I, a copy of
the representation letter we obtained from management.

CONTROL-RELATED MATTERS

We have issued a separate report to you, dated February 13, 2017, on the Authority’s internal
control over financial reporting and on its compliance with certain provisions of laws, regulations,
contracts, and grant agreements and other matters, which was based upon the audit performed in
accordance with Government Auditing Standards. We have also issued a separate report to you,
also dated February 13, 2017, involving the Authority’s compliance with requirements applicable to
each major program and on internal control over compliance in accordance with OMB Uniform
Guidance.

We have communicated to management, in separate letters also dated February 13, 2017, certain
deficiencies and other matters related to the Authority’s internal control over financial reporting
that we identified during our audit, including matters associated with the Authority’s information
technology environment.

* X X KX Kx KX KX KX KX x
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Deloitte & Touche LLP
361 South Marine Corps Drive
Tamuning, Guam 96913

We are providing this letter in connection with your audits of the financial statements of Port
Authority of Guam (the Authority), a component unit of the Government of Guam, which
comprise the statements of net position as of September 30, 2016 and 2015, and the related
statements of revenues, expenses, changes in net position and cash flows for the years then
ended, and the related notes to the financial statements for the purpose of expressing an opinion
as to whether the financial statements present fairly, in all material respects, the financial
position, results of operations, changes in net position, and cash flows of the Authority in
accordance with accounting principles generally accepted in the United States of America
(GAAP).

We confirm that we are responsible for the following:

a. The preparation and fair presentation in the financial statements of net position, revenues,
expenses, changes in net position and cash flows in conformity with GAAP.

b. 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

®* To prevent and detect fraud.

¢. The review and approval of the financial statements and related notes and acknowledge your
role in the preparation of this information. Specifically, we acknowledge that your role in
the preparation of draft financial statements and related notes was a matter of convenience
rather than one of necessity. We have reviewed the draft financial statement preparation
assistance provided by you and acknowledge that the draft financial statements are prepared
in accordance with GAAP. Our review was based on the use of the financial statement
disclosure checklist for stand-alone business-type activities obtained from the Government
Finance Officers Association. Additionally, we agree with the recorded adjustments
included in Appendix B.



ATTACHMENT I, CONTINUED

Certain representations in this letter are described as being limited to matters that are material.
Items are considered material, regardless of size, if they involve an omission or misstatement of
accounting information that, in light of surrounding circumstances, makes it probable that the
Jjudgment of a reasonable person relying on the information would be changed or influenced by
the omission or misstatement.

We confirm, to the best of our knowledge and belief, the following representations made to you
during your audits.

I. The financial statements referred to above are fairly presented in conformity with GAAP. In
addition:

a. Net position components (net investment in capital assets; restricted; and unrestricted) are
properly classified and, if applicable, approved.

b. Deposits are properly classified in the category of custodial credit risk.

c. Capital assets, including infrastructure assets, are properly capitalized, reported, and, if
applicable, depreciated.

d. Required supplementary information is measured and presented within prescribed
guidelines.

e. Applicable laws and regulations are followed in adopting, approving, and amending
budgets.

[

The Authority has provided to you all relevant information and access as agreed in the terms
of the audit engagement letter.

3. The Authority has made available to you:

a. All minutes of the meetings of Board of Directors or summaries of actions of recent
meetings for which minutes have not yet been prepared.

b. All financial records and related data for all financial transactions of the Authority and
for all funds administered by the Authority. The records, books, and accounts, as
provided to you, record the financial and fiscal operations of all funds administered by
the Authority and provide the audit trail to be used in a review of accountability.
Information presented in financial reports is supported by the books and records from
which the financial statements have been prepared.

c. Contracts and grant agreements (including amendments, if any) and any other
correspondence that has taken place with federal agencies.

d. All Public Utilities Commission Orders impacting the Authority during the year and up to
the report date.

4. There has been no;
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a. Action taken by Authority’s management that contravenes the provisions of federal laws
and Guam laws and regulations, or of contracts and grants applicable to the Authority.

b. Communications with other regulatory agencies concerning noncompliance with or
deficiencies in financial reporting practices or other matters that could have a material
effect on the financial statements.

