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June 12, 2009

Honorable Felix P. Camacho
Governor
Government of Guam

Dear Governor Camacho:

We have performed an audit of the financial statements of the governmental activities, the aggregate
discretely presented component units, each major fund, and the aggregate remaining fund information of
the Government of Guam (GovGuam) as of and for the year ended September 30, 2008, in accordance
with auditing standards generally accepted in the United States of America and have issued our report
thereon dated June 12, 2009, which report was modified to include a reference to other auditors.

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 GovGuam is responsible.

OUR RESPONSIBILITY UNDER GENERALLY ACCEPTED AUDITING STANDARDS AND
GENERALLY ACCEPTED GOVERNMENT AUDITING STANDARDS

Our responsibility under auditing standards generally accepted in the United States of America 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 July 15,
2008. As described in that letter, the objective of a financial statement audit conducted in accordance
with the aforementioned standards is:

o To express an opinion on the fairness of each opinion unit in GovGuam’s basic financial
statements and the accompanying supplementary information, and to disclaim an opinion on the
required supplementary information for the year ended September 30, 2008 in conformity with
accounting principles generally accepted in the United States of America (“generally accepted
accounting principles”), in all material respects;

. To express an opinion on whether the supplementary information that accompanies the basic
financial statements is presented fairly, in all material respects, in relation to the basic financial
statements taken as a whole;

o To report on GovGuam’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, 2008 based on an audit of financial statements performed in
accordance with the standards applicable to financial audits contained in Government Auditing
Standards; and

. To report on GovGuam's compliance with requirements applicable to each major federal
program and on internal control over compliance in accordance with the U.S. Office of
Management and Budget (OMB) Circular A-133 Compliance Supplement (OMB Circular A-
133).

Member of
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Our responsibilities under generally accepted auditing standards include forming and expressing an
opinion about whether the financial statements that have been prepared by management with the
oversight of the Office of the Governor 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 Office of the Governor of their responsibilities.

We considered GovGuam’s 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 GovGuam’s internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of GovGuam’s internal control over financial reporting. Our
consideration of internal control over financial reporting would not necessarily identify all deficiencies
in internal control over financial reporting that might be significant deficiencies or material weaknesses.

We also considered GovGuam’s internal control over compliance with requirements that could have a
direct and material effect on a major federal program in order to determine our auditing procedures for
the purpose of expressing our opinion on compliance and to test and report on internal control over
compliance in accordance with OMB Circular A-133. Our audit does not, however, provide a legal
determination of GovGuam’s compliance with those requirements.

ACCOUNTING ESTIMATES

Accounting estimates are an integral part of the financial statements prepared by 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 GovGuam’s 2008 financial statements include: 1) management’s
estimate of the allowance for uncollectible accounts, which is determined based upon past collection
experience and aging of the accounts; 2) management’s estimate of depreciation expense, which is based
on estimated useful lives of the respective capital assets; and 3) management’s estimate of the provision
for tax refunds, which is determined based on periodic review of tax returns in light of historical
experience and the nature and volume of tax returns submitted. During the year ended September 30,
2008, we are not aware of any significant changes in accounting estimates or in management’s
judgments relating to such estimates.

MATERIAL CORRECTED MISSTATEMENTS

Our audit of the financial statements was designed to obtain reasonable, rather that absolute assurance
about whether the financial statements are free of material misstatement, whether caused by error or
fraud. 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. We have attached to this
letter, as Appendix I, a summary of misstatements corrected by management.

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 Il, a summary of uncorrected misstatements
aggregated by us during the current engagement and pertaining to the latest period presented that were
determined by management to be immaterial, both individually and in the aggregate, to the financial
statements taken as a whole.
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SIGNIFICANT ACCOUNTING POLICIES

GovGuam’s significant accounting policies are set forth in Note 1 to GovGuam’s 2008 financial
statements. During the year ended September 30, 2008, there were no significant changes in previously
adopted accounting policies or their application.

DISAGREEMENTS WITH MANAGEMENT

We have not had any disagreements with management related to matters that are material to GovGuam’s
2008 financial statements.

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 2008.

SIGNIFICANT ISSUES DISCUSSED, OR SUBJECT OF CORRESPONDENCE, WITH
MANAGEMENT PRIOR TO OUR INITIAL ENGAGEMENT OR 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 ISSUES DISCUSSED, OR SUBJECT OF CORRESPONDENCE, WITH
MANAGEMENT

Throughout the year, routine discussions were held, or were the subject of correspondence, with
management. In our judgment, such discussions or correspondence did not involve significant issues
requiring communication to the Office of the Governor.

