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July 05, 2017

MEMORANDUM

To: All Senators, Media, and Stakeholders

Fr: SENATOR FRANK BLAS AGUON, JR.

Subject: I*' Notice — Informational Hearing on Wednesday, July 12, 2017 at 2:00 PM

In accordance with the Open Government Law of Guam, relative to notice for public meetings, please
be advised that the Committee on Guam U.S. Military Buildup, Infrastructure, and Transportation,
will convene an Informational Hearing on Wednesday, July 12, 2017 at 2:00 PM. Included on
the agenda for discussion are the following topic(s):
o The Port Authority of Guam's Bond borrowing proposal;
o the five-year tariff proposal for the Port approved by the Public Utilities
Commission in April;
¢ The renovation of Hotel Wharf;
s Transportation Investment Generating Economic Recovery (TIGER) grant from the U.S.
Department of Transportation;
e Port infrastructure issues to include but not limited to the following:
o construction of a new administration building and commercial center;
o repairs to Warehouse 1 and Golf Pier;
o rteplacement of the port yard waterline; and
o review of the Equipment and Maintenance program.

»  Any other concerns.
The Hearing will broadcast on local television. (GTA4 Channel 21 and Docomo Channel 117 or
streamed online at
The Committee requests that, if written testimonies are to be presented at the Informational Hearing,
copies be submitted one day prior to the public hearing date, to the Office of Senator Frank B.
Aguon, Jr. at Suite 503 DNA Rldo 238 Archhichon Flareg St. Haghtfla, Guam, or via fax to 475-
GUM3(4863), or via email to Individuals requiring special

accommodations, auxiliary aids, or services should ¢ontact our office at 475-4861/62. Please feel
free to contact my office should you have any questions or concerns.

SUITE 503, DNA BLDG, 238 ARCHBISHOP FLORES STREET HAGATNA, GUAM 96910
PHONE: (671) 475-GUM1/2 (4861/2) | FAX: {671) 475-GUM3 (4863) |
EMAIL: AGUON4GUAM@GMAIL.COM

WWW. FRANKAGUONJR.COM
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July 10, 2017

MEMORANDUM

To: All Senators, Media, and Stakeholders

Fr: SENATOR FRANK BLAS AGUON, JR.

Subject: 2nd Notice — Informational Hearing on Wednesday, July 12, 2017 at 2:00 PM

In accordance with the Open Government Law of Guam, relative to notice for public meetings, please
be advised that the Committee on Guam U.S. Military Buildup, Infrastructure, and Transportation,
will convene an Informational Hearing on Wednesday, July 12, 2017 at 2:00 PM. Included on
the agenda for discussion are the following topic(s):
o The Port Authority of Guam's Bond borrowing proposal;
o the five-year tariff proposal for the Port approved by the Public Utilities
Commission in April;
¢ The renovation of Hotel Wharf;
s Transportation Investment Generating Economic Recovery (TIGER) grant from the U.S.
Department of Transportation;
s Port infrastructure issues to include but not limited to the following:
o construction of a new administration building and commercial center;
o repairs to Warehouse 1 and Golf Pier;
o replacement of the port yard waterline; and
o review of the Equipment and Maintenance program.

e Any other concerns.
The Hearing will broadcast on local television, GTA Channel 21 and Docomo Channel 117 or
streamed online at

The Committee requests that, if written testimonies are to be presented at the Informational Hearing,
copies be submitted one day prior to the public hearing date, to the Office of Senator Frank B.
Aguon, Jr, at Suite 503 DNA Blde. 238 Archbishop Flores St. Hagdtfia, Guam, or via fax to 475-
GUM3(4863), or via email to Individuals requiring special
accommodations, auxiliary aids, or services shoula contact our office at 475-4861/62. Please feel
free to contact my office should you have any questions or concerns.
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BEFORE THE GUAM PUBLIC UTILITIES COMMISSION

} PAG DOCKET 17-01
)
PETITION OF )
PORT AUTHORITY OF GUAM ) ORDER
FOR FIVE YEAR TARIFF INCREASE )
)
}
INTRODUCTION

This matter comes before the Guam Public Utilities Commussion (the “PUC™)
pursuant to the “S Year Tariff Petition” (hereinafter referred to as the “Rate Petition™), filed by
the Jose D. Leon Guerrero Commercial Port (“PAG” or the “Port”™) on November 16, 2016.

DETERMINATIONS

On September 12, 2016, PAG published its proposed rates reflecting increases to
PAG’s Terminal Tariff! On November 16, 2016, PAG filed its 2016 Rate Petition. Thereafter,
the Administrative Law Judge of the PUC (the “ALJ") transmitied a copy of the Rate Petition to
the firm of Slater Nakamura, L L.C. (“Slater Nakamura™), the PUC’s consultants for matters
related to the port authority.

On March 7, 2017, Slater Nakamura provided the ALJ with its report on the rate
investigation, which detailed its findings and recommendations. Pursuant to the Ratepayers” Bill
of Rights, duly-noticed public hearings were held in the villages of Hagétiia, Agat, and Dededo,

on April 5, 6,and 7, 2017.

' Report of the Tariff Investigation for the Port Authority of Guam (*Slater Nakamura Reporl™),
submitted by Slater Nakamura, L.L.C., p. 1 (Mar. 7, 2017).
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On April 26, 2017, the ALJ filed an ALJ Report regarding the instant rate case,
which included his findings and recommendations based on the administrative record before the
PUC. The ALJ found the following.

A. PAG’s Rate Petition

The Rate Petition is based on the testimony submitted by PAG General Manager
Joanne M.S. Brown, Felix R. Pangelinan, Felixberto A. Duenas, and Simeon S. Delos Santos;
and is further based on Resolution No. 2016-05, issued by PAG’s Board of Directors. The Rate
Petition proposes a 7% general increase on PAG’s Terminal Tariff rates, excluding its Crane
Swrcharge, for years | and 2, and a 1% increase for years 3 through 52 PAG submits that the
rate increase proposed in the Rate Petition “is vital for the generation of sufficient revenues to
cover operating costs of the Port Authority, debt services and capital programs for modernization
and sustainability.”

Specifically, PAG maintains that “[t]he primary objective is to maintain an
economically sustainable tariff that is equitable and reasonable for the port as well as its users,

% The Rate Petition “is part

consistent with the quality and level of service provided by the port.
of a long term plan that will allow the Port to keep pace with inflation and fund all necessary
Port Modernization Program (PMP) investments, future crane replacements and all other
sustainability investments needed to operate self-sufficiently as an efficient and solvent business

through the 20-year planning horizon.”

Rate Petition, p. 1.
Rate Petition, p. 1.
Rate Petition, p. 1.
Rate Petition, p. 1.
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1. PAG’s Written Testimony in Support of the Rate Petition

Joanne M.S. Brown, PAG’s General Manager, testified that “[t]he goal of the
tariff adjustment is to ensure that sufficient revenues are available to support the ongoing PMP
investments {gantry cranes, yard equipment, TOS, GOS, SLE for wharfs)” as well as “[i]nstitute
structured maintenance programs”; replace aging facilities; implement salary and wage
increases; retain buying power; and address depreciation of existing assets.® Ms, Brown further
testified that the tariff adjustment will allow the Port to be “able to keep up with near-term
modemization goals” as well as “begin the process of addressing additional infrastructure
maintenance and improvements.”’

Ms. Brown added that PAG was awarded a $10 million grant from the U.S.
Department of Transportation, which PAG intends to utilize as funding for rehabilitation of its
Hotel Wharf.? However, based on this testimony, PAG will need an additional $10 million in
funding, by way of bond issues, in order to fully fund such rehabilitation.’

Felix R. Pangelinan, PAG’s Deputy General Manager of Operations, testified that
“[t]here are critical facilities at the Port Authority that are in dire need of repair. The most
immediate area of concern is H wharf [needing] to be upgraded to provide for operational

10

efficiencies. Mr. Pangelinan added that “[t]he revenue generated from this 5 year tanff

increase will help fund the port’s priority projects . . . and our debt service to the port’s current

loans and future bond financing . . . .”"!

% Petition, Tab 2 (“Direct Testimony of Joanne M.S. Brown™), p. 3 (Nov. 16, 2016).
Direct Testimony of Joanne M.S, Brown, p. 3.
Direct Testimony of Joanne M.S. Brown, p. 3.
Direct Testimony of Joanne M. S, Brown, p. 3.
¥ Petition, Tab 3 (“Direct Testimony of Felix R. Pangelinan™), p. 3 (Nov. 16, 2016).
Direct Testimony of Felix R. Pangelinan, p. 3.
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Felixberto Alfred Duenas, PAG’s Deputy General Manager of Administration and
Finance, testified that another goal of the rate plan “is to ensure that sufficient revenues are
available to support a Bond indenture to include cash reserve requirements and debt service[ ] to
sustain capital improvement] ] projects[s] and salary structure.” 12

Simeon S. Delos Santos, PAG’s Engineer Manager, testified that the “essential
components” underlying the rate increases are the following: to finance the capital project
outlined in PAG’s 2013 Master Plan Update; to satisfy debt service requirements; and for the

Port to be “financially self sufficient.”

2. PAG’s Board Resolution Approving Rate Petition

Resolution No. 2016-05, issued by PAG’s Board of Directors, found that, based
on a financial analysis conducted by PAG’s Owner’s Agent/Engineer, “there should now be
annual adjustments in the Port’s Terminal Tariff over the next five years in the amount c;f 7% for
years | and 2, and a 1% increase for the years 3 through 5.”" The Board further authorized PAG
to petition the PUC for approval of the multi-year rate plan, which is the subject of these
proceedings.'?

B. Rate Investigation by Slater Nakamura

1. Just and Reasonable

Based on its investigation, Slater Nakamura found that PAG’s request is based on

the need to “support operational costs, upgrade facilities and modernize its operating systems and

12 Petition, Tab 3 (“Direct Testimony of Felixberto Alfred Duenas™), p. 3 (Nov. 16, 2016).
13 Petition, Tab 5 (“Direct Testimony of Simeon S. Delos Santos™), p. 2 (Nov. 16, 2016).
" Resolution No. 2016-05, p. 1 (Sept. 7, 2016).

15" Resolution No. 2016-05, p. 1 (Sept. 7, 2016).
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equipment in order to meet projected demand for cargo throughput.”'® Slater Nakamura noted
that “[t]he approval of the Legislature of the 2007 Port Master Plan ratified a $261 million
capital development plan needed to properly modernize and expand existing facilities to meet
both near-term and long-term cargo demands.”!’

The rate plan will support PAG’s continued payment on debt service on existing
loans of about $2.2 million per year, which include acquisition of cargo handling equipment,
wharf repairs, acquisition of the Port of Los Angeles cranes, and top lifters.”®  From 2017
through 2021, PAG also plans to implement capital projects that total $57.7 million, which
include a gate operating system, replacement of PAG’s Administration Building, Hotel Wharf,
and waterline.'” PAG further intends on replacing Crane 3.2°

For this investigation, Slater Nakamura examined the Rate Petition, PAG’s
Master Plan Update 2013 Report, financial forecasts submitted by PAG, maintenance plans,
along with other data.>' Based on its review, Slater Nakamura determined that PAG’s request is
“just and reasonable,”

a. Consumer Price Index

Based on its analysis, Slater Nakamwra determied that the proposed tariff

increases were consistent with the Consumer Price Index, finding that the increases in the tariff

Slater Nakamura Report, p. 8.
Slater Nakamura Report, p. 8.
Slater Nakamura Reportt, p. 3.
Slater Nakamura Report, p. 5.
Slater Nakamura Report, p. 5.
*' Slater Nakamura Report, p. 5.
Slater Nakamura Report, p. 2.
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113 : M . 33 2 3 M
had a “marginal impact on consumer prices. 3 In fact, based on PAG’s data, the rate increase

would result in the following for the first year.

b. Comparable Port

Slater Nakamura’s analysis also included a comparison of Hawaii’s rate increases
against the Port’s increases. Slater Nakamura indicated that Hawaii has increased its rates by
over 80% within 2010 and 2016, and will continue to increase its rates yearly by 3%. Slater
Nakamura found that given the adjustments implemented by Hawaii “are significantly higher
than those proposed by PAG,” they conclude that the proposed multi-year rate plan 1s “just and
reasonable.”**

c. Financial Need
Stater Nakamura further examined whether the multi-year rate plan will be

sufficient to cover PAG’s operating costs, capital investments, and debt service. Looking at

revenue from cargo, Slater Nakamura determined that “[t]he projected growth rates and baseline

¥ Slater Nakamura Report, p. 1 1.

* Slater Nakamura Report, p. 13.
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volumes for cargo throughput are extremely conservative and therefore the revenue projections
developed from those projections are also conservative and achievable.”*

Slater Nakamura’s analysis additionally examined whether the projected cash
flow will be sufficient to support operating costs plus $47 million in new bonded debt. Based on
its examination, Slater Nakamura found that “there would be sufficient cash flow to support
operating and non-operating (includes debt service on existing and new debt) expenses, and
funding of the CIP.”*® Slater Nakamura also found that PAG would have sufficient cash flow to
replace Crane 3 in 2018, which replacement would be funded by the sinking fund, as well as
revenues and proceeds from bonded debt.?” The consultants, however, note that PAG should
provide the PUC with a detailed timeline for any debt issuance, as well as provide the PUC with
progress reports regarding the status and efforts for such issuance.”®

2. Findings

Based on its investigation, Slater Nakamura made the following findings: that the
requested tariff increases are “just and reasonable” inasmuch as they “have minimal impact on
the market basket of the average Guam consumer”; and that the increases are significantly less
than the increases approved for the benchmark port, namely Hawaii”® In addition, Slater
Nakamura further found that the tariff increases will allow PAG “to operate in a2 manner where

its current and future obligations can be met.”

¥ Slater Nakamura Report, p. 17.

% Slater Nakamura Report, p. 18,

Slater Nakamura Report, p. 18.

% Slater Nakamura Report, p. 19.

¥ Slater Nakamura Report, p. 23.