. We believe the effects of any uncorrected financial statement misstatements aggregated by

you during the current audit engagement and pertaining to the latest period presented are
immaterial, both individually and in the aggregate, to the financial statements taken as a
whole. A summary of such uncorrected misstatements has been attached as Appendix A.

We have completed our procedures to evaluate the accuracy and completeness of the
disclosures in our financial statements. As a result of the evaluation process, we identified a
disclosure that, although required by GAAP, has been omitted from our financial statements.
The omitted disclosure that is regarded as more than clearly trivial is attached as Appendix C.
We believe the effect of the omitted disclosure is quantitatively and qualitatively immaterial
to the financial statements as a whole.

. The Authority has not performed a risk assessment, including the assessment of the risk that

the financial statements may be materially misstated as a result of fraud. However,
management has made available to you our understanding about the risks of fraud in the

Authority and do not believe that the financial statements are materially misstated as a result
of fraud.

We have no knowledge of any fraud or suspected fraud affecting the Authority involving:
a. Management.
b. Employees who have significant roles in internal control over financial reporting.
c. Others, where the fraud could have a material effect on the financial statements.
We have no knowledge of any allegations of fraud or suspected fraud affecting the

Authority’s financial statements communicated by employees, former employees, analysts,
regulators, or others.

. There are no unasserted claims or assessments that we are aware of or that legal counsel has

advised us are probable of assertion and must be disclosed in accordance with GASB
Codification of Governmental Accounting and Financial Reporting Standards (“GASB
Codification™) Section C50, Claims and Judgments, except for the YTK litigation as
disclosed in Note 8 to the financial statements.

. Significant assumptions used by us in making accounting estimates are reasonable.

We are responsible for the preparation of the Schedule of Expenditures of Federal Awards
in accordance with the requirements of Title 2 U.S. Code of Federal Regulations Part 200,
Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal
Awards (“*OMB Uniform Guidance™). We have identified and disclosed all of the
Authority’s government programs and related activities subject to the OMB Uniform
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Guidance compliance audit. [n addition, we have accurately completed the appropriate
sections of the data collection form.

13. We are responsible for compliance with local, state, and federal laws, rules and regulations,
including compliance with the requirements of OMB Uniform Guidance, and the provisions
of grants and contracts relating to the Authority’s operations. We are responsible for
establishing and maintaining the components of internal control relating to our activities in
order to achieve the objectives of providing reliable financial reports, effective and efficient
operations, and compliance with laws and regulations. The Authority is responsible for
maintaining accounting and administrative controls over revenues, obligations,
expenditures, assets and liabilities.

14. We are responsible for establishing and maintaining, and have established and maintained,
effective internal control over compliance for federal programs that provides reasonable
assurance that we are managing federal awards in compliance with federal statutes,
regulations, and the terms and conditions of the federal awards that could have a material
effect on its federal programs.

15. We have disclosed to you all deficiencies in the design or operation of internal control over
financial reporting identified as part of our evaluation, including separately disclosing to you
all such deficiencies that are significant deficiencies or material weaknesses in internal
control over financial reporting.

16.No events have occurred subsequent to September 30, 2016 that require consideration as
adjustments to or disclosures in the Schedule of Expenditures of Federal Awards and related
notes or that existed at the end of the reporting period that affect noncompliance during the
reporting period.

17.We have disclosed all known noncompliance with direct and material compliance
requirements occurring subsequent to September 30, 2016.

18. There have been no changes in internal control over compliance or other factors that might
significantly affect internal control, including any corrective action taken by the Authority
with regard to significant deficiencies and material weaknesses in internal control over
compliance, subsequent to September 30, 2016.