SIGNIFICANT DIFFICULTIES ENCOUNTERED IN PERFORMING THE AUDIT

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

MANAGEMENT’S REPRESENTATIONS

We have made specific inquiries of GovGuam’s management about the representations embodied in the
financial statements. Additionally, we have requested that management provide to us the written
representations GovGuam is required to provide to its independent auditors under generally accepted
auditing standards. We have attached to this letter, as Appendix Ill, a copy of the representation letter
we obtained from management.
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CONTROL-RELATED MATTERS

We have issued a separate report to you, also dated June 12, 2009, containing certain matters involving
GovGuam’s internal control over financial reporting that we consider to be material weaknesses or
significant deficiencies under standards established by the American Institute of Certified Public
Accountants, and on its compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters. We have also issued a separate report to you, also dated June 12, 20009,
containing certain matters involving GovGuam's compliance with requirements applicable to each major
program and on internal control over compliance in accordance with OMB Circular A-133. Although
we have included management’s written responses to our comments contained in those reports, such
responses have not been subjected to the auditing procedures applied in our audit of the basic financial
statements and, accordingly, we do not express an opinion or provide any form of assurance on the
appropriateness of the responses or the effectiveness of any corrective actions described therein.

We have communicated to management, in a separate letter also dated June 12, 2009, other matters that
we identified during our audit.

* % k% * % %

This report is intended solely for the information and use of management, the Office of the Governor,
and others within the organization and is not intended to be and should not be used by anyone other than
these specified parties.

Very truly yours,

AN



Journat Entries - AJE

#

310050760
310050750
110011120
110011250

110019130
110026130

110014208
110014206
310057390

110041110
260TOA

110014202
110014209

Name

1 AJE To update GAS33 Income Tax and GRT Accrual
GRT: GASE 33

IT: GASB 33

INCOME TAX RECEIVABLE GASB 33

GRT RECEIVABLES GASBE 33

Debit

7,633,473.56

3,390,374.54

Credit

3,390,374.54

7,633,473.56

11,023,848.10

11,023,848.10

To update GAS33 Income Tax and GRT Accrual

2 AJE insurance Security Deposit
INSURANCE SECURITY DEPOSIT
INSURANCE SECURITY DEPOSIT NON

To reconcile the insurance Security Deposit Account.

3 AJE To reconcile THF/TAF interfund balances
DUE TO/FROM TERRITORIAL HIGHWY

DUE TO/FROM TOURIST ATTRACTION
ADJUST PRIOR YRS EXPN/REV

To reconcile interfund receivables to audited balances per
THF and TAF. (CRW)

4 AJE To reconcile opening fund bajance
UNAPPROPRIATED SURPLUS

MISCELLANEQUS

fo reconcile opening fund balance due o incorrect recognition
by DOA of increase in PIDB investment balance. (CRW)

5 AJE To eliminate unfunded fund deficits

DUE TO/FROM VERICLE/ST.LIGHT
DUE TO/FROM CUSTOMS, AGRIC iNS

110071110TO EXPENDITURES - TRANSFERS OUT
110071110TO# EXPENDITURES - TRANSFERS OUT

110014404
310050404

310050626
110014626

To eliminate certain operating fund deficits through a transfer
ouf from the Genera! Fund as no other funding source is
available. ({CRW)

& AJE To eliminate fund surplus from GSA inventory
Fund

DUE TO/FROM G S A

TRANSFER IN FROM GSA REVOLVING

To record transfer in from GSA inventory Revolving Fund
representing reimbursement to governmeni agencies for
purchase of fuel above purchase cost. (CRW)

7 AJE To efiminate ITCC Fund
TRANFR iN FR INTERiIM TRANS COM
DUE TO/FR INTERIM TRANS COMM

- 1,761,613.55
1,761,613.55 .
1761.613.65  1.761.613.55
9.00 .

- 96,605.52

96,596.52 .
96,605.52 96,605.52
200,000.00 .

- 200,000.00

200,000.00 200,000.00

. 316,629.51

- 783,195.00

316,629.51 .
783,195.00 .
1009,894.59  1,080.824.51
1,424,786.00 .
. 1,424.786.00
1424,786.00 1,424, 786.00
- 2,708,689.00
2,708,689.00 .
2,708,689.00  2.708.680.00

To implement PL 29-67 that eliminates and dissalves the
ITCC Fund and iransfer the surpius to the General Fund.
{CRW),

APPENDIX I



Journal Entries - AJE

#

110021580
290GG

110021590
110021485
110032110
110072190
310051198

Name

8 AJE To reverse DRT accruat
ACCRUED OTHER EXPENDITURES
MISCELLANEOUS

To reverse accrual for RFP for Real Property Assessment
Bond as the RFP was only issued on the last week of Sept
08 and the vendor had nof been selected as at year end.