% Slater Nakamura Report, p. 23.
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The consultants also found that PAG continues to defer maintenance on critical
equipment and infrastructure; and that Crane 3 must be replaced earlier than anticipated due to
such deferred maintenance.”’ Lastly, while. Slater Nakamura found that PAG will be able to
sustain operations and service existing and planned debt, the following would impact cash flow:
(1) the Guam CPI exceeds 4% per annum; (2} cargo throughput exceeds or falls short of the
current projected growth rate with more than a 5% variance; (3) PAG loses its appeal of an
arbitration $15 million award; and (4) the cranes require replacement 2 or more years sooner
than currently planned.*

3. Recommendations

Based on its investigation, Slater Nakamura made the following
recommendations: that the PUC approve the rate plan as petitioned by PAG; and that PAG
provide the PUC with a detailed timeline for debt issuance, as well as provide the PUC with
semi-annual reports to the Commission.”®> In addition, Slater Nakamura further recommended
that the PUC reserve the right to request that PAG return to the Commission for possible
revisions to the rate increases in the event of the following: Guam’s CPI exceeds 4% per annumi;
the cargo throughput either exceeds or falls short of the projected growth rate by 5%; PAG loses
an appeal against Guam YTK Corporation and is required to pay a $15 million arbitration award,;
and any time the physical condition of PAG’s cranes require replacement two (2} years sooner

than presently planned.**

' Slater Nakamura Report, p. 23.

32 Slater Nakamura Report, p. 23.

#  Glater Nakamura Report, p. 25.

¥ Slater Nakamura Report, p. 25.
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C. Public Testimony

At the public hearing held in Hagétfia on April 5, 2017, several members of PAG
management testified in support of the multi-year rate plan. In addition, Catherine Castro,
President of the Guam Chamber of Commerce, testified in opposition to the tariff increases,
stating that “the best way for our government to expand revenues is to live within its means and
increase our tax base {grow our economy).” Ms. Castro testified that the private sector is faced
with an increase in the minimum wage, increased fees due to the TESS law and utility costs, as
well as the H2-B crisis that has impacted the cost of construction,

Ms. Castro further testified that for families “living from paycheck to paycheck, a
$400 monthly grocery budget could be impacted by $28, which essentially could result in
whether or not a family can afford to purchase baby formula or some other necessity.”

At the public hearing held in the village of Agat on April 6, 2017, Mr. Frank
Lujan questioned what the rate increases would fund. Again, PAG management testified in
support of the multi-year rate plan, as well as offered testimony indicating how the rate increases
would be utilized.

At the public hearing held in the village of Dededo on April 7, 2017, again, PAG
management testified in support of the multi-year rate plan, as well as offerf_:d testimony
indicating how the rate increases would be utilized. Mr. Thomas Hertslet, Mr. Hermie Queja
from Micronesian Brokers, and Mr. Noli Cadag from J&G, were present at the hearing and also
offered testimony.

Mr. Queja stated that he strongly opposed the rate increases, and that he concurs
with the testimony submitted by the Guam Chamber of Commerce. He indicated that PAG

should reconsider its five year rate plan, consider looking at ways to reduce its expenses, and
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“live within its means.” Mr. Cadag testified stated that “all these increases will drive prices up”
and it will be the public who will have to bear these added costs. Mr. Hertslet testified that PAG
could lease more of its property, that PAG should streamline its disposal methods, as land that
can be used for other purposes are being used to house “rotting” equipment.

On April 19, 2017, Dan Del Priore, from GFT, submitted a letter inquiring as to

the ownership, or future ownership of Hotel Wharf.

D. ALJ’s Findings Regarding Operating Costs, Capital Investments, and Debt

Service

Based on the following record: the Rate Petition and supporting documents;
Resolution No. 2016-05 issued by PAG’s Board of Directors approving the proposed terminal
tariff rate increases; the written testimony from PAG management; the April 5, 2017, April 6,
2017, and April 7, 2017 public hearings; and the March 7, 2017 Report submitted by Slater
Nakamura related to the instant rate investigation; the ALJ found that PAG’s request of a 7%
general increase on PAG’s Terminal Tariff rates, excluding its Crane Surcharge, for years 1 and
2, and a 1% increase for years 3 through 5, was reasonable, prudent, and necessary in order to
generate “sufficient revenues to cover operating costs of the Port Authority, debt services and
capital programs for modemization and sustainability.”**

The ALJ additionally found that the rate plan will support PAG’s continued
payment on debt service on existing loans of about $2.2 million per year, which include
acquisition of cargo handling equipment, wharf repairs, acquisition of the Port of Los Angeles
cranes, and top lifters;*® as well as allow PAG to implement capital projects that total $57.7

million, which include a gate operating system, replacement of PAG’s Administration Building,

33 Rate Petition, p. 1.

3 Slater Nakamura Report, p. 5.
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Hotel Wharf, and waterline.>’ PAG further intends on replacing Crane 3.*® The ALJ, therefore,
found that the tariff increases will help PAG “move forward and focus on facility improvement
and long term sustainability.”*® The ALJ further adopted the findings contained in the March 7,
2017 Report submitted by Slater Nakamura.

E. ALJ’s Determination of Just and Reasonable Rates

Section 12116 of Title 12 of the Guam Code Annotated provides that: “[a]ll rates,
charges, assessments, and costs made or charged by any public utility shall be just and
reasonable and in conformance with public law, and shall be filed with the Commission; and no
rate, charge or assessment cost shall be established, abandoned, modified, departed from or
changed without a public hearing and the prior approval of the Commission.”*® Additionally,
Section 12118 of the same Title provides that: “[t]he term just and reasonable as used in this
Atticle is defined as that rate, charge or assessment cost which enables the public utility to repay
its debts, finance its obligations, finance its capital improvement needs and cover all its operating
expenses..”41

Based on the standard articulated above, the ALJ found that PAG’s tariff rate
increases are “just” and “reasonable” because such adjustments are necessary in order to enable
PAG to “repay its debts, finance its obligations, finance its capital improvement needs and cover

»d2

all its operating expenses,™" as well as for all the reasons stated in the Slater Nakamura Report.

37 Slater Nakamura Report, p. 5.

3 Slater Nakamura Report, p. 5.

¥ Direct Testimony of Simeon S. Delos Santos, p. 2.
" 12G.CA. §12116(a).
! 12G.CA.§12118.

2 12G.C.A. §12118.
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Accordingly, based on this record, the ALJ recommended that the PUC approve
the proposed increases to PAG’s Terminal Tariff rates, as petitioned by PAG, and which are
indicated in “Appendix B” of the Slater Nakamura Report, titled “Recommended PAG Tariff
Rate Table.” The Comnmission hereby adopts the findings made in the April 26, 2017 ALJ
Report, and therefore, issues the following:

ORDERING PROVISIONS

Upon careful consideration of the record herein, and for good cause shown, on
motion duly made, seconded and carried by the affirmative vote of the undersigned
Commissioners, the Commission hereby ORDERS the following:

1. PAG is authorized to implement the rate increases to its Terminal Tariff,
excluding the crane surcharge, which are indicated in “Appendix B” of the Slater Nakamura
Report, titled “Recommended PAG Tariff Rate Table.”

2. Accordingly, PAG is authorized to implement a 7% general increase
effective June 1, 2017, and shall implement a subsequent 7% increase on January 1, 2018; PAG
is further authorized to implement the remaining proposed ‘1% increases effective each October
1* for Fiscal Years 2019, 2020, and 2021.

3. PAG is ordered to file with the Commission, by October 31, 2017, actual
data for Fiscal Year 2017 conceming the following: (a) revenue and net income; (b) operating
expenses; (c) debt service and capital costs; (d) any operating reserves; and (e) throughput cargo.

4. PAG is further ordered to file with the Commission, by August 1* prior to
the start of Fiscal Years 2019, 2020, 2021, actual data concerning all the sub-items listed in

Ordering Provision No. 3 above, these reports shall capture data since the most recent filing,
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5. PAG is further ordered to return to the Comrmission for a rate investigation
in the event of the following: (a) the Guam CPI exceeds 4% per annum; (b) cargo throughput
exceeds or falls short of the current projected growth rate with more than a 5% variance; (¢)
PAG loses its appeal of a $15 million arbitration award; and (d) the cranes require replacement 2
or more years sooner than currently planned.

6. PAG is further ordered to file with the PUC a detailed timeline related to
its plans for debt issuance by July 1, 2017; PAG shall also provide the PUC with semi-annual
reports to the Commission detailing the status of PAG’s efforts to secure such bonds, the first of
which shall be filed on December 1, 2017, and the second of which shall be filed on June I,
2018.

1. PAG shall seek PUC approval prior to any annual increases to its Direct
Labor Charges.

8. PAG is ordered to pay the PUC’s regulatory fees and expenses, including
and without limitation, consulting and counsel fees, and the fees and expenses associated with
this rate investigation. Assessment of the PUC’s regulatory fees and expenses is authorized
pursuant to 12 G.C.A. §§ 12103(b) and 12125(b), and Rule 40 of the Rules of Practice and

Procedure before the PUC.

[SIGNATURES TO FOLLOW ON NEXT PAGE]
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SO ORDERED this 27" day of April, 2017.
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Commissioner
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Summary of Review

Pursuant to Public Law 30-52, the Port Authority of Guam (PAG) gave proper
notice of the intent to increase its tariffs on September 12, 2016. On
November 16, 2017, the PAG submitted a 5-Year Tariff Petition to the
Commission for the Commission’s review and approval.

At the direction of the Administrative Law Judge (ALJ) for matters related to
the Port, the Commission’s Consultants (the firm of Slater, Nakamura)
conducted an investigation into the tariff increase request to determine if the
request was “just and reasonable”.

The documents that served as the basis for the investigation were:

Government of Guam Public Law 30-52.
5-Year Tariff Petition, Including
o Proposed Tariff Rate Table
c Testimony of various PAG officials and their consultant

o 5-Year Accelerated Tariff Petition Analysis (2017-2021) prepared by
Parsons Brinckerhoff

Master Plan Update 2013 Report, dated November 2013

Port Authority of Guam Financial Statements and Independent Auditors'
Reports for FY2013, 2014 and 2015.

Maintenance Plan, including
o Plans for Gantry Cranes, Facility Maintenance, Top Lifters, Fork Lifts
c Parsons Brinckerhoff Memorandum re: Maintenance Program

o Letter from Office of Inspector General, U.S. Department of the
Interior
Based on the Commission’s Consultants review of the proposed Tariff and
supporting documentation, several areas were evaluated to determine if the
proposed tariff is “just and reasonable.” The evaluation criteria were:

Are the proposed fees just and reasonable based upon the prevailing
economic climate?

Are the proposed fees just and reasonable based upon comparable fees /
practices from other ports?

Will the tariff increase allow PAG to operate in a fiscally responsible manner
given its current and projected revenue and costs?
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Overall, the proposed tariff rate adjustments are "just and reasonable”
based upon the current economic environment, the prevailing market rates
and the need to raise additional funds to support infrastructure
improvements. The proposed tariff is also "just and reasonable" relative to
the PAG's ability to operate in a fiscally responsible manner.

Findings
The requested tariff increase is “just and reasonable”.

o The proposed tariff increase will have minimal impact on the market
basket of the average Guam consumer.

o The increases reflected in the tariff are
significantly less than the increases approved
for the benchmark port ~ so the request is not
out of line,

o The tariff will allow the PAG to operate in a
manner where its current and future
obligations can be met - based upon
assumptions provided by the PAG and subject
to specific events not occurring.

The PAG continues to have deferred maintenance
on critical equipment and infrastructure.

Crane 3 is being replaced on a faster schedule than originally planned due to
deferred maintenance.

The revised cash flow forecast indicates that the Port will be funded
sufficiently to sustain operations and service existing and planned debt, if the
assumptions in the model are sustained. Specific areas that will impact cash
flow include:

o The Guam CPI exceeds 4 per cent per annum.

o Cargo throughput either exceeds or falls short of the current projected
growth rate with more than a 5% percent variance,

o PAG loses the appeal and is required to pay the $15M in breach of
contract fees to Guam YTK,

o The analysis of the cranes physical condition requires a replacement 2
or more years sooner than currently planned.
Recommendations
The requested 5-year tariff increases be approved by the Commission.

o With exception of the first 7% increase, which will be implemented
following approval by the Commission action, all other increases be taken
on October 1%t of each year.



PAG provide a detailed timeline for the debt issuance and semi- annually
provide progress reports to the Commission.

The Commission reserves the right to request that PAG return to the
Commission with additional documentation or revisions to the proposed rate
adjustments if any of the following conditions are met:

o}

o}

The Guam CPI exceeds 4 per cent per annum.

The actual annual cargo revenue either exceeds or falls short of the
current projected growth rate with more than a 5% percent variance.

PAG loses the appeal and is required to pay the $15M arbitration
settlement with Guam YTK.

Any crane’s physical condition requires replacement 2 years sooner than
is currently planned.
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The proposed 5 years of tariff increase is vital for the generation of sufficient
revenues to cover operating costs of the Port Authority, debt services and
capital programs for modernization and sustainability. The primary objective
is to maint n an economically sust nable tariff that is e iitable and
reasonable for the port as well as its users, consistent with the quality and
level of service provided by the port. As importantly, the petition will provide
the basis and justification for PAG's application to PUC for a change in tariffs.”

The 7% tariff increase for the first two years is higher than the current CPI
indicators but is consistent with recent PAG increases. The reduction to 1%
in future years is based on the PAG Consultant’s projection of future CPI
increases. The primary justification presented for the increase is to cover
operating costs, debt service and capital programs.

The proposed 5-year plan anticipates continued payment of debt service on
existing loans which have funded acquistion of cargo handling equipment,
wharf repairs, acquistion of the Port of Los Angeles cranes, and top lifters.

Additionally, over the period 2017 through 2021, the PAG plans to
implement a wide variety of new capital projects totaling $57.7 million.
Included are the following projects costing $35.5 million, which would be
funded by new debt: gate operating system, replacement of Administration
Building, replace Hotel Wharf and access road, and waterline replacement.

In 2018, the PAG also plans to replace Container Crane 3 at a cost of $8.1
million, $2.4 million of which would be funded by new debt. Including
financing costs (capitalized interest, debt service reserve, and cost of
issuance), the new debt would total $47.8 million,

Along with funding operations and capital programs, the proposed tariff
increase will also help the PAG meet its current debt service of about $2.2
million per yeari.

! 5-Year Accelerated Tariff Petition Analysis (2017-2021) memorandum to PAG Guam, Table
6, Parsons - Brinckerhoff, dated 7 September 2016
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Thomas A. Morrison
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Dennis G. Rodriguez, Jr.
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Senator
Régine Biscoe Lee
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Senator
Louise Borja Mufia
Member

Senator
Fernando B. Esteves
Member

Speaker
Benjamin J.F, Cruz
Ex-Officio
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COMMITTEE REPORT DIGEST
OVERVIEW

The Committee on Guam US Military Buildup, Infrastructure, and Transportation
convened an informational hearing on Wednesday, Tuly 12, 2017 at 2:00 PM on the
Port Authority of Guam (PAG). Among the item(s) on the agenda is:

» The Port Authority of Guam's Bond borrowing proposal;

o the five-year tariff proposal for the Port approved by the Public Utilities

Commission in April;
o The rencovation of Hotel Wharf;
¢ Transportation Investment Generating Economic Recovery (TIGER) grant from
the U.S. Department of Transportation;
e Port infrastructure issues to include but not limited to the following:
construction of a new administration building and commercial center;

o repairs to Warehouse 1 and Golf Pier;
o replacement of the port yard waterline; and
o review of the Equipment and Maintenance program.