19. Federal awards expenditures have been charged in accordance with applicable cost
principles,

20. The Reporting Package submitted to the Federal Audit Clearinghouse (FAC) as defined by
the Uniform Grant Guidance section 2CFR200.512(3)(c) does not contain protected
personally identifiable information,

21. We have:

a. ldentified and disclosed to you the requirements of federal statutes, regulations, and the
terms and conditions of federal awards that are considered to have a direct and material
effect on each major federal program under audit.
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ATTACHMENT I, CONTINUED

b. Complied, in all material respects, with the direct and material compliance requirements
identified above in connection with federal awards.

c. ldentified and disclosed interpretations of any compliance requirements that have
varying interpretations.

d. Made available all federal awards (including amendments, if any) and any other
correspondence relevant to federal programs and related activities that have taken place
with federal agencies or pass-through entities. Management has made available all
documentation related to compliance with the direct and material compliance
requirements, including information related to federal program financial reports and
claims for advances and reimbursements. Federal financial reports and claims for
advances and reimbursements are supported by the books and records from which the
financial statements have been prepared and are prepared on a basis consistent with that
presented in the Schedule of Expenditures of Federal Awards. The copies of federal
program financial reports provided are true copies of the reports submitted, or
electronically transmitted, to the federal agency or pass-through Entity, as applicable.

e. ldentified and disclosed all amounts questioned and all known noncompliance with the
direct and material compliance requirements of federal awards, including the results of
other audits, program reviews, or any communications from federal awarding agencies
and pass-through entities concerning possible noncompliance related to the objectives of
the audit.

f.  Identified previous financial audits, attestation engagements, performance audits, or
other studies related to the objectives of the audit and the corrective actions taken to
address significant findings and recommendations, including the status of follow-up on
prior audit findings (and information about all management decisions) by federal
awarding agencies and pass-through entities.

g. Provided to you our views on the reported findings, conclusions, and recommendations
for your report.

We are responsible for taking corrective action on audit findings and have developed a
corrective action plan that meets the requirements of OMB Uniform Guidance. We have
included in the corrective action plan for current-year findings, the name of the person in
our organization responsible for implementation of the actions, the best actions to be taken,
and the estimate of a completion date. We have taken timely and appropriate steps to
remedy fraud, illegal acts, violations of provisions of contracts or grant agreements, or abuse
that you report.

Management has identified and disclosed to you all laws and regulations that have a direct
and material effect on the determination of financial statement amounts.

No organizations were identified that meet the criteria established in GASB Codification
Section 2100, Defining the Financial Reporting Entity.

Except where otherwise stated below, immaterial matters less than $135,600 collectively are not
considered to be exceptions that require disclosure for the purpose of the following
representations. This amount is not necessarily indicative of amounts that would require
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adjustment to, or disclosure in, the financial statements.

25. Except as listed in Appendices A and C, there are no transactions that have not been
properly recorded and reflected in the financial statements.

26. The Authority has no plans or intentions that may affect the carrying value or classification
of assets and liabilities,

27. Regarding related parties:

a. We have disclosed to you the identity of the Authority’s related parties and all the related
party relationships and transactions of which we are aware,

b. To the extent applicable, related parties and all the related-party relationships and
transactions, including sales, purchases, loans, transfers, leasing arrangements, and
guarantees (written or oral) have been appropriately identified, properly accounted for,
and disclosed in the financial statements.

28. In preparing the financial statements in conformity with GAAP, management uses
estimates. All estimates have been disclosed in the financial statements for which known
information available prior to the issuance of the financial statements indicates that both of
the following criteria are met:

a. It is reasonably possible that the estimate of the effect on the financial statements of a
condition, situation, or set of circumstances that existed at the date of the financial
statements will change in the near term due to one or more future confirming events

b. The effect of the change would be material to the financial statements.
29. There are no:

a. Instances of identified or suspected noncompliance with laws and regulations whose
effects should be considered when preparing the financial statements

b. Known actual or possible litigation and claims whose effects should be considered
when preparing the financial statements that have not been disclosed to you and
accounted for and disclosed in accordance with GAAP, except for the YTK litigation as
disclosed in Note 8 to the financial statements,

c. Other liabilities or gain or loss contingencies that are required to be accrued or
disclosed by GASB Codification Section C50, Claims and Judgments.

30. The Authority has satisfactory title to all owned assets, and there are no liens or
encumbrances on such assets nor has any asset been pledged as collateral except as
disclosed in Note 5 to the financial statements.

31. The Authority has complied with all aspects of contractual agreements that may affect the
financial statements.
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ATTACHMENT I, CONTINUED

No department of the Authority or agency of the Federal Government or GovGuam has
reported a material instance of noncompliance to us.

