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EXECUTIVE SUMMARY
Government of Guam Use Tax
Report No. 14-02, April 2014

Our audit found that the Government of Guam (GouGuélse Tax process is problematic and in need of
significant improvements. Specifically:

1. The total amount of Use Tax assessments and ¢olisds unknown;

2. No GovGuam agency is collecting outstanding reds#es which according to the Department of
Administration’s (DOA) records have amounted tcd$4in Fiscal Year (FY) 2013. These receivables are
not recorded in the Department of Revenue and Tax@RT)'s system; and

3. There is no documentation to support that Use kaxptions are granted in accordance with law.

As a result, there is a high probability of lostarues for GovGuam and susceptibility to fraud,tesesnd abuse
due to non-assessment and improper exemptions ®fTds. These conditions occurred because theme is
GovGuam agency who is fully responsible for reviggyimonitoring, reconciling, or collecting Use Tax.

While DRT is responsible for enforcing Guam'’s taws$ and collecting tax revenues, they have reliethe
Guam Customs and Quarantine Agency (CQA) for tifiereement and collection of Use Tax. DRT citesliise

Tax law which states CQA is tasked to assess alletton behalf of DRT. However, CQA is a line aggof
GovGuam and relies on DOA for its accounting, ficiahreporting, records management, accounts rabkgy
and cash management. Therefore, all Use Tax dodanmeciuding assessments and collections by CQA are
forwarded to DOA and not to DRT.

Total Use Tax Assessments and Collectionsis Unknown

The total amount of Use Tax assessed and collégtdeen FY 2011 and 2013 is unknown as managerhent a
CQA, DOA, and DRT is unable to ascertain the tnmeants of Use Tax collections and assessmentsthfee
agencies provided the following sets of Use Ta® daat do not reconcile.

*GovGuam
Y 9 P DRT Financial Smts.
2011 $ 1212564 % 2,549,493 $ 337242 % 2,549,493
2012 $ 1,909,590| $ 2,458,321 $ 292251 % 2,459,927
2013 $ 2,690,735 $ 2,725994 ¢ 278,674 $ 2,725,994
Total| $ 5,812,838 [ $ 7,733,814 [ $ 908,167 | $ 7,735,414

* FY 2013 GovGuam Financials Statements are unedditimbers.

Data provided by the three agencies is problenaaticincomplete. Specifically:

* CQA does not maintain accurate and reliable datvia®nced by several discrepancies. For exantpee t
were several months of missing data and current g&t& included prior-year assessments; therefeee,
cannot verify the completeness and accuracy ofidiz.

« DOA'’s data is inclusive of collections and accourtseivables based on data provided by CQA. Bdiag t
centralized processing agency, the data captur&#y has the most information among the three agenc
and is the basis for the numbers recorded in GorGuBasic Financial Statements. However, based on
DRT's review of the accounts receivable listing.camts recorded at DOA may be overstated as it does
account for exemptions filed with gross receipeafGRT).



« DRT data is based only on what is reported by lassies that file GRT. Non-business filers who ptid a
CQA and Treasurer of Guam are not being capturddRy, as they do not file GRT. In addition, Use
Tax receivables recorded at DOA are not being cagtat DRT.

No Agency Following-up on Use Tax Receivables

We found that neither CQA, DRT nor DOA is chargeidhwensuring Use Tax receivables are reviewed,
monitored, reconciled, and followed up to ensumnglete and accurate Use Tax information. As a tethd
accounts receivable for Use Tax is a cumulativelamithat goes back to 1998 and is continuouslyemsing,
going from $4.1M in FY 2011 to $4.9M in FY 2013.

While CQA assesses and collects Use Tax paymentg mmafront, it also receives subsequent paymerds an
forwards all invoices of unpaid Use Tax to DOA farsting and collection. DOA acknowledged that wilitile
receives the invoices from CQA, it only posts theaivables and tracks payments made at the Treadubeiam
and CQA against the receivable. DOA does not follpaon the collection of these receivable.

DRT only reports Use Tax filed using the GRT fobut does not track total Use Tax of non-filers. &exe DRT
does not receive any data and documents from CQX0% on Use Tax assessment, collections, and rabls,
it has not had any involvement in Use Tax collettio

No Documentation to Support Use Tax Exemptions are Granted in Accor dance with Law

The majority of exemptions are granted by CQA afficbased on their judgment during the initial ssiseent of
incoming cargo; however, CQA does not maintain duentation to ensure the granting of these exemptna

in accordance with law. For example, CQA doeshast a complete log of incoming cargo that candassl uo
verify goods that may have been subject to Use Fasther, there is no documentation to show whimhdg and
amounts that were given an exemption versus tihadeviere assessed a Use Tax. As a result, GovGuamable

to justify whether the exemptions were warranted @&m accordance with the law. Due to the lack of
documentation, the impact of this finding cannotle&ermined.

In a few cases, the only documentation that is taaiad in regards to exemption amounts is whemaigoee’s
cargo was originally assessed Use Tax by CQAQIRA had invoiced the consignee and forwarded tloamhent

to DOA) and the consignee contests the assessiimetftese cases, the consignee must provide docatiaento
CQA showing that the cargo is exempted from Use Takie cargo is truly exempted, CQA issues a mémo
DOA voiding the Use Tax assessment. When DOA reseilie memo voiding the Use Tax assessment from
CQA, they record the Individual Use Tax Exemptiow @adjust the accounts receivable. Use Tax exengptio
these cases amounted to only $19K in the threepezand.

Recommendations
Based on our audit, we recommend the following:
* DRT, CQA, and DOA should clearly define their rolegarding Use Tax, which would be solidified in
finalizing and implementing the Inter-Agency Coaere Agreement between the three agencies;
« DOA should write-off the outstanding receivabledvade as agreed by the agencies, due to unrelyatiifibe
amounts, the resources to be spent to reconcihe dmel the substantial allowance already provided.
« DRT, as the tax regulatory agency for GovGuam, khbe responsible for reconciling, monitoring, and
collecting Use Tax assessments. In addition, theulsl be responsible for ensuring exemptions amatgd
in accordance with law.
» A process should be implemented where businessskceumber and other relevant business informatan
be shared between the three agencies;

In several meetings held with CQA, DRT, and DOAnagement agreed to the recommendations.

Doris Flores Brooks, CPA, CGFM
Public Auditor