(CRW)

9 AJE To adjust tax refund provision
ACCRUED OTHER EXPENDITURES
TAX LEVY DEDUCTION

RESERVE FOR INCOME TAX CLAIMS
NON-APPROP. EXPEND.

PROVISION FOR TAX REFUND

To increase CY provision for income tax refunds

APPENDIX I

Debit Credit
1,000,000.00 .
- 1,000,000.00
1,000,000.00 __ 1,000,000.00
6,445,735.51 .
698,405.90 -
- 14,069,141.41
- 75,000.00
7,000,000.00 -
14,144 14141 14.144,141.41

We have reviewed the audit adjustments summarized above for the Generai Fund and have agree that they
should be presented at September 30, 2008. These adjusting journal eniries are the resuits of
errar and nat result of fraud, irregularities or iliegal acts.

{
F BN
Kathring B. Kakigi® §

Contr gier
i

i



APPENDIX 1

Government of Guam

|

Fiscal Year Ended 9/30/08

Other Governmental Funds

Journal Entries - AJE

# Name Debit Credit
1 AJE To update GAS33 GRT Accrual. - 5311A (Posted)
360250760 GRT: GASB 33 246,789.39 -
360150760 GRT: GASB 33 - -
160211250 GRT RECEIVABLES GASB 33 - 246,789.39
160111250 GRT RECEIVABLES GASB 33 - -
o 246,789.39 - 246,789.39
To update GAS33 GRT Accrual.
2 AJE To adjust as transfers out - 7110C (Posted)
150141110 UNAPPROPRIATED SURPLUS - 1,391,529.90
501-290TOF MISCELLANEOUS 1,391,529.90 -
B 1,391,529.90 1,391,529.90
To adjust as transfer to General Fund
4 AJE To record transfer in from THF - 8410C {a} (Posted)
129714100 DUE TO/FR GENERAL FUND 500,000.00 -
329750208 TRANSFERS IN FROM HIGHWAY FUND - 500,000.00
500,000.00 500,000.00
To record additrional $500,000 transferred in from THF to fund
additional payment to UOG in FY 2008.
5 AJE To adjust RPT AR and Deferr - 5313C (Posted)
120524314 DEFERRED REVENUE - RPT - 12,079,235.41
320551701 R&T PROPERTY TAX - 1,152,274.13
320551902 COPIES - 331.01
320551791 REAL PROPERTY TAX BANK FEES - 50,787.28
320554101 INTEREST-RPT - 764.00 §
320551790 PENALTIES & INTEREST. - 9,450.47
120511397 - IREAL PROPERTY TAX RECEIVABLES 13,292,842.30 -
' 13,292,842.30 13,292,842.30
To record Real Property Tax GASB 33 accrual.and Deferred :
Revenues.
6 AJE To reconcile opening fund balance - 7110C (Posted)
331457390 ADJUST PRIOR YRS EXPN/REV - 13,438.00
131441110 FUND BALANCE 13,438.00 -
13,438.00 13,438.00
To correct opening fund balances (CRW)
7 AJE To adjust GSA Inventory - 5310C (Posted)
140415192 FUEL INVENTORY - ISSUED 459,346.11 -
1340457390 ADJUST PRIOR YRS EXPN/REV - 459,346.11
459,346.11 459,346.11

To adjust inventory (fuel) issued due to mark up of 15%
included.