Public Notice Requirements

Notices were disseminated via e-mail to all senators and all main media
broadcasting outlets on Wednesday, July 5, 2017 (5-Day Notice), and again on
Mondav, Tuly 10, 2017 (48-Hour Notice).

Senators Present

Senator Frank B. Aguon, Jr., Chairperson
Speaker Benjamin J.F. Cruz

Vice Speaker, Therese M. Terlaje

Senator James V. Espaldon

Senator Thomas Morrison

Senator Mary Camacho Torres

SUMMARY OF TESTIMONY & DISCUSSION
The confirmation hearing was Called-to-Order at 2:00 PM.

Chairman Aguon
Good afternoon ladies and gentlemen, this informational hearing sponsored

by the Committee on Guam U.S Military Buildup, Infrastructure and
Transportation is now hereby convened.

SUITE 503, DNA BLDG. 238 ARCHBISHOP FLORES STREET HAGATNA, GUAM 96910
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Chairman Aguon

On the agenda is the Port Authority of Guam and the items that will be presented specifically and
this is outside of any additional questions that may be posed to the Port Authority of Guam Officials,
as well as Board Members. The outline would reflect the Port Authority of Guam’s Bond Borrowing
Proposal, Five Year Tariff Proposal for the Port approved by the Public Utilities Commission [PUC]
in April. The renovation of Hotel Wharf, Transportation Investment Generating Economic Recovery,
the TIGER Grant from the U.5 Department of Transportation.

The Port infrastructure issues to include but not limited to the following: The construction of the new
administration building and commercial center, the repairs to Warehouse 1 and Golf Pier, the
replacement of the Port yard waterline and the review of the equipment and maintenance programs.
So, those will be the items that will be presented by the Port Authority of Guam administration,
inclusive of the Board Members.

In compliance with the Open Government Law; the initial notification was forwarded out to the
stakeholders, as well as to our media partners on Wednesday, July 5+, with the second notice being
extended to similarly, the stakeholders as well as to our media partners on Monday, July 10+ That is
in direct compliance with the Open Government Law.

To the - regards, to the rules of engagement for this afternoon’s oversight — or informational hearing,
is, we will recognize the representatives from the Port Authority of Guam and allow them to make
the presentation on those items that were highlighted. Then, upon the conclusion and... This is
specifically formatted this way, so that if in fact, a question is posed and perhaps two or three slides
forward, that question would have been responded to.

We're going to maintain the format where in fact, the presentation will be presented by the Port
Authority of Guam officials. We will complete the presentation and then open up the floor for
questions by members of the Committee and members of the Guam Legislature.

So, aside from that, I would like to recognize the Vice Speaker Terlaje. Thank you very much, Madam
Vice Speaker for joining us. Senator Morrison, Senator Torres and Speaker B.] Cruz. Thank you very
much Senators and colleagues for joining us this afternoon.

At this time, I would like to invite Senator Joanne Brown and the Chairman Frank Santos and any
other Port Officials that you would like to bring forward to begin the presentation.

Once again, Senators, please? If I can beg your indulgence. We will allow the Port Authority of Guam
to provide their entire presentation and then upon the conclusion, I will open up the floor for any
questions or any additional discussion on the items.

Senator Brown, if you could please identify yourself for the record.

Mr. Frank Santos, Chairman, Board of Directors, Port Authority of Guam
Let me first, okay, we want to express our humble thanks. Hafa Adai, good afternoon. We are honored
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Mr. Frank Santos, Chairman, Board of Directors, Port Authority of Guam
to be here this afternoon to make some briefing presentations regarding the status of the Port facilities
and also the equipment.

Also, some of my management team is here to make the presentation, to give you the status of our
facilities and also our equipment. We are honored to be here this afternoon.

Now, I will turn this thing over to our General Manager, Joanne Brown.

Chairman Aguon
Thank you, Chairman Santos.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

Thank you, Mr. Chairman and Mr. Chairman. I appreciate the opportunity that you’ve allowed for
the members of the Port Authority to be able to come in and provide an informational briefing on the
- what soon will be proposed and introduced legislation on behalf of the Port Authority to allow the
Port to pursue a bond.

This will be the first time in the history of the Port Authority, the Port Authority will actually have
ventured down this road.

We are providing an overview on response to the questions and inquires that you had. Different
members of our team will present different components with regards to the presentation today. We
will begin first with our Deputy for Administration Finance, Alfred Duefias, who will provide an
overview with regards to the Bond Borrowing Proposal.

I also see that Tina Garcia from GEDA is here, afterwards, if there are any other questions collectively
you may have of us or certainly of GEDA, we'll be able to respond to that.

Thank you very much, Mr. Chairman.

Chairman Aguon
Thank you, Senator Brown. Mr. Duefias?

Mr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
Speaker B.] Cruz, Vice Speaker Terlaje, Senator Morrison, Senator Mary Camacho Torres; My name is
Felixberto — Felixberto Alfred Duefias, I am the Deputy General Manager for Finance and
Administration at the Port Authority of Guam.

I am here to present the portion of the Five-Year Tariff petition plan supporting the proposed bond
financing the collaborative efforts of the Port Authority of Guam along with the consultants Parsons
Brinckerhoff and PUC’s consultants Slater Nakamura produced the framework for the Port Authority
of Guam docket 17-01. That is the reference number and ID presented to our tariff position by the
PUC. '
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Mr. Felixberto Alfred Duefas, Deputy of Administration Finance, Port Authority of Guam

The petition proposes a 7% general increase on Port Authority of Guam terminal tariff rates.
Excluding the crane surge charge for years one and two and a 1% increase for years three to five. The
rate petition is part of a long-term plan that we allow the Port to keep base with inflation and fund all
necessary Port modernization program investments, future crane replacements, and all other
sustainability investments needed to operate self-sufficiently as an efficient and solvent business
through the twenty-year planning horizon.

For this investigation, Slater Nakamura examined the rate petition, Port Authority of Guam’s master
plan updated 2013 report, financial forecast submitted by Port Authority of Guam, maintenance
plans along with other data.

Based on its reviews, Slater Nakamura determined the Port Authority of Guam'’s request is just and
reasonable. Slater Nakamura further examined whether the lower tier rate plan would be sufficient to
cover the Port Authority of Guam’s operating costs, capital improvements and debt service. Slate,
Nakamura determined that the projected growth rates and baseline volumes for cargo throughput
are extremely conservative and therefore, the revenue projects developed from those projections are
also conservative and achievable.

In the development of container cargo volume forecast, Port Authority of Guam consultants used
2015 as the base year for acceleration at a 1.1% annual growth rate between 2016 and 2020 and a more
conservative 0.9% growth rate for 2021 and beyond.

Slater Nakamura's analysis additionally examined whether the projected cash flow will be sufficient
to support operating costs 47 million in new bonded debts. Based on this examination, Slater
Nakamura found that there would be sufficient cash flow to support operating and non-operating
expenses and funding for the CIP.

Slater Nakamura also found that Port Authority of Guam would have sufficient cash flow to replace
Gantry 3 in 2018 with replacement to be funded by the sinking fund. That’s the portion of the
consultant work they performed and the report that they submitted.

The next step was for the administrative law judge. The administrative law judge found that the Port
Authority’s request for 7% general increase for the terminal tariff excluding crane surge charge for
years one and two and a 1% increase for years three through five are reasonable, prudent and
necessary in order to generate sufficient revenues to cover operating costs of the Port Authority, debt
service, and capital programs for modernization and sustainability.

The administrative law judge further adopted the findings contained in the March 7, 2017 report
submitted by Slater Nakamura. Based on the reports of Slater Nakamura and the recommendation of
the administrative Law Judge; PUC authorized the implementation of a 7% general increase effective
June 1, 2017 and shall implement a subsequent increase on January 1st, 2018.
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Mr, Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
The Port Authority Guam is further authorized to implement the remaining purposed 1% increase
effective on each October 1 for fiscal years 2019, 2020 and 2021.

On October - we would be required to present our 2016... 27 operational... our 2017 financial
statement in October to PUC for them to monitor our progress for the fiscal year that will be
completed shortly, every year thereafter we have reporting requirements to submit our financial data.

That pretty much, in a nutshell, incorporates the tariff petition as it relates to the bond finance.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
*Inaudible®

Mr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
*Inaudible®

Chairman Aguon
Did you want to proceed to...?

Mr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
We have prepared some slides.

Chairman Aguon
Yes.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
Why don’t you go through that?

Mr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
The first slide that we have showed the cash flow. The previous slide.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
The previous slide?

Mr. Felixberto Alfred Dueilas, Deputy of Administration Finance, Port Authority of Guam
No, the previous slide.

Ms, Joanne M.S. Brown, General Manager, Port Authority of Guam
The previous slide.

Mr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
Yes. If you will note, based on the 2017, the cumulative cash flow is 0.53. Then 2018, it goes to 3.05
then to annually to 5.51, 7.72, and 9.34.
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Mr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam

The reason for the low collection for FY 2017, like I indicated earlier, the tariff for 2017 started in June.
S0, we would only have approximately, six months to collect for Fiscal Year “17. Then in 2018 we
would have a mixed three months of 7% and then, I believe eight months, nine months of 14%. Then
for 2019, it would be 15% and then 16% and 17%. That accounts for the cumulative cash flow
projection.

Part of the use of the funds, the bond proceeds, we have a list of projects that we would do. What we
would also do, is that we would explore the possibility of refunding or refinancing our current debts
that we have. We intend to meet the 2% requirement that is set forth. We would be able to succeed in
that part.

Part of the loans that we would be financing would be the ANZ, 12-million-dollar loan which is for
the polar crane. The Bank of Guam loan for our Service Life Extension and other equipment
purchases and the U.S. Department of Agriculture, 2-million-dollar loan.

The refinance balances will be amortized to mature at the same time set prior to refinancing. So, we
are not

Mr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
going to be refinancing and taking them out 30 years.

That pretty much covers that slide. I would like to turn it over to Dorothy Perez [Harris]. She is our
Chief Planner for the... If there are any questions —

Chairman Aguon
Before you proceed Ms. Harris, I would like to welcome Senator Espaldon. Thank you, Senator, for
joining us this afternoon.

The rules of engagement will be, we'll allow the Port Authority of Guam to be able to complete the
entire presentation because it’s all encompassing in regards to not only the bonds but how some of
the proceeds are going to be applied. Then, I will open the floor for any questions by any of the
members of the Committee of the Legislature.

So, Ms. Harris, please? If you can proceed.

Ms. Dorothy Harris, Chief Planner, Port Authority of Guam
Good afternoon, Mr. Chairman, Mr. Speaker, and members of the Committee, I am Dot Harris, I am
the Chief Planner with the Port, to provide a status update on the renovation of Hotel Wharf{

Project which is funded under the Transportation Investment Generating Economic Recovery
Program, also known as the TIGER Grant.
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Ms. Dorothy Harris, Chief Planner, Port Authority of Guam

There are two major components of construction involved in this project it includes replacement of all
wharf structures and adjacent upland facilities at Hotel Wharf. As well as reconstruction of the access
roadway. This will be approximately one mile of that road way on Highway 11 on Cabras Island.

We have been very proactive in preparing for this grant and preparing for this major project, it is
shovel ready.

In 2014, we have completed a number of design - the required design and permitting documents.
This includes...

[REFER TO POWERPOINT PAGE 4]

Environmental Permits, these permits have been prepared, but have not been submitted these will be
submitted as Army Corps review and also for review under the Federal Consistency Program under
the Guam Coastal Management Program with their consistency plans.

About a year ago, we were awarded 10 million dollars. The grant is administered under the maritime
administration again under the U.S Department of Transportation.

We are coordinating with MARAD to have them come out and do a site visit sometime in a couple of
months in September.

The estimated projects time lines for the first quarter of 2018; We will be updating the final design
documents

Ms. Dorothy Harris, Chief Planner, Port Authority of Guam

and engineers certification, these have all been done in 2014, but our local PEALS Board requires that
we submit the designs with the current engineer's certification that is valid within twelve months
prior to the permitting process, so that is why we are doing this.

During this second quarter of 2018, we would have prepared and ready for submission of permit
application again to Army Corps and Federal Consistency Review. We want to... We hope to be able
to complete our agreement with MARAD. We have been in continuous dialogue with them to ensure
that all of our requirements have been met both on the Port’s side and on MARAD's side. This
agreement includes things like terms and conditions, scope of work, the budget, as well as other
OMB requirements that we would need to comply with under the grant program.

Finally, in the last quarter 2018, we hope to be able to issue an advertisement for an invitation for bid
so we can enter into an actual construction contract.

With that, Mr. Chairman, I conclude my portion of the presentation. I will be turning it over to Mr.
Glenn Nelson, our Commercial Manager.
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Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam
Hi, afternoon Mr. Chairman and Senators.

For the most part, before I proceed in describing the other projects that are slated for the bonds plan.
It is to acknowledge to the Body that we are here as a matter of process. That being said, in that we
have gone through the motions to revisit our master plan beginning as far back as 2007.

Through its initial approval through Public Law 31-100 as well as its subsequent revision or update
through 32-155 which was the result of reset because of...The buildup, as it was described in the
initial SEIF did not pan through. So, we did do a reset.

In doing that reset is to also understand that we had slated, through that updated approval process, a
table of Capital Improvement Projects that were aimed to modernize support, identify projects for
sustainability as well as other projects that were local in nature to further enhance services and our
facilities for the island.

Before I proceed with these four projects for the bond it is very important to know, that 2013 plan or
that table of projects, there was a total of 52. The Port has completed 61% of all those projects. Now, to
move forward, we find ourselves sitting before you to get to the next step. It is just a matter of
process, we are staying the course. We're pretty much not going to deviate.

Now, the first project, that in addition to the Hotel Wharf, the first project slated for the bonds plan is
replacing the Port admin building. As we all know, that Port admin building was a part of the — what
I describe, as the first original great military buildup on the island post World War II.

