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December 30, 2010 
 
Members of the Finance Committee and Board of Directors of the Port Authority of Guam 
 
Dear Members of the Finance Committee and Board of Directors: 
 
We are pleased to present the results of our audit of the financial statements for the year ended 
September 30, 2010 of the Port Authority of Guam (the Authority) 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 December 30, 2010. 
 
Statement on Auditing Standards No. 114, “The Auditor’s Communication With Those Charged With 
Governance”, and other professional standards require the auditor to provide those charged with 
governance with additional information regarding the scope and results of the audit that may assist 
those charged with governance in overseeing management’s financial reporting and disclosure 
processes. 
 
This report to the Members of the Finance Committee and Board of Directors summarizes our audit, 
the scope of our engagement, and key observations and findings from our audit procedures. The 
document also contains the communications required by our professional standards to the Members of 
the Finance Committee and Board of Directors. 
 
The audit was designed to express an opinion on the financial statement for the year ended September 
30, 2010. In accordance with professional standards, we obtained a sufficient understanding of 
internal control to plan the audit and to determine the nature, timing, and extent of tests to be 
performed. However, we were not engaged to and we did not perform an audit of internal control over 
financial reporting. 
 
As required by Statement on Auditing Standards No. 114, we are bound to restrict the use of this 
report to those familiar with the financial operations and systems used to produce the financial 
statement. This report is, accordingly, intended solely for the information and use of the members of 
the Finance Committee, Board of Directors, 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 appreciate this opportunity to meet with you 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, 
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Statement on Auditing Standards (SAS) No. 
114 communications 
Auditors’ responsibilities under generally accepted auditing standards 
(GAAS) 
The financial statement is the responsibility of 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 Authority’s internal 
control over financial reporting.  However, as is typical for government entities and as allowed under 
GAAS, we were not engaged to and we did not perform an audit of internal control over financial 
reporting, i.e., an internal control audit. 

Significant accounting policies 
We determined that the Finance Committee and the Board of Directors are 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 Authority’s significant accounting policies during the year ended 
September 30, 2010, other than new accounting pronouncements which were adopted by the 
Authority.  The Authority continues to apply its accounting policies in an appropriate manner and is 
disposed toward high quality financial reporting and application of accounting policies. 

Auditors’ judgments about the quality of accounting principles 
We discussed our judgments about the quality, not just the acceptability, of the Authority’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 Authority has consistently applied accounting principles generally accepted in the United States 
(US GAAP) and adequately disclosed required US GAAP disclosures in the financial statements. 

Management’s judgments and 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. 

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



 
 

 3 

Management’s judgments and accounting estimates, continued 
Management’s judgment is called upon in: 

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

2. Determining the adequacy of the recorded valuation of receivables and inventories, including 
the need for any reserve. 

3. Determining the adequacy of contingency provision on pending litigations, claims and 
assessments. 

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

Methods of accounting for significant unusual transactions and for 
controversial or emerging areas 
There were no transactions during the year for which the accounting is in a controversial or emerging 
area. 

Audit adjustments 
We are required to inform the members of the Finance Committee and Board of Directors about 
adjustments arising from the audit (whether recorded or not) that could in our judgment either 
individually or in the aggregate have a significant effect on the financial statement. 

During our audit, several post-closing entries were recorded while we were conducting our fieldwork 
(see Appendix A – Post-Closing Journal Entries). 

We also proposed adjusting journal entries, which the Authority subsequently agreed to be reflected in 
the financial statements.  Certain reclassifying journal entries have also been made to make the 
financial statements for the years ended September 30, 2010 and 2009 comparative (see Appendix B – 
Adjusting and Reclassifying Journal Entries). 

Unadjusted audit differences considered by management to be 
immaterial 
Certain unadjusted audit differences accumulated by us (i.e., adjustments either identified by us or 
brought to our attention by management) were identified during the audit and pertaining to the latest 
period presented, which were determined by the Authority’s management to be immaterial, both 
individually and in the aggregate, to the financial statements as a whole (see Appendix C – Summary of 
Unrecorded Audit Differences). 



 
 

 4 

Fraud, and illegal acts 
We are not aware of any matters that require communication.  Furthermore, the Authority’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 December 30, 2010 (see Appendix D – Management’s Representation Letter). 

Material weaknesses in internal control 
We noted no material weaknesses in internal control; however, as described in the management letter 
dated December 30, 2010, we noted a deficiency in internal control relating to the current 
capitalization policy of the Authority and other matters.  We also noted technology general control 
deficiencies which are described in a separate letter dated December 30, 2010. 

Disagreements with management on financial accounting and 
reporting matters 
There were no material disagreements with the Authority’s management on financial accounting and 
reporting matters during the audit. 

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

Serious difficulties encountered in performing the audit 
There were no serious difficulties encountered in dealing with management in performing the audit. 

Consultation with other accountants 
During the course of our audit, we made consultations within the Ernst & Young practice leaders in the 
Far East and Americas regarding industry practices on capitalization of certain expenditures. 

Other information in documents containing the audited financial 
statements 
We reviewed the Management’s Discussion and Analyses and other supplementary schedules to the 
financial statements to ensure consistency with the audited financial statements. 

Independence 
We are bound by professional standards as far as independence is concerned. We are not aware of any 
relationships between Ernst & Young and the Port Authority of Guam that, in our judgment in 
accordance with professional standards, may reasonably be thought to bear on our independence. 
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