APPENDIX

Journal Entries - AJE

# Name Debit Credit
9 AJE To close Safe Homes,Safe Streets Fund - {Posted) 4
160114100 DUE TO/FR GENERAL FUND - 3,197,990.86 :
360151601 DISTILLED SPIRIT 433,726.46 -
360151602 VINOUS BEVERAGES 129,772.74 -
360151603 MALTED FERMENTED BEVERAGES 1,201,200.94 -
160214100 DUE TO/FR GENERAL FUND 3,197,990.86 -
360251601 DISTILLED SPIRIT - 433,726.46
360251603 MALTED FERMENTED BEVERAGES - 1,201,200.94
360251602 VINOUS BEVERAGES - 129,772.74
160171110TOF TRANSFERS OUT 1,544,626.08 -
360250601 TRANSFERS IN FROM SAFE HOMES - 1,544,626.08 |
160211250 GRT RECEIVABLES GASB 33 103,332.34 -
1160111250 GRT RECEIVABLES GASB 33 - 103,332.34 ¢
360151690 INT & PEN - ALCOHOL - 17,034.22
360251690 INT & PEN - ALCOHOL 17,034.22 -
360151604 ALCOHOL VIOLATION FEE AND FINE 9,031.20 -
360251604 ALCOHOL VIOLATION FEE AND FINE - 9,031.20:
6,636,714.84 6,636,714.84
To transfer all activities from Fund 601 to Fund 602 as the Act -
establishing Fund 601 was repealed in Prior Year. (CRW)
' 10 AJE To eliminate operating fund deficits - (Posted)
120914100 DUE TO/FROM GENERAL FUND 783,195.00 -
120214100 DUE TO/FROM GENERAL FUND 316,629.51 -
320950100 TRANSFER iN - 783,195.00
320250100 TRANSFERS IN - . 316,629.51
1,099,824.51 1,099,824.51
To eliminate certain fund deficits through a transfer in from the e
General Fund. (CRW)
11 AJE To eliminate fund surplus from GSA Revolving Fund
- (Posted) ¥
140414100 DUE TO/FROM GENERAL FUND - 1,424,786.00 -
140471110TOF TRANSFERS OUT 1,424,786.00 - o]
1,424,786.00 1,424,786.00=
To record transfer out from GSA Inventory Revolving Fund to ’
the General Fund representing reimbursement to government
agencies for purchase of fuel above purchase cost. {CRW)
12 AJE To eliminate ITCC Fund - (Posted)
162614100 DUE TO/FR GENERAL FUND - 2,708,689.00
162671110TOF TRANSFERS OUT 2,708,689.00 -
2,708,689.00 2,708,689.00

To implement PL 29-67 that eliminates and dissolves the ITCC

Fund and transfer the surplus to the General Fund. (CRW).

We have reviewed the audit adjustments summarized a
presented at September 30, 2008. These adjusting journal entries are the results of error and not resul

illegal acts.

bove for the Other Governmental Funds and agree that they should be
ts of fraud, irregulan'tie§ or

{
2D - N

Yavs,
A..//Yi

v

Kathring B. Kakigi

l

S

Depu

Financial Manager




Government of Guam
Summary of Uncorrected Misstatements

General Fund
September 30, 2008

Entry Description
1. To correct income: tax liability on 3
incorrect Form 1120s

2. To adjust EITC liahlity per Gl to
analysis per DRT

Total known misstatements

APPENDIX II

APPENDIX A
STATEMENT OF CONDITION
Fund Balance
Net Assets Beg
Assets Liabilities of Year Income Statement
Dr (Cr) Dr{Cr) Dr (cr) Dr (Cr)
2,073,362 {2,073,362)
646,896 (646,896)
2,720,258 ~ (2,720,258)




Government of Guam

Summary of Uncorrected Misstatements
Other Governmental Funds:

September 30, 2008

Entry Description

PAJE <01>
Dr. Bad Debts
Cr. Allowance for ungoliectible receivables

PAJE <02>
Dr: Revenues
Cr. AR
Cr. Deferred Revenues

PAJE <03>
Dr. Other Receivables
Cr. CPA Exam Application Fee
Cr. CPA Exam Jurisdictional Test Fee
Cr. Confirmation & Licensure
Cr. License to Practice
Cr. Firm Permit to Practice
Cr. Reinstatement

PAJE <04>
Dr. Advance Deposit (110627100)
Cr. Prior-Year Adjustment {310657390)

PAJE <(5>
Dr. Inventory

Cr. Fuel Sales
Toadjust inventory (fuel).

PAJE <06>

Dr. DOC Revolving Fund A/R
Cr. DOC Revalving Fund Revenues

Total known misstatements

APPENDIX I

APPENDIX A
STATEMENT OF CONDITION
Fund Balance
Net Assets Beg
Assels Liabilities of Year Income Statement
Dr(Cr} Dr({Cr) Dr{Cr) Dr (Cr)
537,236
{537,236)
593,327
(442,140)
{151,187)
672,759
(14,250)
(617,550)
(14,875)
(22,655)
(2,200)
(1,429)
402,607
(402,607)
411,036
(411,036)
248,118
(248,116)

352,535 251,420 -

{603,955)