It was originally built for the Navy’s purposes and deeded to the island through DOI. Now, that
building is over 50 years old. It no longer meets the operational requirements of our tenants. It is not
ADA compliant. It is experiencing the fickle deficiencies that you would expect of a facility that is 50
plus years old. It's simply at experiencing the tickle deficiencies that you would expect of a facility
that is 50 plus years old. It's simply at that point of meeting its life expectancy.

Now, as we endeavor to replace this admin building, the Port has identified two areas.

Next slide, Ms. Donna?

Now, these two areas are on the eastern end of the Port property but basically, it is on Route 11 east,
before you hit the main admin building. In properties that were previously or commonly known as
Parsons 1 or formally known as the Old Hawaiian Rock. Now these, in identifying these areas for this
full service commercial complex to accommodate the port as well as tenants is to understand, as we
proceed down this path to replace the admin building, the intent is to demolish the existing admin
building per purposes of supporting or it is in a greater need for maintenance division to
accommodate addifional space for all the equipment that we have gotten in recent years and the
many more equipment that we expect to acquire in the next upcoming years.
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Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam
Next slide Ms. Donna.

Now, of all of the projects that we have identified for this bond span, we have the Golf Pier project.

As much as I would say that all these projects are critical in nature, of equal importance, for me
personally, Golf Pier is the most important. For the most part, I believe we all know Senator
Espaldon, former Oversight Chair, Speaker, Senator Torres, we all know the importance this
particular asset plays to the island and to the region and that it is currently one of two fuel piers that
service the island now this particular facility is under management, owned by the port under
management with Mobile Oil Guam.

Of the 9.5 million barrels of fuel products that have come through the island in fiscal year ‘16, 38%
came through Pier Golf, Golf Pier. Very important to know that of that 38% of product that did come
onto the island, 20... 26% was actually slated for transshipment to service the region. That is how
important Golf Pier is.

The other primary pier which accommodates most things from light switches to jumping on an
airplane does not have transshipment activity to help support the outer region, Golf Pier does. In
recent years, Golf Pier has sustained some damage from numerous seismic events. It is at that point
where we have replaced the pipelines - the associated pipelines that is connected to the pier, but we
are now at that point of critical need to address the condition of the pier. The concrete bulkheads and
the pilings.

Certain things that are actually slated is the replacements of the pilings and the concrete -
replacement and repair of the pilings and the concrete bulkheads, upgrade the walking surfaces to
meet the Coast Guard requirements, installation of cat walks where there are currently none, and the
replacement of perimeter fencing.

Again... going back to the importance of Golf Pier, one of the things Senator Torres was actually a
part of the process where we actually identified certain monies to replace the pipeline.

So, you got a brand-new pipeline, We went through the ground breaking just within a year and a half
ago.

Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam
But now... Again, thanks to well... Not in thanks, but due as a result of seismic events and normal
and typical wear and tear... We need to address the condition of the pier itself.

The next slide Ms. Donna.

What you have here are several examples of the current conditions of the pier. The pictures... the photos that
you actually see here was a result, Mr. Duefias had an underwater assessment done after the most recent
seismic event, And... as you'll note, you are dealing with a certain issue of... Accelerated deterioration.
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Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam
Next slide Ms. Donna.

Right here this is of most concern, concrete bulkhead a top of the dolphin on the left. It is to understand that
while the dolphin itself pilings do show an evidence of accelerated corrosion, the dolphin itself, the concrete
bulkhead, that’s the structure where the vessel rest up against. It is showing signs of spalling as well as cracks
in it. Then the picture on the right is basically more evidence to the conditions of the pilings holding up the
concrete bulkheads.

Next slide please, Ms. Donna.

Okay, the next project that is being identified for the bond spend is a replacement and relocation of the current
water lines servicing the port.

Ms. Donna, next slide please.... Next slide please.... Here we go.

Okay, what we have here is a diagram that basically depicts the current distribution system at the Port
Authority of Guam. In blue, what you see are the existing water lines. What we plan to do, what we are going
to do is identify it in red and that is basically what you will see on the north portion of the diagram. Outright
relocation of a primary line as well as replacement of other lines within the current system. Now, as old as the
building is, as old as the other facilities are at the Port, the pipeline is just as old.

It was installed by the Navy, we are dealing with a system, although, we did addresses a significant portion in
the port modernization program as it relates to the fire suppression and the like. What we find ourselves doing
or what the situation we find ourselves in is that in replacing or enhancing our fire suppression capability at
the Port, when it is tied back into the main distribution system it is serving to bust the old lines.

Old lines are those asbestos spaced lines that are while still could serve the function of distributing water it
must be replaced. Due to the lack of its integrity.

Ms. Donna, if you don’t mind back two slides.

As noted basically we are dealing with pressurization issues as well as, very important to know, Senator
Brown, has emphasizes it’s to also on that northern portion of that diagram replace the water line along from
along within the current container yard out onto Route 11.

So, basically what you don’t have is an asset within the container yard that may impede or continues to
impede with every exposure, every leak. Operations, you have to stop operations and address leaks and in
doing so it just takes up a lot of space.

Ms, Donna, next slide.

Now what you have here is basically just a recent listing of leaks that have been detected as well as have been
addressed.

Now, we can sit here and say, yeah as they break we’ll continue to address it, but you can see the frequency in
the amount, it only serves.... As I guess the main driver for us to continue down this path of relocating that the
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Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam
messed-up water lines and replacing the problematic lines that currently exist at the port.

Okay, and the last project Ms. Donna? Two slides.

Okay, here we go, the last two projects actually identify further the bonds plan are basically repairs to the
EQMR and the Warehouse 1 facility. We all know that the Warehouse 1 facility by way of the master plan is
the approved fishing facilities but even at that we are dealing with a facility that, that is 50 years old and is
suffering from major deficiencies such as: concrete spalling, exposed rebar, leaks, Warehouse Bay doors, which
we are currently addressing, and major electrical and plumbing,.

The upgrades to these particular facilities is to basically come into compliance with the latest Building Codes,
but more importantly, to come into the compliance with our safety. The safety laws and rules at the Port
Authority of Guam.

Next slide please.

What we have here our pictures of EQMR watershed. What you see in front of the picture on the top is
basically the new canopy that was set or acquired and the intent behind that particular asset was to provide
additional shelter for our employees.

Now, behind the... you have the EQMR facility. If you look at the pictures on the bottom, the two photos at the
bottom, you will see evidence of that spalling, please take notice, as you look at this picture we do see rebars
and wiring. It's on the roof. We are on the bottom.

Again, this is another example of the conditions that exist within. You will take notice that there are spallings
and it's very important to note that facilities like this are not built this way anymore. The way this was built...
It's that old clich¢, “They don’t build them like they used to.” This is an example of this. It is a really, really
strong building. However, it is suffering from the defects of time.

Next slide, please.

Here we go, this is another shot from outside the EQMR building, Just as more evidence of the conditions that
exists atop.

Next slide, please.

Again, the rebar is seen, Where you see the rebar, is basically where there’s supposed to see cement. That
cement, is now on the ground. It’s literally spalling and falling. At the same time, our facility EQMR persornel
are out there tapping, just to make sure that we’re trying to catch them before they fall, that preemptive
attempt at safety.

Next slide, please.

Here, you have the back shot, the reverse shot of Warehouse 1. Then, the bottom two photos are the interior of
Warehouse 1. Warehouse 1 serves an important function; its commercial, we have tenants. As well as supports
our equipment maintenance division, stevedore divisions, our engineering division as well as our safety.

SUITE 503, DNA BLDG. 238 ARCHBISHOP FLORES STREET HAGATNA, GUAM 96910
PHONE: (671) 475-GUMZU/2 (4861/2) | FAX: (671) 475-GUM3 (4863} | 11 of 50
EMAIL: AGUON4GUAM@GMAIL.COM



Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam
Next slide, please.

The picture, basically, describes it all. This is in the interior wall. As you can see, that is rebar, it's in a really
bad state of disrepair.

Next slide, please.

Again, we're dealing with issues with conditions on the roof. These are on the awnings, these are on the
outsides of the buildings. We access the building through these doors. On top of us are these hazards.

Next slide, please.

Right now, this is also within the Warehouse 1 facility. Up on the left, you will see again, the evidence of
deterioration, spalling on the roof side. This particular space is actually used to accommodate fire suppression
pumps owned by the Port for the purposes of fire suppression in the need of...

Next slide, please.

Now that concludes that portion of identifying the projects for the bonds plan. So, I would like to turn it over
to Mr. E. Candoleta, the Equipment Maintenance Manager.

Mzr. Ernest Candoleta, Maintenance Manager, Port Authority of Guam
Good afternoon, Mr. Chair. Mr. Chairman and Members of the Committee.

My name is Ernest Candoleta, I am the Maintenance Manager for the Port Authority of Guam. I would like to
make my presentation on the overview of the maintenance program.

Slide, please.

Okay, as you can see here, we have a listing of the major cargo handling equipment which includes the gantry
cranes, top lifters and tractors. Top lifters that were purchased on 2016, those were purchased by the Bank of
Guam SME Loans.

Okay. Next slide, please.

We have the forklifts that were also purchased by... The forklifts and some of the supporting equipment were
also purchased using the 2 point million USDA Loan. With the additional fleet of equipment, the maintenance
department, we have the opportunity to schedule the existing equipment for repairs and maintenance.

In the past, it was very hard for us to secure schedule to have these repairs due to the demand of operations.

So, that thing gave us a lot of leeway to do a lot of refurbishments on the equipment to do a lot of repairs and
changes that need to be done.

Next slide, please.
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Mr. Ernest Candoleta, Maintenance Manager, Port Authority of Guam

Yeah, this is part of the support equipment also that’s listed. We have the sweeper, welding machines, man lift
which also plays a big deal that gives up the opportunities to tackle areas that are hard to reach. For the safety
of our employees, you know, this equipment are very handy to us.

Okay, next slide please. As you can see on the far left, it's just part of the ongoing process of the refurbishment
of our yard tractor. On the right, you can see the finished product, where the accessories are being installed
and everything will be tested and sent out for operational use.

Next slide, please.

Here in the yard, you can see the finished products, we have four of the 2007 tractors that have been
completed. We have two currently in the shop right now that’s about 95% completed. We're just installing the
accessories that will be released to operations as well.

The far left, you can see one of the 2009 top lifters that had been completed as well, on repairs and
refurbishments.

Next slide, please.

The crane assessment was conducted in December, 2016 by PMC Contract and also we have the U.S.
Department of Labor OSHA conducting their annual and credential inspections which was completed in April
of this year and all are three gantry cranes were certified.

They also provided us a priority listing to address the discrepancies. The re-inspection for our contractor
would be every two to three months to check on our work, the status, the work that is being done. Also, maybe
a new listing can come out and we address those before we do the annual OSHA inspection.

To address discrepancies, maintenance division increased preventive maintenance personnel staff from six to
fifteen which due to the influx of equipment that we have are personnel.... We didn’t have enough personnel
to tackle this type of... The amount of equipment that we had.

We also applied an alternating maintenance window of five straight days depending on the availability of the
cranes for our maintenance and repairs. We are aggressively working on the structural, mechanical and
electrical issues that we encounter on a day by day basis.

Another thing is a major tune-up of the gantry crane management system is a CMS is scheduled for October
2017 of this year.

Next slide, please.

As you can see, we have some of our employees doing some repairs or replacement on the handrails on the
apex portion of the crane.

Next slide, please.

We have the preventive maintenance mechanics preparing to be lifted up to the hard to reach areas. For
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Mr. Ernest Candoleta, Maintenance Manager, Port Authority of Guam
example, the flanges the angle thrust of the crane to do the corrosion performance. Those actually are like low
bearing areas that we try to prioritize.

Next slide, please.,
That concludes my presentation. Thank you.

Chairman Aguon
Thank you very much, Mr. Candoleta. Senator Brown? Any final comments before I open the floor for
questioning?

I just want to start off by saying thank you very much, for really an excellent presentation. One, it highlights
the impending borrowing proposal, bond proposal, the refinancing inclusive of that particular request and
then how those proceeds are anticipated to be expended in terms of upgrading the facility.

Also, one area that has always caught my mind in regards to the Port Authority of Guam because you more or
less bring in 90 to 95% of all of our commeodities here on island and it was in direct reference to what was
presented by Mr. Candoleta and that’s highlighting the equipment, the aging listing of these equipment, the
maintenance capability and the repair capability of the Port Authority of Guam and what you presented is
certainly a plan that’s being carried out in terms of either replacing necessary equipment or refurbishing and
repairing them. So, I certainly appreciate that particular presentation as well as all the other highlights.

One question I would like to ask is, with the impending military buildup, I understand that you're going to
apply most of the proceeds of the bond aside from the refinancing on existing facilities and the upgrade or
expansion of Hotel Wharf and some of those... Make those available for other industries.

Now, my question is, as the military buildup continues to churn and we receive increased activity, do you
anticipate any serious challenges with regards to accommodating the buildup at its height?

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
I know we often talk about the military buildup. Some of us are yawning a bit, because we are waiting for it to
happen.

On average, we already move about 30% of cargo for the U.S Military. Within the region or certainly from here
to the mainland, the mainland to Asia. So, we have that ongoing at a regular basis with regards to the actual
volume of cargo that the Port Authority moves on and off vessels.

Pretty much the modernization project, the expansion of the yard, the increase of our rig bulk cargo area to
over ten acres; all of that was put in place to accommodate not just of course, our own organic growth but
primarily the investment was made by the US Federal Government to address primarily the issues of the
buildup.

As you mentioned of course, and as our Maintenance Manager Mr. Candoleta elaborated, the critical issue is
the maintenance of the equipment and that’s why we recently invested 5.5 million. 4 million of that was
financed, the remainder was actually taken out of the operational budget of the Port to increase our capacity.

SUITE 503, DNA BLDG. 238 ARCHBISHOP FLORES STREET HAGATNA, GUAM 96910
PHONE: (671} 475-GUM1/2 (4861/2) | FAX: (671) 475-GUM3 (4863) |
EMAIL: AGUON4GUAM@GMAIL.COM 14 of 50



Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

When I came on board to the Port, somedays we were down to eight or nine tractors to service a vessel, that's
not adequate, no reserve capacity in the event those pieces of equipment broke down and now on we average
we're up to 25 tractors.

We have seven top lifters that are available at our disposal and we're also coordinating, once the final closure
is addressed for the expanded project with merit right now, there’s tentatively 2 million dollars remaining of
which merit will procure additional top lifters. We now will be able to have the luxury which we did not in the
past. Where we essentially had to mandate equipment and rush repairs to keep things operational. Because
there were days, there were hours, there were minutes that we were down to no top lifting capability. Not only
to service the vessel, but of course, during the day, we have ongoing interest of our customers to be able to
come in and get their containers and move them out of the Port or return their empties back into the Port.