Regarding required supplementary information:
a.  We confirm that we are responsible for the required supplementary information

b. The required supplementary information is measured and presented in accordance
with the requirements of the Governmental Accounting Standards Board

¢. The methods of measurement and presentation of the supplementary information have
not changed from those used in the prior period.

Regarding supplementary information:

a. We are responsible for the preparation and fair presentation of the supplementary
information in accordance with GAAP

b. We believe the supplementary information, including its form and content, is fairly
presented in accordance with GAAP

c. The methods of measurement and presentation of the supplementary information have
not changed from those used in the prior period.

We adopted the provisions of GASB Statement No. 72, Fuair Value Measurement and
Application, which addresses accounting and financial reporting issues related to fair value
measurements and requires entities to expand their fair value disclosures by determining
major categories of debt and equity securities within the fair value hierarchy on the basis of
the nature and risk of the investment. The implementation of this statement did not have a
material effect on the Authority’s financial statements.

We adopted the provisions of GASB Statement No. 76, The Hierarchy of Generally
Accepted Accounting Principles for State and Local Governments, which eliminates two of
the four categories of authoritative GAAP that exist under the existing hierarchy prescribed
by Statement No. 55. The two categories that will remain under the new standard are (1)
GASB Statements and (2) GASB technical bulletins and implementation guides in addition
to AICPA guidance that the GASB clears. The implementation of this statement did not
have a material effect on the Authority’s financial statements.

We adopted the provisions of GASB Statement No. 79, Certain External Investment Pools
and Pool Participants, addresses for certain external investment pools and their
participants the accounting and financial reporting implications that result from changes in
the regulatory provisions referenced by previous accounting and financial reporting
standards. Those provisions were based on the Investment Company Act of 1940, Rule
2a7. Rule 2a7 contains the Securities and Exchange Commission’s regulations that apply to
money market funds and were significantly amended in 2014. The implementation of this
statement did not have a material effect on the Authority’s financial statements.

In June 2015, GASB issued Statement No. 73, Accounting and Financial Reporting for
Pensions and Related Assets That Are Not Within the Scope of GASB Statement 68, and
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Amendments to Certain Provisions of GASB Statements 67 and 68, which aligns the
reporting requirements for pensions and pension plans 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 nonemployer 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 yet to determine whether the
implementation of this statement will have a material effect on the Authority’s 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 Postemployvment Benefit Plans Other Than Pension Plans, as amended, and
No. 57, OPEB Measurements by Agent Employers and Agent Multiple-Employer Plans,
and addresses financial reporting requirements for governments whose employees are
provided with postemployment benefits other than pensions (other postemployment
benefits or OPEB). The provisions in Statement No. 74 are effective for fiscal years
beginning after June 15, 2016, Management does not believe that the implementation of
this statement will have a material effect on the Authority’s financial statements,

In June 2015, GASB issued Statement No. 75, Accounting and Financial Reporting for
Postemplovment 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
Emplovers and Agent Multiple-Emplover 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 determined
the financial impact but anticipates that the implementation of this statement will have a
material effect on the Authority’s financial statements.

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

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
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beginning after June 15, 2016. Management does not believe that the implementation of
this statement will have a material effect on the financial statements.

44. In March 2016, GASB issued Statement No. 81, lrrevocable Split-Interest Agreenents,
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.

45. 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 of 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.

46. Arrangements with financial institutions involving compensating balances or other
arrangements involving restrictions on cash balances, line of credit, or similar arrangements
have been properly disclosed in the financial statements.

47.  The Authority does not require collateralization of its cash deposits; therefore, deposit
levels in excess of FDIC insurance coverage are uncollateralized. Accordingly, these
deposits are exposed to custodial credit risk. Authority has not experienced any losses on
such accounts and management believes it is not exposed to credit risk on its deposits.

48. Receivables recorded in the financial staternents represent valid claims against debtors for
sales or other charges arising on or before the balance-sheet date and have been
appropriately reduced to their estimated net realizable value.

49. Quantitative and qualitative information regarding the allowance for doubtful accounts has
been properly disclosed in the financial statements.