APPENDIX II

APPENDIX A
Government of Guam
Summary of Uncorrected Misstatements
Governmental Activities
September 30, 2008
STATEMENT OF CONDITION

Fund Balance
Net Assets Beg

Assets Lighilities of Year Income Statement
Entry Description Dr (Cr) Dr {Cr) Dr{Cr) Dr (Cr)
PAJE<Q1> .
Dr. General Government 551,209
Dr. Public Education 1,051,761
Dr. Individual Collective Rights 44,002
Cr. DCRS Sick Leave Payable {1,646,972)
PAJE<0Z2>
Dr, General Government 580,700
Dr. Individual Collective Rights 32,452
Cr. Public.Education {561,691)
Cr. Annual Leave Liability {561,461)

Total known misstatements - (2,208.433) - 2,208,433




Government of Guam

APPENDIX II

Summary of Uncorrected Prior Period Misstatements

General Fund
September 30, 2008

Entry Description

PAJE <1>
Dr. Bad Debts Expense
Cr. Due from Federal Granis Fund

APPENDIX B
STATEMENT OF CONDITION
Fund Balance
Net Assets thcome
Assels Liabilities Beg of Year Statement
Dr (Cr) Dr(Cn Dr{Cn) Dr (Cr)
; 345,976
(345,976)
{(345,976) 0 0 345,976




APPENDIX II

APPENDIX B
Government of Guam
Summary of Uncorrected Prior Period Misstatements
Federal Grants Fund
September 30, 2008
STATEMENT OF CONDITION -
Fund Balance
Net-Assets Inéome
Assets  Liabilities Begof Year _Statement
Entry Description Dr (Cr) Dr (Cr) Dr (Cr) Dt {Cr)
PAJE <1>
Dr. Due from General Fund 345,976
Cr. Accrued A/R WIC (345,976)

0 0 0 0




Department of Administration
(DIPATTAMENTON ATEMENSTRASION).
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Post Office Box 884 Hagatfia, Guam 96932
Tel: (671)475-1101/1250 Fax: {671) 477-6788

Felix P. Camacho Lourdes M. Pereg
Director

Governor
Michaelt W: Cruz, M.D.

Lieutetiant Governor

Jaseph €. Manibusan
Deputy Director

June 12, 2009

Deloitte & Touche LLP
361 South Marine Corps Drive
Tamuning, GU 96913

Hafa Adai! We are providing this letter in connection with your audit of the financial
statements of the governmental activities, the aggregate discretely presented component
units, each major fund, and the aggregate remaining fund information of the Government
of Guam (the “Government”) as of and for the year ended September 30, 2008, which
collectively comprise the Government’s basic financial statements for the purpose of
expressing an opinion as to whether the basic financial statements present fairly, in all
material respects, the financial position, results of operations or changes in fund balances
of the Government in conformity with accounting prineciples generally accepted in the
United States of America (GAAP). We confirm that we are responsible for the following:

a. The fair presentation in the basic financial statements of financial position of the
governmental activities, the aggregate discretely presented component units, each
major fund, and the agegregate remaining fund information, in conformity with
accounting principles generally accepted in the United States of America,

b. The fair presentation of the required supplementaty information, including
Management’s Discussion and Analysis, and additional information accompanying the
basic financial statements that are presented for the purpose of additional analysis of
the basic financial statements. .

¢. The design and implementation of programs and controls to prevent and detect fraud,
including fraud related to federal awards.

d. Establishing and maintaining effective internal control over financial reporting.

e. The review and approval of the financial statements and related mnotes and
acknowledge your role in the preparation of this information. Specifically, we
acknowledge that your role in the preparation of the financial statements was a
matter of convenience rather than one of necessity. We have reviewed the financial
statement preparation assistance provided by you and acknowledge that the financial
statements are prepared in accordance with GAAP. Our review was based on the use
of the financial statement disclosure checklist for a general-purpose government
obtained from the Government Finance Officers Association.

Certain representations in this letter are deseribed 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 judgment 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 audit,



APPENDIX III

The basic financial statements réferred to above are fairly presented in cOnformity
with accounting principles generally accepted in the United States of America. In

addition:

The financial statements include all component units as well as joint ventures
with an equity intercst, and properly disclose all other joint ventures and other
related organizations.

a.

b. The financial statements properly classify all funds and activities, inchuding
special and extraordinary items.