So, we run a very, very critical situation. The focus and attention for us moving forward in order to maintain
the capability, to absorb what we have now in terms of commercial activity and of course, when and if the
eventual buildup is to happen, the Port Authority has that capability to accommodate that growth as well.

Chairman Aguon

Thank you very much, Senator. Like [ said - shared a little earlier, excellent presentation and all-encompassing
in terms of providing general information to the community that yes, the Port Authority is modernizing and
purchasing more current equipment and also be able to, the have the capacity to be able to repair and to
replace in a timely manner.

I'd like to now open the floor to questions. Speaker Cruz?

Speaker Benjamin J.F Cruz
The bond that you're proposing is for 80 million? But not to exceed -

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
Up to, up to, yes.

Speaker Benjamin J.F Cruz
Because the list that you have comes to about 74. Was there another 6 million you were planning on...

Mr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
The difference -

Speaker Benjamin J.F Cruz
Turn on your mic.

Mr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
I'm sorry. The difference between the figures we calculated for is to give us the option should we have to
capitalize the interests for the first two years. We would use the difference for capitalized interests.

Speaker Benjamin J.F Cruz

Do you know how much the annual debt service is going to be on this? Will the amount that you're raising in
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Speaker Benjamin J.F Cruz

fees that you're raising be sufficient? I'm trying to figure out what the debt service is. You're sure that you're
getting 9 million from the new fees? What's the debt service...

Mr., Felixberto Alfred Dueiias, Deputy of Administration Finance, Port Authority of Guam
The debt service will depend on whether we go with 60, 70, or 80. 1 don’t have the figures available right now,
but I can give it to you this afternoon. We do have them available. I didn't bring them with me.

Speaker Benjamin J.F Cruz
The figures that you do have, it. What is the difference in the debt service and the highest amount that you're
thinking you're going to be getting?

Mr. Felixberto Alfred Dueiias, Deputy of Administration Finance, Port Authority of Guam
About 2.5.

Speaker Benjamin J.F Cruz
2.5 million m difference?

Mr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
Right. Between what we have now and if we go 80 million.

Speaker Benjamin J.F Cruz
So, you'll only need about 7 million to service the loan or I mean service the bond and you'll have an
additional 2 million?

Mr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
If we go that, yeah.

Speaker Benjamin J.F Cruz
What will the 2 million be used for?

Mr, Felixberto Alfred Dueiias, Deputy of Administration Finance, Port Authority of Guam
I'm sorry?

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
He wants to know what the 2 mil will be used for.

Mzr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
We'll probably won't draw it down if there’s no need for it. Just because we are capped at 80 doesn’t mean we
take it to the Limit.

Speaker Benjamin J.F Cruz
Okay. How much do you anticipate to use for increased salaries at the Port?

Mz, Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
The salaries have been addressed by Slater Nakamura Consultants. We pretty much reached the point where it
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Mr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
was not as much as the last three years because we are pretty much up to our expected goal of 50%. We just
probably expect for the next few years to increase based on inflation.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

Just to clarify originally the authorization the board was to increase the Port’s salaries to 50% of the National
percentile that was back in 2008 and that’s almost 10 years ago, nine going on 10 years. Currently in 2017, the
Port Authority pay scale is at... I think we're down to 25%. 25% of the national average of compensation on
National Ports in the U.S. So, while we have reached the goal that was originally sent by the board in 2008, as
those number shift and as salaries increase other port jurisdictions that are evaluated, we are only the 25% of
scale at this time.

Speaker Benjamin J.F Cruz
So, are there plans to continue the increase to get to the 50?

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

We have not been given that direction by the board, we are maintaining the original decision that was made
with regards to the 2008 salary schedule. Of course, we will address it depended on revenues. Even now in
terms of the salary positions that we have that is also being determined based on what income comes in to the
Port. We're not looking at just adding on cost to continue to accommodate, we have to ensure we have the
revenues to cover that and future increases of course, increments that our employees earn as well as eventually
we're looking I believe it was 2019 bringing them fully they’'re not yet fully there by 2019 we will be at the 50th
percentile of 2008.

Speaker Benjamin J.F Cruz
Mr. Chairman, if they could provide you a copy of their debt service for their 60, 70 and 80. I'd appreciate a
copy of that. I'm surprise it wasn't brought today. I guess this is just an overview.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

Yes, as an informational briefing, Senator, we are more than happy to provide that dependent on of course
what the ultimate decision is what the amount is that number will move. But we can provide that this
afternoon.

Speaker Benjamin J.F Cruz
Thank you.

Chairman Aguon
Thank you, Mr. Speaker. We'll get that information to all the members of the Legislature. Vice Chairman
Morrison, any questions? Okay, Vice Speaker Terlaje?

Vice Speaker Therese Terlaje:
Hafa Adai. Good afternoon everyone. Thank you, for your testimony.

My questions were similar to the Speaker’s. We're raising...you got approval to raise the rates, The request
included to raise salaries as part of that and some other things that were not listed in this presentation today.
So, I was going to ask what is...it looks like to PUC has said the PAG shall seek PUC approval prior to any
annual increases to its direct labor charges that the salary increases so, this kind of put it on hold.
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Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

No, not at all. What we essentially are doing at the request of the PUC is simply provide the updated data to
them. It is also very similar to regards to our finances, and you know they have a schedule under which they
will like us to provide them that updated information. They've already given us the authorization, but they set
in addition to giving you the authorization we require status updates and these are the timelines in which they
like to Port to provide that information.

Vice Speaker Therese Terlaje:

I do see the list of information they require and then this one says approval but okay then so if...You're not
going to get any debate when it comes to supporting the projects for safety, for you know, that allow the Port’s
activities that we want to increase our activity or our productivity at the Port. But, yes. I guess...I was glad Mr.
Nelson pointed out his priority would be...do you call it Golf Wharf?

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
Golf Pier.

Vice Speaker Therese Terlaje:
Golf Pier. Well, what is the urgency of this administration building be?

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

Well, I think, very much, in order to cap the Port projects. I think we’ve reached the time where it’s necessary.
The port, I mean, when we had the fire almost two years ago, it's our two-year anniversary since we had the
fire that occurred on the first floor, we lost one of our major tenants and one of it also, and some of the
concerns that were relayed to us, in addition to our employees in terms of adequacy of the work environment,
which to me is very important.

Everywhere I go, every department I am involved in and engaged in, one of my main priorities is always to
improve and upgrade to what I see as a safe and professional environment and workspace for our people.
Gov. Guam is notorious for not having that and I think the time has come.

That facility is almost fifty years old. If you look at it, it also has major structural cracks. We’ve done some
cosmetic work as a result of the infusion, as a result of the fire, and replacement of essentially our HR division
and Customs.

We've had that- entirely had to be gutted out and had rebuilt but at the same time, in order to meet the
growth, not just for the Port of Guam but for our tenants that lease from us, which also represent our shipping
companies, we need to had a bigger facility. We need to have a facility that is accessible.

Right now, if you have a disability that would limit you from climbing stairs, which sometimes I do with my
older knees, you can’t access the second floor and that would impact our tenants, that would impact our
customers, that would impact our employees.

I think which the just the evolution of time, very similar to this facility, that even though it's very old, because
of its historic importance, it's been maintained but in the case of the admin building, one is to upgrade the
facilities and the work environment and our employees and or tenants.

The second major factor, which I think is often overlooked, is that demand that we need within what will
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Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
continue to be for some time an expanding yard. The location of the admin building is right behind the EQMR
maintenance facility.

One of the big challenges that we have now, that we have acquired the additional equipment capacity that we
need, which will continue to increase is where do we store it? Where are we going to have additional are to
maintain this equipment? The most, at least in my simple mind is the current footprint of the admin facility. I
had hoped and envisioned that that building would be demolished and that portion of the yard, to include the
parking lot facility will be incorporated into the main yard so that our employees will have adequate space to
store and maintain what is the most critical asset after our people and that is our equipment that operates in
our yard. So, it's a dual purpose.

The other factor in relocating, while I see the debate that we have on where to locate it, do we locate it on the
beginning of the new yard - the expanded yard? Or do we put it on the opposite side of the road? Eventually,
and eventually has been on every 30 years, the original location back in the late 60’s of the first gatehouse,
which is now as we recognize as lower tower, that was there at the Ada administration, it expanded to the
gatehouse that we closed a couple of years ago, and now eventually that time will come, that it will expand.

Whether or not they build F7, we will definitely need the storage capacity so I envision, within the next 20
years, the continuous expansion closer to the Cabras facility. It is going to be critical to ensure that the yard, in
terms of operational needs, is contiguous. Also, for security requirements, we need to ensure that the yard is
contiguous. So, that is one of the two main reasons why we would like to see a new admin facility constructed.

I also want to point out, this is actually the first major investment the Port Authority of Guam, itself, is actually
making in its own facility. There is very little out there when you actually look at the Port. It is like it stopped
in time because most of everything was built in the late 60’s, except for the load centers, the recent gatehouse
that we closed a little over a year and a half ago and that is about it. Everything else that is there was built in
the late 60’s, almost 50 years ago. So, this is actually the first major significant investment that the Port of
Guamm itself is making in its own facility construction and I think that’s pretty significant.

You know, we all talk about our political maturity and all those other wonderful things that we love to say and
have but at the end of the day, we also have to pay for it and that time has come. I think it would be a total
disservice to remove the admin facility as part of this bond financing. We simply need it. I think there is no
other simple explanation to that.

Vice Speaker Therese Terlaje

Well, it is the largest chunk of this - of the list of projects that was included, it is 17 million. It is notable that the
investments into the wharfs and the other - the warehouses, the piers, the gantry crane, I mean... Significantly
less than this administration building,.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

Well, cumulatively, it going to be far more than that. Then, also keep in mind that our tenants lease from us. It
is the hope also that as time goes on that all those revenues will be contributed into the Port revenue stream to
help offset the investments that are being made.

Vice Speaker Therese Terlaje
Where do they go now, the rent?
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Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

They pay into commercial. It goes into the Port budget. Again, keep in mind that we are a 100% self-sufficient,
a side from federal grants that we receive primarily for security related projects. I mean, the Port is self-
sustaining.

Vice Speaker Therese Terlaje
So how would the Port build the building you want to put on the old administration site for the equipment?
How would you fund that?

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

Primarily what we need right now is the open space. Eventually, I am sure the time will come and again,
assuming, depending on what the additional revenue stream is in the future, I am sure they will come back to
the table and address that.

I think at this point to say that we want to borrow even more to construct or - I just don’t think that we're there
yet. I think what we are doing is conservative. I think it is fair and reasonable at this time to accommodate
where our growth needs are.

When that time comes also for the demolition of the existing admin building, they will simply enclose it with a
CMU wall and from there have the additional space capacity they need and as they budget, hopefully they
include in their budget, they will be able to build some of the structures our maintenance manager had pointed
out to you, just our covered space, and I know Glenn pointed out also in his presentation. Those are things that
come out of the operational budget of the Port to enhance and ensure that we have a more functional facility
that provides our employees the safe environment they need to actually do the work that they do.

Vice Speaker Therese Terlaje
Alright, well, I'd like to know the exact amount then, that was purposed for salaries versus other projects
when, I guess... When the rate structure was proposed to the PUC.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
We can provide you, all the information was provided to the PUC.

Vice Speaker Therese Terlaje

Yes, the PUC pointed out several...they don’t use the word caution, I'm going to use the word cautions. One is
that they wanted you to report back because they were concerned about when Guam CPI exceeds 4% per
annum, the cargo throughput exceeds or fall short of the current projected growth rate with more a five
percent variance, PAG loses its appeal of a 15 million arbitration award, and the cranes require replacements
two or more years sooner than currently planned, so those are just things that I am thinking about...

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
Sure.

Vice Speaker Therese Terlaje

Yes, I think we’re still... T think of it, of course, in a relation to the rest of Government of Guam and the projects
that are needed and whether we're going to allow borrowing for schools and things like that so I think that
you can...
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Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
Granted you are concerned, Senator, but I will point out that it is not going to be Port revenue that is going to
pay for the new schools.

Vice Speaker Therese Terlaje
I agree, I agree.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
All of this revenue is intended to be paid -

Vice Speaker Therese Terlaje
So, I understand.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
For Port projects and Port construction.

Vice Speaker Therese Terlaje
Yes, so that is why I want to know how much of it goes to projects that increase the productivity of the Port,
how much goes to other types of projects, how much goes to salaries and things like that. ‘

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
And we would be more than happy to provide that to you.

Vice Speaker Therese Terlaje
Thank you very much.

Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam
Can I add something? Senator? Senator Brown? I'm sorry.

As it relates to the PUC order, on the matter of direct labor charge, it is to understand that that direct labor
charge out rate is actually identified in our tariff, which is overseen by the PUC, obviously. But when they told
us to hold back or come back to them with a report on it, it doesrt’t... It's not necessarily for the compensation
Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam

for the Port Authority employees. Basically, that is for charges for services provided by Port personnel at the
request of our tenanting users.

That is our billing charges. The electrician comes in, does work, that is his billing rate, not his salary, but his
billing rate. And that is an attempt on our part to revisit that particular construct of our tariff which is 212
items strong. 90 items of your tariff is related to that direct labor charge out rate and that is to address that.

Vice Speaker Therese Terlaje
Alright.

Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam

I understand that the concern with the 17 and a half for our proposed admin but it’s also to be mindful that the
largest tag on this bond was actually Hotel Wharf but we were fortunate to get the assistance of - or through,
the TIGER grant to be administered merit. So, Hotel Wharf would have actually been above -
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Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
24 million.

Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam

Yes, yes, it would have been above admin. The number provided by admin, it's been a challenge because for
the most part, the Port’s current admin building is only 24 thousand square feet. 70 percent of it used by Port
employees to support Port operations.

Now, I envision a full service commercial complex. We want to bring people, have tenants, have basically a
full service to affect commerce. And the number, the estimate that was derived was a result of taking all the
existing office space, administrative space, used to support the Port and coming with 40 thousand square feet.

Again, mindful that that is for all the current administrative spaces throughout the Port. Again, as we build or
construct this new facility it is to understand that Mr. Santos is going to have an office there, although he is at
operations. Mr. Candoleta from EQMR will have an office there as well, to support his role in equipment
maintenance. It is to consolidate as well and to make things on the light side. It is a job security for me so that I
can bring in more tenants, And again, those members, 17 and a half, as concerning as it may be, is not the final
number.