50. We agree with the findings of management’s expert contracted by the GovGuam
Retirement Fund for the actuarial evaluation of the Government of Guam’s retirement plan
and have adequately considered the qualifications of management’s expert in determining
amounts and disclosures used in the financial statements and underlying accounting
records. We did not give any instructions, nor cause any instructions to be given, to
management’s expert with respect to values or amounts derived in an attempt to bias his or
her work, and we are not aware of any matters that have affected the independence or
objectivity of management’s expert.

51.  We have disclosed to you all additions or changes to the existing pension plan.

52.  We believe that the actuarial assumptions and methods used to measure pension and
postretirement liabilities and costs for financial accounting purposes are appropriate in the
circumstances. These amounts have been appropriately recognized and displayed as assets,
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liabilities, deferred inflows, deferred outflows, net position and changes in net position in
the financial statements in accordance with GASB Statement No. 68, Accounting and
Financial Reporting for Pensions and GASB Statement No. 71, Pension Transition for
Contributions Made Subsequent to the Measurement Date — an amendment of GASB
Statement No. 68.

We have no intention of terminating our participation in the Government of Guam
Retirement plans or taking any other action that could result in an effective termination or
reportable event for any of the plans. We are not aware of any occurrences that could
result in the termination of any of our pension plans to which we contribute.

The Authority has determined whether a capital asset has been impaired in accordance with
GASB Codification Section 1400.180 — 1400.200, Impairment of Capital Assets. In making
this determination, the Entity considered the following factors:

a.  The magnitude of the decline in service utility is significant
b. The decline in service utility is unexpected.

The Authority is engaged in litigation with Guam YTK Corporation (YTK), a former
tenant, involving a lease agreement dated December 14, 2001. In 2016, the case was
submitted to arbitration as required by the terms of the lease agreement and the Arbitrators
issued a decision awarding YTK $14 million. The Authority filed an appeal in the Superior
Court of Guam to deny the award to YTK. In December 2016, the Superior Court of Guam
issued a decision denying the Authority’s appeal. Management maintains its position that
the lease is not legal and will appeal the decision to the Supreme Court of Guam. No
provision has been recorded for the litigation in the financial statements.

The Authority is a defendant in other various lawsuits and proceedings arising in the
normal course of business. While the outcome of these lawsuits and proceedings cannot be
predicted with certainty and could have a material adverse effect on the Authority’s
financial statements, it is the opinion of management, after consulting with its legal
counsel, that the ultimate disposition of such suits and proceedings will not have a material
adverse effect on the Authority’s financial statements and therefore no provision has been
recorded for these claims in the 2016 and 2015 financial statements.

Pursuant to the Merchant Marine Act of 1936 and Guam Public Law 110-417 Section
3512, the Port Authority of Guam entered into a Memorandum of Agreement with the
Maritime Administration (MARAD), as the lead federal agency to implement and
administer the Port of Guam Improvement Enterprise Program in accordance with the Port
Master Plan Update 2007. Projects involved the facilitation of the modernization,
expansion and transformation of the Jose D. Leon Guerrero Commercial Port. A dashboard
project expenditure summary was provided to the Authority by MARAD in fiscal year
2015, which was used as the basis for recording $48.2 million of capital assets. In 2016, an
updated dashboard project expenditure summary was received from MARAD showing a
revised total cost of $47.3 million. The Authority expects to receive the close-out
documents from MARAD and changes in such expenditure details, if any, will be
accounted for prospectively in the financial statements. The Authority did not receive any
funds under the program and no funds were passed through to the Authority, no
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procurement activities under the program were performed, and no payments to vendors
with program funds were processed and reviewed by the Authority.

58. The Authority has assessed that it owes an estimated $54,000 of merit bonuses to inactive
and retired employees as required by Public Law 21-59 as of September 30, 2016.

59. The Authority omitted the Schedule of Funding Progress and Actuarial Accrued Liability —
Post Employment Benefits Other Than Pensions that accounting principles generally
accepted in the United States of America require to be presented to supplement the
financial statements. Such information, although not a part of the financial statements, is
required by the Governmental Accounting Standards Board who considers it to be an
essential part of the financial reporting for placing the financial statements in an
appropriate operational, economic or historical context. The financial statements are not
materially affected by this missing information.