The financial statements properly classify all funds and activities, including
special and extraordinary items.

d.  All funds that ineet the quantitative eriteriain Statement No. 34 and Statement
No. 37 of the Governmental Accounting Standards Board (GASB), Basic
Financial Statemenis—and Management’s Discussion and Analysis—for State
and Local Governments, for presentation as major are identified and presented

ag stich.

e. Net dsset components (invested in capital assets; net of related debt; restricted;
and unrestricted) and fund balance reserves and designations are properly
classified and, if applicable, approved. The basic financial statements report
$162,661,074 of restricted net assets, of which $37,057,036 is restricted by

enabling legislation.

f. Expenses have been appropriately classified in or allocated to functions and
programs. in the statement of activities, and allocations have been made on a

reasonable basis.

g. Revenues are appropriately classified in the statement of activities within
program revenues, general revenues, contributions to term or permanent
endowments, or contributions to permanent fund principal.

h. Interfund, internal, and intra-entity’ activity and balances have been
appropriately classified and reported.

i. Deposits and investment securities are properly classified in category of
custodial credit risk.

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

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

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

m. Costs to federal awards have been charged in accordance with applicable cost
principles.

The Government has made available to you all:
a. Public Laws enacted by the Government’s Legislature.

b. PFinancial records and related data for all financial transactivns of the
Government and for all funds administered by the Government. The records,



. . . APPENDIX 111
books, and accounts, as provided to you, record the financial and fiscal operations
of all funds administered by the Government 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, except as disclosed in the Schedule of Findings and Questioned
Costs Section of your Independent Auditors’” Reports on Internal Control and on

Compliance.

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

3. There has been no:

a. Action taken by the Government management that contravenes the provisions of
federal laws and local laws and regulations, or of contracts and grants applicable
to the QGovernment, except as disclosed in the Schedule of Findings and
Questioned Costs Section of your Independent Auditors’ Reports on Internal
Contrel and on Compliance.

b. Communication from 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.

4, We hbelieve the effects. of any uncorrected fingneidl 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.

5. We believe the effects of the uncorrected financial statement misstatements detected
in the current year that relate to the prior year presented, when combined with those
misstatements aggregated by you during the prior-year audit engagement and
pertaining to the prior year presented, are immaterial, both individually and in the
aggregate, to the financial statements for the year enided September 30, 2007 taken
as a whole. A summary of such uncorrected misstatements has been attached as

Appendix B.

6. 'The Government 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 their understanding about
the risks of fraud in the Government and do not believe that the financial
statements are materially misstated as a result of fraud.

7. We have no knowledge of any fraud or suspected fraud affecting the Government
invelving:

a. Management.
b. Employees who have significant roles in internal control over financial reporting.
¢. Others if the fraud could have a material effect on the financial statements.

8. We have no knowledge of any allegations of fraud or suspected fraud affecting the
Government received in communjcations from employees, former employees,
analysts, regulators, or others.

9. There are no unasserted claims or assessments that legal counsel has advised us are
probable of assertion and must be disclosed in accordance with Financial Accounting
Standards Board (FASB) Statement No, 5, Accounting for Contingencies, except as



10.

11.

13.

APPENDIX III

disclosed in Note 13 to the basic financial statements.

The Schedule of Expenditures of Federal Awards was prepared in accordance with
the requirements of OMB Circular A-133, Audits of Stales, Local Governments, and
Non-Profit Organizations. We have identified in that schedule all awards provided
by federal agencies in the form of grants, contracts, loans, loan guarantees, property,
cooperative agreements, interest subsidies, insurance, or direct appropriations,
except as disclosed in the Schedule of Findings and Questioned Costs Section of your
Independent Auditors’ Reports on Internal Control and on Compliance. In addition,
we have accurately completed the appropriate sections of the data collection form.

We are responsible for compliance with local, state and federal laws, rules and
regulations, including compliance with the requirements of OMB Circular A-133, and
provisions of grants and contracts relating to the Government'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 Government is responsible for maintaining aecounting and
administrative control over revenues, obligations, expenditures, assets, and
liabilities.

We aré 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 laws, regulations, and provisions of contracts or grant agreements that could
have s material effect on its federal programs, except as disclosed in the Schedule of
Findings and Questioned Costs Section of your Independent Auditors’ Reports on
Internal Control and on Compliance.

‘Wa have:

a. Identified the requirements of laws, regulations, and the provisions of contracts
and grant agreements that are considered to have a direet and material effect on
cach federal program as identified in Part 3 of the Compliance Supplement.

b. Complied, in all material respects, with the requirements identified abave in
connection with federal awards except as disclosed in the Schedule of Findings
and Questioned Costs Section of your Independent Auditors’ Reports on Internal
Control and-on Compliance.