Vice Speaker Therese Terlaje
Alright, then may Ijust as one final question, that is, the PUC also pointed out that it was questioned at the
hearing but it is not answered in here. GFT had questioned the Hotel Wharf's ownership in the end?

Ms, Joanne M.S. Brown, General Manager, Port Authority of Guam

But you know, quite frankly, I don’t - I did read that letter and I don’t know where that fits into the world of
the mandates of the Guam Federation of Teachers. I know they had have an axe to grind with us because we
have no formal agreement.

Vice Speaker Therese Terlaje
Is there issue regarding ownership of the Hotel?

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

I have no evidence what so ever. I mean, you are the attorney. I have no evidence other than the ownership
remaining with the Port of Guam. I don’t think - I don’t have a judge order, I don’t have a title that is anything
other than the property of the Port of Guam.

Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam
Further to what Senator Brown had stated, there is no question. It is under the Government of Guam. While
there may be issues associated with its current use, it belongs to the Port.

Vice Speaker Therese Terlaje
Thank you very much.

Chairman Aguon
Thank you, Vice Speaker Terlaje. Senator Morrison?
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Senator Thomas Morrison
Thank you, Mr. Chairman.

Before I proceed with my question, I want to make sure that you know that I appreciate your presentation, it
was excellent, and I hope that some of the questions that I pose here is in no disrespect to the presentation you
put before you. But, I want to ensure that there is some consistency with some of the laws that are put in place
with regards to bond borrowing or any tax hikes.

In respect to the Port of Guam’s bond borrowing proposal and you know, there are other proposals that are
before us that relates specifically to the hospital, recently, we just had a discussion about the liquid fuels tax
increase... I don’t know, Mr. Chair has there been any discussion that this may require voter approval?

Chairman Aguon

My understanding in regards to the existing mandate is if in fact there is any general obligation bonds this
would be directly reflective of the revenues generated by the Port Authority of Guam. So, it would be viewed
as an autonomous agency going out into the bond market to borrow and it still would require this
Legislature’s concurrence.

Senator Thomas Morrison

Okay. So, I just wanted to make that clear because we're frying to make sure there is consistency with how we
apply certain laws with regards to... We just went through as a process with the trans bill and there is no
entertainment in regards to voter initiative to adopt or approve that proposal.

I want to assure you, I support the Port's work. It is very important just like with regards to infrastructure of
the Port and upgrades, modernizing the Port. I think it is just as important as upgrading and making sure our
roads are safe and I just want to make sure there is some consistency with how we are applying these types of
proposals. 5o, I'm sorry. You...?

Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam

Well, going back to your point about bonding authority, and we’ll have the minds much greater than mine to
figure it out, but basically the Port is an enabling legislation allows to incur indebtedness for periods not to
exceed ten years and then as you alluded to above and beyond would require your action.

Senator Thomas Morrison
What is the primary source for debt service? I'm sorry.

Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam
The primary source of debt service?

Mzr. Felixberto Alfred Dueifias, Deputy of Administration Finance, Port Authority of Guam
It's the revenues.

Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam
Revenues.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
Revenues collected by the Port.
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Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam
Revenues.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
For the services, we provide.

And I also want to point out Senator, that we are not borrowing to get through from today to tomorrow. We
are borrowing for long term investment, tangible investment and even the existing loans as our Deputy here
has pointed out are all tangible investments; They were the purchase of the cranes, the purchase of the
equipment, the service life extensions projects on our wharfs that were recently complete. These are all long-
term investments that we can touch, see, and feel.

So, you know, this not a fly by night, oh, we need money, let's just go borrow it. I mean, we are borrowing it
because we need to invest in the future. If you choose not to approve this, it is only a matter of time and we
will sit and wait. It is only a matter of time that we going to have major infrastructure problems at the Port,
Golf Pier in particular.

While it is not the largest item, in terms of cost, in terms of significance of repair that needs to be done. If you
don’t do it these structures will continue to deteriorate. The thought that, oh, well why do we need to borrow
money? These are high price tag items on an average day, just like when you want to go in and mortgage the
house.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
most people do not have that kind of money sitting around.

The Port Authority, while we are healthy, we do not have that large amount of money sitting around that we
can just grab to make these types of investments. I mean, right now, fortunately, with our service life extension
project, even though through the most recent diving assessment we had done there are repair that still have to
be made, in addition to the service life extension that we just invested close to 7 million in.

If we didn’t have that, you have a bigger price, the people of Guam have a bigger price tag coming down the
road. Fortunately, it will be after our time, probably, some of your time. But, when those wharfs have to be
replaced, unless we look at alternate technologies that have proven themselves, you may be looking at a 90
million plus repair work for the refurbishment of those wharfs that are going to be absolutely necessary
because there is nowhere else in the region, in the Micronesian region, that we have the type of capability that
we have with our cranes but that is down the road.

If you don’t make the investment now because we think, well this is a luxury... I don’t think there is anything
here that is a luxury item. I think even, for example, the refurbishment of this building that took so many,
many, many, many, many years to do. How much money is spent on lease, for the Guam Legislature, on lease,
because I remember my allotment as a Senator, to get this building refurbished? It's beautiful and I think we
are all here to enjoy it and hopefully, it will be here for many years, but if you don’t make that kind of
investment, we're going to get what we get.

I really don’t understand, while I don’t feel the need for a luxurious work environment, mine is pretty basic, I
don’t see why we think it's acceptable that our people work in unsafe environments.
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Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

I've walked into some of these office spaces and even some of the pace when I first came to the Port. You
know, the location of where our workers work out in the hot sun all day or in the rain sometimes; You know,
they have the oldest table. Every chair doesn’t match because they just get what they can get so they can sit
down. They had a leaking air conditioner in the room and that is where they sit and have their meal, in a
moldy environment. That's not even safe and not one of us, probably, on an average day, would want to sit
down and share bread. So, that to me is not acceptable. I think the time has come, I think our people have
worked hard enough that they deserve a professional environment.

Many years, money was siphoned out of the Port for all kinds of stupid things, quite frankly, and we know it,
we’'ve seen it, we've looked at the headlines over the years, or the stupid contracts that we've seen over the
years and not reinvested. I found it appalling,

After all those years, of the generation of revenue that has been made at the Port, including the heyday of the
fishing of the fishing industry, that that money was not reinvested into the physical infrastructure and if you
don't, these are facilities that require constant repair.

We are in a deteriorating environment - a deteriorating environment- and we see most recent construction of
anything that has metal on it is rusting within a matter of months. So, if we do not invest in that infrastructure
we are going to have bigger problems down the road and to a degree that we're are not able to manage it.
Doing these upgrades and repairs in an organized fashion, in a planned fashion, allows us to continue
operations much more smoothly.

We could have another earthquake and Golf Pier could become dysfunctional. Imagine the impact to the fuel
access here on Guam or how that is going to be narrowed down, assuming all we have if F-1.

What if further impact happens to F-1 as well? We will be disabled in terms of our capabilities, very limited in
terms of our capabilities of bringing fuel not just into Guam but to the region.

So, when you consider the magnitude of the mission that we undertake and that the men and women that are
here undertake every day, this to me is a very responsible proposal and everything were investing, is short of
the actual financing that goes into paying for the process of actually acquiring the bond, is all into tangible
infrastructure that is there to meet our mission.

Senator Thomas Morrisen
A couple more questions, Mr. Chair.

] understand. I watch the whole presentation and I know there is clearly a need. Ijust want to point out that,
you know, and I apologize that I am using this venue or this hearing to look at other proposals before us,
because I just think there are a lot of consistencies as how we are addressing... How we go out with our bond
proposals and tax hikes, you know? There’s a lot of needs in our community, regarding the hospital, the port...

Ms. Joanne M.S, Brown, General Manager, Port Authority of Guam
Sure.

Senator Thomas Morrison
Our roads but some folks feel that some require voter initiative and some don’t require it and going forward
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Senator Thomas Morrison
this Body can go forward in addressing any proposals in the future more consistent. There is clearly needs,
very important needs, everywhere here. Is there a backup source to address the debt service or is just the...?

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

As the Port is a 100%t generating and lives off its revenue, that is the source. It is the revenue that we gain
from the work that we do that will pay, not just for this bond, but just our day to day operations and certainly,
for our employees and other obligations that we need to pay to keep the facility operating.

Senator Thomas Morrison

Ijust wish for some those community advocates that were out here, just recently, pushing, you know, more of
our community to get involved with the process regarding these bond proposals, bond borrowing, to look at
this and to see how these kinds of questions are addressed by these agencies.

Again, there is...to hear that we're going out for 80 million dollars and again, the hospital needs about 125
million, and to adjust a penny to liquid fuel tax, you know, you could see where I am coming from.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

Sure, but Senator, I think all of you, I think all of you, you have far bigger range of responsibility in your
respective positions only. We are in the fortunate or unfortunate position of only being able to advocate for the
Port’s agenda here in terms of the bond borrowing. Its historic, it is the first time, the Port of Guam in our 42-
year history as an autonomous agency, even though the Port has been a lot longer than 1974, but as an
autonomous agency it is almost unheard of.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

If you look at the airport and the progress, you're a little younger than I am, but I remember the days when we
had the old airport and when Governor Bordallo did the first segment of the airport and every thought, God
that's a big white elephant, we’ll never use all of that. And look at the Port - I mean the airport now. Well, we
don’t bring in a million plus people every year, but we bring in the bulk, 95, 36% of the everything that we
touch, eat, feel here on Guam and yet the facilities have not been invested in.

There is almost not a single structure there that has not been paid by the Port Authority of Guam. Think about
it and Senator Aguon, you have a longer history and awareness of the Port -

Chairman Aguon
Yes.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
Than evenI do but -

Chairman Aguon
Senator Brown, with all due respect, if I can interject?

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
Sure.
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Chairman Aguon
You know, the Good Senator is advocating for a proposal that was entertained in a public hearing not too long
ago and I want to make sure we stay focused on the Port discussion today.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
Yes.

Chairman Aguon
So, Senator Morrison, if I could ask, if you could stay in line with the discussion. Thank you.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

No, no problem but I'm just saying if you look at where we're at there is almost no structure, unless somebody
can point out to me something I haven’t seen in the last five years, that the Port Authority of Guam has
actually paid for.

All the existing warehouses were built in the 1960s. The admin building was built in the 1960’s. The Port
command center, the newer building, the most recent building that we have, prior to the modernization, was
paid for by the Federal Governiment. The expanded yard and the upgrades of modernization have been paid
for by the Federal Government.

So, when you look at the physical structure, I mean, we did the service life extension but we didn't build the
wharfs, so, this to me is fairly significant but, you know, it is also a sign of maturity, that the Portisin a
position financially, we are now entering what, our sixth year of a clean audit.

We're a low risk auditee. We are one of the few Government agencies toward our Government of Guam that

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

has that financial position that we are in right now and it’s probably the prime time for the Port Authority to
move forward with this proposal. We probably could not have done this a few years ago, but I think that we
are very well aligned at this time and place to pursue this financial obligation that I think will bring many
years of benefit and an upgraded operation fo the people of Guam and the region.

That is what you get in return for your hopeful, favorable vote on this bill.

Senator Thomas Morrison
Thank you, thank you Senator.

I want to thank Mr. Chairman. I don’t... No disrespect to the process. I just want to ensure. We've got a lot of
other proposals similar in regards to borrowing and tax hikes.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
But I hope it doesn’t bias your vote on the Port Authority’s bond bill

Senator Thomas Morrison
It has been an interesting time for us and it’s all coming at the same time, so, but I want to assure you that we
support the Port and what you are attempting to do here,
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Senator Thomas Morrison

Again, I do like the previous PUC process and how they can make the adjustments, hikes up or down. We
have to accept it or not and go with it and something, maybe, I might look at as a mechanism or model going
forward for other proposals so that the legislature might not have to involve themselves with proposals or
putting a voter inijtiative out there before the people.

Thank you.

Chairman Aguon
Thank you very much, Senator Morrison. Senator Torres?

Senator Mary Camacho Torres
Thank you, Mr. Chair.

Mr. Duefias, in your second slide you mentioned that there is a principal amount not to exceed 80 million
dollars. Now, does this...will this amount bring the Port to the debt-ceiling ratio in a Public Law...I think it's 30-
57?

Mr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
Yes, that situation was tackled by our bond consultant and the legal individuals that are advising us on the
bond.

Senator Mary Camacho Torres
Okay and so, what we are essentially looking at is a borrowing capacity that will lock the Port in for about 30
years.

So, once we accomplish these proposed projects, Capital Improvement Projects, that is as far as the Port will
go, correct?

Mz, Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
The next time that we would be coming in with our long-term funding financing, probably when the time
comes that we have to redo the entire Wharf.

Senator Mary Camacho Torres

Then I noticed, also, that when speaking of the Wharfs and I think the General Manager also talked about E-1
in your response to Senator Morrison. You mentioned...you have here Golf Pier repairs but I don’t see F-1,
which you brought up. Is F-1 not on the radar for the repairs as well?

Mr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
F-1 is being handled by our own revenue source and with the tenant of F-1.

Senator Mary Camacho Torres
Okay, so it is a project the is being funded presently with your revenues.

Mr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
Right. Through our earnings.
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Senator Mary Camacho Torres
And then, in your slides you mentioned, too, that the tariffs that were approved by the PUC over a five-year
course, right? 7% over the first two years and then 1% the remaining three years.

My recollection was that that was to address cash shortages, annual cash shortages at the Port but the
presentation states that was your mark for CIPs and possible repayment of existing loans. So, will the majority
of the tariff increases pay for these CIPs or is the repayment of that going to be a separate increase in fees to the
users of the Port?

Mr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
Well, since I first came into the Port, like a year and a half ago, we've never experienced any sort of cash
shortage whatsoever.

Senator Mary Camacho Torres
Okay, so this is...

Mr. Felixberto Alfred Dueiias, Deputy of Administration Finance, Port Authority of Guam
We have adequate reserves.

Senator Mary Camacho Tozres
This is for CIPs.

Mt. Glenn Nelson, Commercial Manager, Port Authority of Guam

But, it’s to also understand that our Five-Year Petition, again our Five-Year Petition, that was filed with PUC
was a result of an order. They told us to file this five, that has since changed. It has evolved to meet the change
in times as well as needs, Ma’am.

And so, our original five year, although submitted, wasn’t approved we had to resubmit another five year and
in doing so the associated plan and the *inaudible* and the PUC, their job is to make sure that the rates are just

Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam
and reasonable as well as to ensure that we operate with a certain level of profitability. And I believe what
they determine was that the appropriate IRR is around 12 to 18%.