60. We confirm that the Authority did not enter into related-party transactions during and as of
September 30, 2016.

61. The Authority has obligated, expended, received, and used public funds of the Government
of Guam and Federal Government in accordance with the purpose for which such funds
have been appropriated or otherwise authorized by local, state, or federal law. Such
obligation, expenditure, receipt, or use of public funds was in accordance with any
limitations, conditions, or mandatory directions imposed by local, state, or federal law.

62.  Money or similar assets handled by the Authority on behalf of the Government of Guam or
Federal Government have been properly and legally administered, and the accounting and
record keeping related thereto is proper, accurate, and in accordance with law.

63. No evidence of fraud, possible irregularities, or dishonesty in fiscal operations of programs
administered by the Authority has been discovered.

64.  Other than those described in Note 11 to the financial statements, no events have occurred
after September 30, 2016, but before February 13, 2017, the date the financial statements

were available to be issued that require consideration as adjustments to or disclosures in the
financial statements.

N7

Joanne M.S.(Bfown, General Manager

54%/1_/”’7

Alfret{ Duenas, Deputy GM, Ad;ninistration & Finance

(7<=

Joann B. Conwweral Accounting Supervisor
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APPENDIX A

Assels Liabilities Equity Profit and Loss
Entry Description Dr (Cr} Dr (Cr) Dr {Cr) Dr (Cr)
To racord accrued interest expense
Interest expense 18,907.05
Bank of Guam - TDOA 19,342.82
Accrued interest {38,249.87)
To record capitalized interest
ClP 389,000.00
Interest expense (389,000.00)
To record equipment and services received for TOS
CIP 5227535
AP-Trade (52,275.35)
To reclassify spare parts
Supplies inventory 109,077 .66
CIP {109,077 66)
460,618.17 (90,525.22) (370,092 95)

Concurrence: The above misstatements have been provided and explained to me. | understand these misstatements and |
believe they are considered to be immaterial to the financial statements taken as a whole. | also believe they did not result

from fraud or illegal acts, rather errors.

C 5%

Joand'C Conway, General Agebunting Supervisar

Aol

M'@mf Elordi, (3gneral Accounting Supervisor

sl ™

Alfred Dup(nas. Deputy GM, Administration & Finance
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Port Authority of Guam APPENDIX B
Summary of Recorded Adjustments
30-Sep-16

Journal Entries - AJE

# Name Debit Credit
1 AJE To adjust pension expense and deferrals

101.8134 Unfunded Retirement - 173,363 45
121.8134 Unfunded Retirement - 194,958.55
1228134 Unfunded Retirement - 51774367
1238134 Unfunded Retirement - 91,251.01
140.8134 Unfunded Retirement - 17,972.29
1458134 Unfunded Retirement - 138,260.90
150.8134 Unfunded Retirement - 14,271.49
300.8134 Unfunded Retirement . 137,496.86
310.8134 Unfunded Retirement - 47,727.59
3128134 Unfunded Retirement - 683,677.16
320.8134 Unfunded Retirement - 528,945.33
3308134 Unfunded Retirement - 187,989.42
3318134 Unfunded Retirement - 229,556.09
3328134 Unfunded Retirement - 514,999.97
3338134 Unfunded Retirement - 45,288.75
400.8134 Unfunded Retirement - 108,039.32
4108134 Unfunded Retirement - 36,313.24
411.8134 Unfunded Retirement - 221,629.85
4128134 Unfunded Retirement - 149,889.59
413.8134 Unfunded Retirement - 113,158.06
4148134 Unfunded Retirement - 136,288 .89
4208134 Unfunded Retirement - 25,125.75
4218134 Unfunded Retirement - 142,792.84
422.8134 Unfunded Retirement - 55,781.44
423.8134 Unfunded Retirement - 100,892.95
430.8134 Unfunded Retirement - 3563972
600.8134 Unfunded Retirement - 11,889.36
610.8134 Unfunded Retirement i} 56,121.75
620.8134 Unfunded Retirement = 54,611.65
631.8134 Unfunded Retirement - 94,994 .35
632.8134 Unfunded Retirement - 22,289.89
640.8134 Unfunded Retirement - 70,988.76
650.8134 Unfunded Retirement - 87,869.24
670.8134 Unfunded Retirement - 105,253.09
675.8134 Unfunded Retirement - 3524270
681.8134 Unfunded Retirement - 57,163.83
6685.8134 Unfunded Retirement - 112,390.21
313.8134 Unfunded Retirement _ 47 876.47
50.2101 Pension-Deferred Outf 840,692.57 -
50.3651 Pension-Deferred Infl 4,565,083.01