¢. Tdentified and disclosed interpretations of any complance requirements that have
varying interpretations.

d. Made available all information related to federal 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. Monitored subrecipients to determine that they have expended pass-through
assistance in accordance with applicable laws and regulations and have met the
requirements of Circular A-133.

f. Taken’ _a_’pprcpriate corrective action on a timely basis after receipt of a
subrecipient’s auditor's report that identifies noncompliance with laws,
regulations, or the provisions of contracts or grant agreements.
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g. Considered the results of the subrecipient’s audits and made any necessary
adjustments to the auditee’s own books and records.

h. Identified and disclosed all amounts questioned and any known noncompl@ance
with the requirements of federal awards, including the results of other audits pr
program reviews related to the objectives of the audit

i. 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.

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

14. We are responsible for follow-up on all prior-year(s) findings. We have prepared a
summayry schedule of prior-year findings reporting the status of our efforts in
implementation of the prior-year's corrective action plan.

15. 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; violation of provisions of contracts or
grant agreemeénts, or abuse that you report.

16. 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.

17. During fiscal year 2008, the Government implemented GASB Statement No. 45,
Accounting and Financial Reporting by Employers for Postemployment Benefits Other
Than Pensions, which establishes standards for the measurement, recognition, and
display of other post employment benefits expense/expenditures and related
liabilities, note disclosures, and, if applicable, required supplementary information in
the financial reports of state and local governmental employers. Management has
determined that implementation of GASB Statement No. 45 does not have a material
effeet on the Government’s financial statements. Specifically, management has
received a legal opinion from the Attorney General of Guam concerning the
applicability of this Statement and subsequently determined that implementation of
GASB Statement No. 45 was not applicable and, as a result, does not have a material
effect on the financial statements.

18. In December 2006, GASB issued Statement No. 49, Accounting and Financial
Reporting for Pollution Remediation Obligations. GASB Statement No. 49 provides
guidance and consistency under which a governmental entity would be required to
report a liability related to pollution remediation. The provisions of this statement
are effective for periods beginning after December 15, 2007, Managemént does not
believe that the implementation of this statement will have a matenial effect on the
financial statements of the Government.

19. In June 2007, GASB issued Statement No. 51, Accounting and Financial Reporting
for Intangible Assets. GASB Statement No. 51 addresses whether and when
intangible assets should be considered capital assets for finaneial reporting purposes.
The provisions. of this statement are effective for periods beginning after June 15,
2009. Management does not believe that the implementation of this statement will
have a material effect on the financial statements of the Government.

20. In November 2007, GASB issued Statement No. 52, Land and Other Real Estate Held
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as Investments by Endowments, GASB Statement No. 52 improves the quality of
financial reporting by requiring endowments to report their land and other real
estate investments at fair value, creating consisteney in reporting among similar
entities that exist to invest resources for the purpose of generating income. The
provisions of this statement are effective for periods beginning after June 15, 2008,
Management does not believe that the implementation of this statement will have a
material effect on the financial statements of the Government.

91, In June 2008, GASB issued Statement No. 53, Accounting and Financial Reporting
for Derivative Instruments. GASB Statement No. 53 is intended to improve how state
and local governments report information about derivative instruments - financial
arrangements used by governments to manage specific risks or make mnvestments - in
their financial statements. The provisions of this statement are effective for periods
beginning after June 15, 2009. Management does not believe that the
jmplementation of this statement will have a material effect on the financial
statements of the Government.

292, We have adopted the provisions of GASB Statement No. 89 of the Governmental
Accounting Standards Board, Determining Whether Certain Organizations Are
Component Units, an amendment of Statement No. 14 of the Governmental
Accounting Standards Board, The Financial Reporting Entity. No organizations were
identified that meet the criteria established in GASB Statement No. 39.

Except where otherwise stated below, matters less than $1,000,000 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
adjustment to or disclosurein the financial statements.

23. Except as listed in Appendices A and B, there are no transactions that have not been
properly recorded in the accounting records underlying the financial statements.

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

25. The following, to the extent applicable, have been appropriately identified, properly
recorded, and disclosed in the financial statements:

a. Related-party transactions and associated amounts receivable or payable,
including sales, purchases, loans, transfers, leasing arrangements, and
guarantees (written or oral).

b. Guarantees, whether written or oral, under which the Government is
contingently lable.