But, it is basically, going to Senator Morrison’s concern, we can’t compete with GVB, the hospital and all the
others but what we can do is sit here and say we are, basically, trying to be responsible in saying, we have the
capacity to achieve or to get this debt and the ability to pay.

Senator Mary Camacho Torres
So, F-1, I understand. Now, how does that...is that a similar situation with the cranes because in looking at this
proposed bond borrowing, you lock your hands for 30 years.

Now, F-1 you addressed as being...there is another repair and financing scheme for that, for F-1, but what
about the cranes because we understand that life of the cranes, even with the maintenance and the corrosion
control will only take the cranes so far, right, probably only to the life of that indebtedness.

So, I recall, as it was being...as the acquisition of those cranes were being negotiated, there was also discussion
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Senator Mary Camacho Torres
about setting aside or having a replacement plan, is that separate and apart from this and how will the Port
address that if within the 30 years we're up to where we actually have to replace those gantries?

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

In the proposal, you already see that there is a request of 8 million dollars to add on to, what I believe to be
accumulated now, give or take a little over, 5 million, in the reserves for the cranes to purchase and replace
Gantry 3.

Senator Mary Camacho Torres
Three, right.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

I’'m not at the position, and I would like to think that we are locking up everything for 30 years, I think anyone
who sat in these seats here know that the world is ailways evolving and Guam will evolve and the Port
Authority will evolve and there will be changes that will happen in the future.

So, I don't look at it as a one all, end all, that if we pursue this bond now that it will mean that the Port
Authority will never be able to borrow money for the next 30 years to address infrastructure updates and
improvements that will be needed or maintenance and repair that will be needed.

So, in terms of the cranes right now we are initiating that process. More than likely, when we do procure the
crane to replace Gantry 3, it will be a more modern crane, more than likely, an electric crane, as we move
toward being more environmentally friendly and compatible. I don’t think it will reduce the opportunity, nor
does it change the requirement, of continuing to place money in that fund.

So, even though, if extract the addition 5 million now and add, give or take, whatever the new crane is going to
cost, that revenue stream will still continue to go into that account. There is no action that’s been taken by the
PUC to change that.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
And at the time, where are we going to be fifteen, twenty years from now? A lot of factors can change. If we
continued growth, we will have continued increase in income. If we have decrease, we have decreases.

Senator Mary Camacho Torres
Right, but it's reasonable to what a ceiling, a maximum ceiling is and -

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
If that were the case then -

Senator Mary Camacho Torres
That was the angle of my question -

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
If that were... I understand -
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Senator Mary Camacho
Specific to a ceiling -

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
Yeah, I understand and I don’t want to talk over you but if -

Senator Mary Camacho Torres
But then, you obviously are.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

But if that were the case no one would borrow money for anything, even the Guam Legislature, if you look at
the ceiling for what has been bought, what has been authorized. Of course, I understand the concern but at the
same time, we are a situation now, if we don’t address it, if we don’t address these issues of maintenance, if we
don’t progress and plan ahead and do these projects in an organized fashion and do these repair and upgrades
that are needed to the Port facility this problem will be worse.

I don’t see any reason why not. I think the Port has demonstrated its financial responsibility, We've been
audited. We've got our house in order and I think it’'s a house that hasn’t been in order for a long time but we
have gotten it. This moment here has been in preparation for many, many, many years. If you don’t fund it,
then the situation, these resources will deteriorate,

So, that is the choice you need to make, Senator Camacho. If you want to support us in addressing these
tangible repairs, we welcome it. We'd be shocked if you did support us because it would probably be the first
time since you've assumed your position...

Senator James V. Espaldon
Mr. Chairman.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
But we would welcome it. We would welcome it if you would do that.

Senator Mary Camacho Torres
Oh, my goodness. Mr. Chairman...

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
We would welcome it -

Senator James V. Espaldon
Mr. Chairman, please.

Senator Mary Camacho Torres
Mr. Chairman, I asked a basic question.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
And Senator, I am giving you -
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Senator Mary Camacho Torres
Which I think is a legitimate question.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
The basic answer. You can take it, dont take it, it is up to you but I am saying these are critical investments
that need to be made.

Senator Mary Camacho Torres
Understood.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
They’ve not been made for many years.

Chairman Aguon
Okay...

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
They have not been made for many years and they absolutely needed.

Chairman Aguon
I'm sorry, Senator Brown. The Good Senator still has the floor please.

Senator Mary Camacho Torres
May I? I just had one other question.

With regard to repayment of the loan, there is no issue with prepayment of the loans right, in terms of
prepayment penalties or if any of these loans are prohibited from being pre-paid with revenue bonds, there is
no issue with that is there?

Mr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
For the three loans that we have listed, there is no prepayment penalty.
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Okay, alright.

Mr. Felixberto Alfred Dueifias, Deputy of Administration Finance, Port Authority of Guam
It's pretty much balanced plus interest to date.

Senator Mary Camacho Torres
Okay, thank you. I just had some questions.

Mr. Felixberto Alfred Dueiias, Deputy of Administration Finance, Port Authority of Guam
But Senator Torres, to get back to your issue with the cranes. Slater Nakamura and the Port Consultants at the
Port Authority of Guam did address the crane replacement separate from the tariff increase.
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Senator Mary Camacho Torres
Okay.

Mr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
So, it is included in the report that was submitted by Slater to the administrative law judge. Our poll of four,
five, and six do have a replacement date identified as 2025 and 2028. Replacement cost has been identified.

Pretty much the replacement of those cranes will be a combination of the continuing surcharge plus a possible
bond financing at that point in time. We are looking at 2025 and 2028. In the meantime, the surcharge will
continue to accumulate.

Senator Mary Camacho Torres
Thank you, Mr. Duenas. That's a... I appreciate your professional manner of addressing a very reasonable
question. Thank you.

Chairman Aguon
Thank you very much, Senator Torres. Senator Espaldon?

Senator James V. Espaldon

Thank you, Mr. Chair. Several issues have come up, just in this discussion, and I just want to state, generally, I
have always stated, that I don’t mind bond borrowing if it is going to Capital Improvement Projects and this is
exactly what this is and so I take great interest. We are not borrowing for not borrowing for operations, we're
not borrowing for work, we are borrowing for borrowing for capital improvements.

The other thing that I want to say is, at least make sure we, up here, and colleagues who might be in their
offices watching, that in terms of this bond borrowing this is, basically, more of a revenue bond than itis a
general obligation bond.

By law, the general obligation bond does need to go through a certain process whereas this one, because you
are an autonomous agency and the funding source will be internal, basically from the revenues that you
generate, this is a separate type of bond borrowing than a general obligation bond borrowing, is that...can I get
an Amen on that?

Just to make sure we all understand, not all bond borrowing is that same and this is a different kind of bond
borrowing because it operates from revenue or it is being paid for revenues as opposed to the general
obligation of the government. I just want to, again, state that for the record so that, again, we do have some
new members in here who may be watching from their offices, make sure they understand. It is a learning
process for all of us. I'm still in the process even after X amount of terms, still in the process of learning these
types of things.

Alot of the areas have been covered, a lot of the questions have been asked. I do want to ask, and again, going
down these lines, I understand the projects you have on the presentation, I guess what I need to ask is that, the
Hotel Wharf, right, are there any plans to develop that further? I mean, I know it is not a part of this
presentation. It is not part of the projects that are being listed right now, but going forward? Is there any plans
on the table right now that you're looking at?
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Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
Well, in terms of Hotel Wharf, we actually have to refurbish the facility. Currently, it is not functional. It is not
permitted by the U.S. Coast Guard.

Occasionally, we might have a barge that is birthed there but there is no transaction of cargo that can occur at
that Wharf at this time. It is not structurally sound and has not been for some time. Once the facility is
refurbished, it will return to a multiuse facility. We have ROW ROW vessels that come in, they can discharge
at Hotel Wharf. We have cruise ships that come in, they can discharge their passengers at Hotel Wharf. If we
have vessels that have their own cranes on board, they can discharge cargo at Hotel Wharf.

Senator James V. Espaldon
But, I am sorry to interrupt, but is there a reason why is it not part of the improvement plan right now?

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
Well, we presented in a slide, up to 14 million of the bond will be used to meet the matching requirement of
the...

Senator James V. Espaldon
Of the TIGER Grant...

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
For the TIGER Grant.

Senator James V. Espaldon
Okay.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
So, combined, and again, these are estimated until the actual bids are executed, but it's to be around that cost
to actually refurbish that facility.

Senator James V. Espaldon
Okay. I appreciate that.

Ms. Dorothy Harris, Chief Planner, Port Authority of Guam
If I may, Senator?

Senator James V. Espaldon
Yes, please do.

Ms. Dorothy Harris, Chief Planner, Port Authority of Guam
The renovation project actually includes an increase in the footprint.

Senator James V. Espaldon
Okay.

Ms. Dorothy Harris, Chief Planner, Port Authority of Guam
We...It would increase the footprint within the water by approximately 2,100 Sq. Ft., so it would be an
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Ms. Dorothy Harris, Chief Planner, Port Authority of Guam
expansjon of the existing facility as well,

Senator James V. Espaldon
I'm sorry I did not hear that number, By how many?

Ms. Dorothy Harris, Chief Planner, Port Authority of Guam
2,100 Sq. ft....

Senator James V., Espaldon
That's all?

Ms. Dorothy Harris, Chief Planner, Port Authority of Guam
Of the wharf within the water...

Senator James V. Espaldon
Oh, within the water.

Ms. Dorothy Harris, Chief Planner, Port Authority of Guam
In addition to what is already existing. So, we're expanding the facility...

Senator James V. Espaldon
Okay, so expanding it out.

Ms. Dorothy Harris, Chief Planner, Port Authority of Guam
In addition to refurbishing it...

Senator James V. Espaldon
Okay.

Ms. Dorothy Harris, Chief Planner, Port Authority of Guam
As well as the backland, itself. We are going to be putting asphalt making that...making the backlands a more
useable storage and other purposes.

The additional structural components will include morning bollards on the Wharf, two morning bollards on
the roadways, east and west areas of the wharf. It will be a substantial upgrade to what we have now.

Senator James V. Espaldon
Yeah, okay, again, Ijust....

Ms. Dorothy Harris, Chief Planner, Port Authority of Guam
A bit more than just a renovation to it now.

Senator James V. Espaldon
Okay. I just didn’t visually see it on this presentation so I wanted to ask.

But going back to the second page, again, under the purpose for this, the first point to fund CIPs and possible
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Senator James V. Espaldon
refinancing of Product Pair Loans. Why is it possible refinancing as opposed to say we are going to refinance?

Mr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam

When we first put the package together, we were not too familiar with the process and we used the possible.
We were looking at, potentially, at that point in time, having them subordinate the debt but as we moved
along with the bond counsel, it would have to be refinanced so the assets and the revenue would be free and
clear from encumbrances so that the bond holders would have comfort that they are first in mind for the
subordinate to the existing loans

Senator James V. Espaldon
Right but, I mean, if there is that determination by the Port that you will refinance this, I mean, 1 would
imagine that refinancing will place the bond holders in the first priority position.

Mr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
When we present our bond legislation, that information will be addressed at that point.

Senator James V, Espaldon
Okay, so I can just remove the word possible...

Mr. Felixberto Alfred Duerias, Deputy of Administration Finance, Port Authority of Guam
Right.

Senator James V. Espaldon
...Is what you're saying?

Mr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
Yes, Sir.

Senator James V. Espaldon
Alright, good enough.

And the other point on....

Mr, Glenn Nelson, Commercial Manager, Port Authority of Guam
I'm sorry, Senator. That actually goes along with my point, Senator Torres, in that our initial tariff position has
evolved. It's changed over time.

Initially, it was contemplated that we have the four standing loans and that we get the bond, basically a total of
five, as we moved forward we got smarter and basically, looked at the options; To go through the bond,

Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam

exercise as well as consolidate... Refine and that is where the evolution of that tariff had taken place. But the
bond legislation, as we hope to have introduced, and your support does address the issue as Mr. Dueifias has
stated.

Senator James V. Espaldon
Okay and I do appreciate it because I know, even back when I was oversight of the Port... Bottom-line, what
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Senator James V, Espaldon
you said, General Manager, is that the, you know, this is a process that has been in the works and it is coming
to a head. 5o, you know, I understand.

The other point though, that I need to ask about is you have a 7% per annum on the bond borrowing. I mean,
why are we such at a high threshold when we know that we’ve gone to the bond market and gotten much
lower? Why are we kind of hedging on the high side as opposed to kind of taken because in all legislations
we've come in at 6% and by the time, you know, it goes to market, with the help of GEDA and all they've
done, have come in much lower than 6% and yet in this presentation we are hedging it at 7.

Mr. Felixberto Alfred Dueiias, Deputy of Administration Finance, Port Authority of Guam

The bond counsel and the other professionals recommended that seven be the maximum. When we did the
proposal for the debt payment and everything else, it was estimated that we would be going to market at
about 5.8% with a triple B minus rating.

Senator James V. Espaldon
Is that where you stand right now?

Mr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
That’s what we're basing our projections and actions on.

Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam

The madness that is a bond market. But basically, what we are dealing with is a situation where we are trying
to determine or speculate what the interest rate maybe for an issuance that we have yet to get your approval
on. So, with that mind set, that 7% is a threshold that do not, will not exceed, however, we do anticipate and
hope for the lowest interest possible...

Senator James V. Espaldon
Right, and I would imagine that would be the objective?

Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam
As the market would bear, yes.

Senator James V. Espalden

Right and I guess that will, depending upon what that interest rate will be, will determine whether you will be
able to refinance existing loans because you are making the presentation that it will be at least 2% less, if you
do go refinancing. Can I ask what the refinancing is, what the interest rate is on some of those loans that we
have at ANZ, Bank of Guam, and USDA?

Mzr. Glenn Nelson, Commercial Manager, Port Authority of Guam
The refund savings?

Senator James V. Espaldon
I'm sorry?
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Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam
I'm sorry. Are you asking about the savings to be realized after the refinancing?

Senator James V., Espaldon
No, I am just asking what the interest rates are right now on the existing loans...

Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam
Oh, okay.

Senator James V. Espaldon
...you know, because again, refinancing will depend on a 2%...

Mr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
On the equipment loan at the ANZ that's at 6.22, the crane loan is at 6.03 and the Bank of Guam SLE is spread
between 3.94 and 4.14.,

Senator James V. Espaldon

Oh, okay. So, actually, refinancing of those loans may not, really... Especially a Bank of Guam loan, be
practical, if you get interests rates above that rate which seems to be a very low rate. Is that a variable rate or is
that on the Bank of Guam loan?

Mr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
I believe those are simple fixed.