5,405,775.58 5405,775.58

2 AJE To adjust allowance for bad debts
50.1212 Allow for Uncollectib 290,000.00 =
70.8512 Bad Debt Expense 2980,000.00

290,000.00 290,000.00

3 AJE To adjust FA/CIP based on updated MARAD dashboard

50.2005.BLDWHF Buildings-Wharf impro - 905,844 39
50.1621.TOS Tenminal Operating S 6,267.34 -
60.9219.00DMOD DOD $50M Modernizati 292,520.84 -

50.1621.SLE Service Life Extensi 7.056.21 -




50.1241.0THR
70.8343

50.2020.COMM
50.2020. GENSET
50.2020.POWER
50.2020.VEHICLE
70.8400.COMM
70.8400.GENSET
70.8400.POWER
70.8400.VEHICLE

50.3301.LEASES
60.6112.0THER

50.3813
50.3153

70.9215.DENTAL
70.9215.LIFE
70.9215.LIFEDC
70.9215.MED
70.9215.MEDDC
70.9215.DENDC

1 CAJE To adjust prepaid insurance
Prepaid Expenses
Insurance-Workers Co

2 CA.JE To reconcile begining net position
AccDeprec-Communicati
AccDeprec-Generator S

AccDeprec-Power Tools
AccDeprec-Vehicles &
Depreciation-Communi
Depreciation-Generat

Depreciation-Power T

Depreciation-Vehicle

3 CAJE To correct deferred credit for KALS Corporation

Deferred Revenues -Le
SPACE RENTAL-OTHER

1 RJE To reclassify current portion of LTD
LT-BOG SLE Loan Payab
CU BOG 10M SLE Loan P

2 RJE To correct MDL insurance accounts
Ret. Gov't Contr.-De

Ret. Gov't Contr.-Li

Ret. Gov't Contr.-Li

Ret. Gov't Contr.-Me

Ret. Gov't Contr.-Me

Ret. Gov't Contr.-De
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| 90584439 | 905,844 .39
16,666.67 z
E 16.666.67
16,666.67 16,666.67
X 577.33
5 999.98
- 2863
13,663.42 2
577.33 -
990.08 :
28.63 -
- 13,663.42
15,269.36 15,269.36
73,904.33 -
- 73904.33

73,904.33 | 73,904.33 |
198,194.36 z
- 198.194.36
198,194.36 __ 198,194.36
24,501.12 -
48,484.80 B
- 4848480
1,739,216.64 -
- | 1,741,258.40
- 2245938
1,612,202.56 | 1,812,202.56

We have reviewed the adjustments and reclassifications above and authorized that they be recorded in the general ledger as of and
for the year ended September 30, 2016. The adjustments are results of errors and not results of fraud or illegal acts.

C JTem,

Joanrf Conway
General Accounting Supérvisor

Mijzi Elordi
G Accounting Supervisor

Alfred Duenas
Deputy GM, Administration & Finance
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Port Authority of Guam APPENDIX C
Summary of Passed Disclosure
30-Sep-16
Dollar Amount of
Description of |Omitted or Unclear | Authoritative | Explanation of
Omitted or Unclear Disclosure (if Literature Nature of
Footnote Title Pisclosure applicable) Refarence Misstatement
The Authority does
not capitalize
Property, plant and Capitalized interest interest on non-
equipment not disclosed $ 389,000 GASB 62 federal CIP

Concurrence: The above passed disclosure item have been provided and explained to me. |
understand the nature of this omitted disclosure and | believe they are considered to be
immaterial to the financial statements taken as a whole. | also believe they did not result from
fraud or illegal acts, rather errors.

C L5~

Joanh’Conway, General Accounting Supervisor

b

Miami Elopeil, General Accounting Supervisor

Alfreli Duenas, Deputy GM, Administration & Finance
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