26. In preparing the financial statements in conformity with accounting principles
generally accepted in the United States of America, 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:

1. It is at least 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.

2. The effsct of the change would be material to the financial statements.

. Risks associated with concentrations, based on information known to management,
that meet all of the following criteria have been disclosed in the financial statements:

(o]
~X
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a. The concentration exists at the date of the financial statéements.

b. The concentration makes the enterprise vulnerable to the risk of a near-term
severe impdct.

¢. Tt is at least reasonably possible that the events that could cause the severe
impact will cccur in the near term.

28. There are no:

a. Violations or possible violations of laws or regulations whose effects should be
considered for disclosure in the financial statements or as a basis for recording a
loss contingency except as disclosed in the Schedule of Findings and Questioned
Costs Section of your Independent Auditors’ Reports on Internal Control and on

Cempliance.

b. Other liabilities or gain or loss contingencies that are required to be accrued or
disclosed by FASB Statement No. 5, Accounting for Contingencies, except as
disclosed in Note 13 to the basic financial statements.

29. The Government 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 Notes 1, 6 and 13 to the basic financial statements.

30. The Government has complied with all aspects of contractual agreements that may
have an effect on the financial statements in the event of noncompliance, including
all significant limitations and restrictions of bond indentures, except as disclosed in
the Schedule of Findings and Questioned Costs Section of your Independent Auditors”
Reports on Internal Control and on Compliance.

31. No department or agency of the Government has reported a material instance of
noncompliance to us, except as disclosed in the Schedule of Findings and Questioned
Costs Section of your Independent Auditors’ Reports on Internal Control and on
Compliance.

32. The Government has identified all derivative instruments as defined by GASB
Technical Bulletin 2008-1, Disclosure Requirements for Dertvatives Not Reported ot
Fair Value on the Statement of Net Assets (TB 03-1), and appropriately disclosed such
derivatives in accordance with TB 03-1.

33. Esxcept as disclosed in Note 14 to the basic financial statements, no events have
occurred subsequent to September 30, 2008 that require consideration as
adjustments to or disclosures in the financial statements.

34. Management has disclosed whether, subsequent to September 30, 2008, any changes
in internal control or other factors that might significantly affect internal control,
including any corrective action taken by management with regard to significant
deficiencies and material weaknesses, have oceurred.

35. The Government is responsible for determining and maintaining the adequacy of the
allowance for uncollectible receivables, as well as estimates used to determine such
amounts,

36. With regard to the fair value measurements and disclosures of certain assets,
liabilities, and specific components of equity, such as investments, we believe that:

a. The measurement methods, including the related assumptions, used in
determining fair value were appropriate and were consistently applied.
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b. The completeness and adequacy of the disclosures related to fair values are in
conformity with accounting principles generally accepted in the United States of

America.

c. No events have occurred subsequent to September 30, 2008 that requires
adjustment to the fair value measurements and disclosures ingluded in the

financial statements.

37. Management of the Government believes that it is in‘compliance with all significant
limitations and restrictions of bond covenants as of September 30, 2008.

88. The Government is exposed to various risks of loss related to torts; theft of, damage
to, and destruction of assets; errors and orissions; injuries to employees; and natural
disasters. It is the policy of the primary government not to purchase commercial
insurance for the risks of loss to which it is exposed. Instead, the Government
management believes it is more economical to manage its risks internally. In the
event of claim settlements and judgments, the Government reports all of its risk
management activities in its General Fund. Claims expenditures and liabilities are
reported when it is probable that a loss has occurred and the amount of that loss can
be reasonably estimated. These losses include an estimate of claims that have been
incurred but not reported. No losses have occurred as a result of these risks in any of
the past three fiscal years.

39, Note 18 to the financial statements discloses all of the facts (i.e., significant
conditions and events and management plans) of which we are aware that are
relevant to commence the process in reducing the General Fund deficit position,

40. We have apprepriately identified and properly recorded and disclosed in the financial
statements all interfund transactions, including repayment terms.

41. Receivables recorded in the financial statements 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. -

42. We belisve that the actuarial assumptions and methods used to measure pension
costs for financial accounting purposes are appropriate in the circumstances.

43. We do not plan to-make frequent amendments to our pension or other postretirement
benefit plans.

44. We have no intention of withdrawing from the retirement plans as disclosed in Note
12 to the financial statements or taking auy other action that could result in an
effective termination or reportable event for any of the plans.

Si Yu’os Ma’ase!

{ALw &277 Jets~y ; .
—I;OURDES M. PEREZ) KATHRINE B. | T

Director of Administration Deputy F-inanciél Biahager
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