Senator James V. Espaldon
Oh.

Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam

Then the models that have actually been run, although they are just working models, I understand... That
those three models that Mr. Duefias had stated, these savings had been realized. Above 2% and as high as
eleven.

So, if that is information that has to be provided - and I'm sure it's to accompany the introduction of the
legislation come that point but for the most part, we do have information - or worksheets, that basically
identify the savings to be realized upon refine.

Senator James V, Espaldon
Okay, good enough.

Just a few more, Mr. Chair. Let me see, I have bunch listed, I should have scratched them off.

I just wanted to ask, and I think I know answer but I'll ask anyway, on the variable tariffs we have seven,
severn, one, one, one percent. I mean, the question was, it’s a silly question in my mind but I am going to ask it,
right? Why is it called a Variable Tariff? Is it because it varies from 7% to 1%? Just wanted to make sure, I
mean you know, I didn’t want to assume.
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Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

Also, the hope that, if the military buildup were to actually get off the ground and fly, that each year, that is
why it would reduce to 1%, that we would have enough revenue coming in to just accommodate a 1% increase
during those remaining three years of the five-year tariff,

Senator James V. Espaldon

Okay. Now, if and when, and hopefully when, right, that we do see an increase in military activity as more
money is being authorized and more labor is being available for this build up to happen, have you taken into
consideration of maybe, we'll see a lot more revenue, I would imagine, and that revenue would then be, as
opposed to accumulating in a bank account, are there thoughts of perhaps maybe accelerating the payment of
this borrowing?

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

That is an option that could be looked at to accelerate the payment or it might be put in place address other
infrastructure maintenance that may be needed. At the end of the day, we would still have on a regular basis,
to update and present to the PUC and they also have the authority and option, for example, if they see the
revenue coming in at a higher level than anticipated, maybe even reducing the rate.

Senator James V, Espaldon
Well, I hope that's going to be the case.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

So those are options as we move forward depending on the level of activity, the level of maybe additional
revenue coming into the Port. They will examine that again. It is not like they have approved it and then we'll
see in you in five years. I mean, just by virtue of the fact that they are requiring these financial updates and
deadlines for that as we go along, they will continue to monitor our progress, our revenue, our ability to pay
the debt that that we are undertaking, or hopefully undertaking assuming the legislature approves the bond
legislation.

Senator James V. Espaldon
Alright.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
So, that window is always open for them to step in any time.

Senator James V. Espaldon

I appreciate at. The other question, and again, may be related, may be not related, but I know back in the day
we were talking about the necessity or perhaps the possible necessity to do some dredging. Now, is that still
on the plate, only because we were talking about the military buildup, we are talking about bigger vessels and
we need more depth down there, is that still...

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

Right now, that is not really contemplated in terms of the work that we will be doing for the Port. As our Chief
Planner relayed, we are going to be expanding the footprint into the water a bit for Hotel Wharf and that is to
accommodate additional depth. I believe, right now, it is about 27 ft. that will bring that dalmay up to maybe
another four feet that can be added in terms of depth.
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Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

But in terms of the volume coming into Guam, while we have these major vessels, that’s been the trend in the
world to get these much larger vessels, the demand for cargo and the size of our population and even within
the region that breaks down even further, I mean, you've got to ask yourself, is there ever really going to be a
need to accommodate vessels of that nature?

The military, itself, it you have been to Naval Station, they have done the largest upgrade in place for their
piers since World War II and you know, our 50 million for merit and DOD pales, pales into comparison to the
hundreds of millions of dollars that the Navy has spent on their infrastructure, their piers to accommodate
their operations, all the way down to the thickness of the concrete dependent on the purpose of what is going
to brought in at that pier, what military equipment is going to be brought in. They’ve done a wonderful job.

Senator James V. Espaldon
Right.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
I hope, in the future, we are able to have a system in place, as they do, when the existing wharfs get
refurbished

Senator James V. Espaldon
So, the answer’s no?

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
For us, no, not at this time. We don't see...

Senator James V. Espaldon
Alright.

Ms, Joanne M.S. Brown, General Manager, Port Authority of Guam

The need in the near future for that and also, for our carriers, I mean, at the end of the day, it comes down to
dollars and cents for them as well. They have to have the volumes and the demand for it to want to
accommodate larger vessels that are more expensive to operate as well.

Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam

Yes. And Senator, I appreciate the question, and perfect response from Senator Brown, but this is where it

~ gets...you know, things are so dynamic at the Port that it is to also realize that as we pursue this path to get H
Wharf- Hotel Wharf operational, it is also of the mind that come some time, ten, fifteen years, I will still be at
that Port, that we're going to need this additional space, that operational waterfront to support repairs that
may be needed to F-5.

As we all know, F-5 is a suspended apron construct done in the late- I'm sorry, early two 2000s, it was
completed.

Quick history, in the great quake of “93, F-5 collapsed. They completed the repair but rather than do it common
to preexisting, they made it a suspended dolphin. That suspended dolphin, that is where we went through the
exercise of DSLE, served only to extend the service life extension of the pier, F-5.
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Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam
One thing you will have when Hotel Wharf is completed is the additional space and capacity to support cargo
operations as we, if need does arise to repair or replace F5.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

Then also for the military, I mean, at the back, at the end of the day, and you know that with some familiarity
with that, Mr. Chairman, they also will need an alternate location in the event that there is anything that
impacts their wharfs on the Navy side.

And it is not said publicly, but unofficially, Hotel Wharf would be a tremendous asset, that is why, at the end
of the day, while we don’t know what happened in the discussions in the back rooms, when you consider
TIGER Grant, we are only one of six Ports in the entire nation last year, out of 66 million dollars that was
awarded to Ports, fo receive the ten-million-dollar TIGER Grant. I am sure, at the end of the day, they have
invested interest in seeing Hotel Wharf operational as an alternate Port should they ever need it for whatever
reason.

Senator James V. Espaldon

I appreciate that. Alright. Final question is, and, you know, it's more of a broader question because it impacts a
lot of areas even good colleague, Senator Morrison, was talking about, but in terms of the economic impact
increases that are going to take place, can you kind of generalize for us what you anticipate or what has been
studied and what are we looking and the reason it is important to bring up, at least I believe, because if we
take a look at that, that's one impact, if we go down the road to a bill that increase the liquid fuels that has an
impact.

If we at look the proposal to increase gross receipts and what not, that has an economic impact, so the
economic impact that this bond borrowing will have on the island is only small piece of a lot of other moving
pieces within our island and to be able to understand that you know and to take that into totality, I think it is
important for us to know,

Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam

Senator, appreciate the question, but please the port professionals that actually sit before you today are not
immuned to the impacts associated to the increases that may result from this bond exercise. And the PUC has
and Mr. Duefias has basically provided the history and the time line. The PUC is charged in overseeing our
rate making ability actually went through that entire exercise.

Senator James V. Espaldon
And, I appreciate it, and the only question is

Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam
SPAM...

Senator James V., Espaldon
You can tell us...

Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam
SPAM...
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Senator James V. Espaldon
You know in a very general in summarize to us... I'd be happy.

Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam

Okay, here we go... SPAM you are looking at .006 cents per can of spam. I'm sorry that is for a drink as well as
spam. A lettuce head .0016, a bag of rice 20Ibs, very important, .0128 a penny and lumber .0082 which is mere
fraction of a penny.

I liken these things like when we went through the revisit of the liquid fuels of 2-point rates is that the actual
impact associated with the rate increase that was determined could be seen on the stations marquis in the....
You ever noticed the station marquis 3.87 small nine. That's where the port increases... Actually, affect the
pricing at point of sale.

Senator James V. Espaldon
And again... Ineeded to hear it because there are a lot of people out there who need to hear it right?

To make sure, there’s a big audience out there and even I'm even surprised on how many people have
watched it or streamed it or whatever and opposed to them attacking it based upon its going to raise it you
know raising it five dollars a can of spam, again I needed to hear it from you, you know and that is only one
piece of the puzzle, like I said once you add in any other increases that may be coming down the road whether
it be for the hospital or for the roads or what not.

We need to take a look at it and ask the same questions about all those borrowings and so that when you add
all those numbers up what reaily would be the ultimate effect on what in this case we used the can of spam or
you know a bag of rice or some lumber and that will actually allow us to make a better argument to the public
of why this is necessary and it may increase it a little bit, but not to the effect where everybody is yelling about.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

Senator, short of a major catastrophe that may be beyond our collective abilities I mean when F-5 collapsed
even though that is the newest wharf, we’ve had to reinvest 7 million dollars even though I think the old fill
process worked a lot better, but different decisions were made at the time. All1 can say is one way or the other,
there will be the cost whether we address this bond bill or not.

If we don’t maintain which again the government in general get an awful lot of criticism. You know we build,
we love the ribbon cutting, it's the maintenance that we fall short on and in our operations because we do have
to move things every single day it's necessary that we address the maintenance of this infrastructure. It is
necessary we build new infrastructure and we make that long-time investment for the port. If we don’t these
facilities will continue to deteriorate, they become liabilities to the port.

The fact that our maintenance employees have to worry about chunks of concrete falling on their head from
you know another twenty, fifteen feet above them, that is not the kind of work environment our people should
be subjected to.

It's going to cost either way, either we make planned investments we can control and manage and progress
and have the upgraded facilities that we need to accommodate the demand of our commumity and move cargo
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Ms, Joanne M.S. Brown, General Manager, Port Authority of Guam
as quickly as our community would like us to see including our customer base that wants things faster and
sooner.

If we don’t make that, the resources are going to continue to deteriorate we are going to end up potential, and
it is so far fetch chaotic situations, that we may not have the ready ability to manage or correct.

So, at the end of the day, as you say, we have too as you say you have to weigh all of that, our public has to
weigh all of that. I rather have organized growth and ensure that we have the capabilities of the port to fully
deliver the and accommodate the demands of this community.

The consequences are not acceptable, if we're not able to bring in the cargo that we need that provided the
support to this community... that is not a desirable option.

Senator James V. Espaldon

And I understand, I really do and I appreciate you know again. This has been years in the making and I think
that the point has been made this is not an overnight sensation and we are not talking about operations, we are
talking about hardening the facility that brings in 95% of all goods that come into the island, so I believe we
can appreciate that point.

Thank you, Mr. Chairman.

Chairman Aguon
Thank you very much Senator Espaldon, thank you Senator Brown.

Vice Speaker Terlaje, I understand you have a fall out question.

Vice Speaker, Therese M. Terlaje
Yes... just... has the port not been implementing any salaries increases since the new tariffs or the new rates
have been approved?

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
Actually, they just approved them a few months ago and they went in place on June 1st.

Vice Speaker, Therese M. Terlaje
June 1.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
We have not added anything since then

Vice Speaker, Therese M. Terlaje
Do you intend to then? I wasn’t clear from your...

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
In terms to ensuring as I mentioned earlier, the decision that was made back in 2008 to bring back the Port
Authority of Guam to the fiftieth percentile. The final implementation of that to bring the salarjes to scale will
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Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

be implemented in 20- by 2019. So, what our employees have received are incremental increases leading
toward ultimately 2019 they weren’t all given one single increase all at one time to bring it to the fiftieth
percentile of 2008. That will happen is 2019 and as I mention since 2008, today, we are only in the twenty-five
percentiles nationwide of compensation scale.

Vice Speaker, Therese M. Terlaje
So... The new... The next increment is in?

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
It will be completed by this year 2018-2019 by two years from now. I guess 2019.

Vice Speaker, Therese M. Terlaje
Completed, but when is the next increment? Is it ever year? Or what is it? Because I just want to know if you
are using these new Tariffs towards -

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
It is spread out, it is spread out over that period of time [ believe last year when we implemented the first
portion of improvement, structural adjustment last year.

Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam
Structural adjustment.

Vice Speaker, Therese M. Terlaje
So regardless...

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
Last year, and it will be completed in 2019. To bring the salary level to 2008.

Vice Speaker, Therese M. Terlaje
So regardless of the borrowing the new tariffs will be used for those salary adjustments that was...

Mr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam

No ma’am... Vice Speaker Terlaje, when we went to 2015 for our initial 7%, the salary adjustments were
factored in that 7% tariff. The amount of to be dedicated from this new tariff would be a minimal again Slater
Nakamura and PB and the Port they did the exercise and the amount we are paying for salaries and
everything else is not just the salaries of the employees, we also pay for the quota for our retires. We also pay
for the health and dental benefits of our retires, that’s part of the total salary cost for the Port.

Vice Speaker, Therese M. Terlaje
Yes... So, but how are you paying

Mr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
The other thing that the refires

Vice Speaker, Therese M. Terlaje
I'just want to see if it is going to be paid from the increase in tariff as it was purposed to the PUC.
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Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam
Senator -

Vice Speaker, Therese M. Terlaje
If that's already being done?

Mr. Felixberto Alfred Dueifias, Deputy of Administration Finance, Port Authority of Guam
No... it has already been factored in the first 7% of 2015.

Vice Speaker, Therese M. Terlaje
Yes...

Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam
Salaries, is a part of the OMN at the port and it was considered at the point of the modeling

Vice Speaker, Therese M. Terlaje
Okay...

Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam
But it is to also... I got to say this you are dealing with again, I hope it's not received wrong. We are dealing
with salaries, it is a touchy subject.

Vice Speaker, Therese M. Terlaje
I'm not debating the-

Mr. Glenn Nelson, Commercial Manager, Port Authority of Guam
The Port compensation -

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
Right.

Vice Speaker, Therese M. Terlaje
Not able to do, under, even with the tariff increases, except by borrowing. I guess it’s preferable to do it all at
once. To borrow and get it all done right away.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

You notice in our borrowing history, I mean just for example. To purchase the additional equipment at 2
million dollars with the USDA loan with the remainder of the loan money that was provided by the Cranes, I
believe that total was up to 14 million. So, we had a 2-million-dollar reserve.

I mean for things you know, you're talking -

Vice Speaker, Therese M. Terlaje
Yes.
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Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
a few million dollars and up- yes, as most cases as a 10-million-dollar service life extension, we’ve had to
finance those projects -

Vice Speaker, Therese M., Terlaje
Right.

Ms, Joanne M.S. Brown, General Manager, Port Authority of Guam
In order to execute them.

Vice Speaker, Therese M. Terlaje
You're going to get 2 million dollars in well... in 2018, 2017’s left because it's only half a left, right? But...
Alright.

Vice Speaker, Therese M. Terlaje
Now, I guess I just wanted to know. Is there any money being budgeted in your current, you're prior to June 1
operations that went towards any of these projects or that was budgeted for any of these projects for 2017?

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

We anticipated always that the items that you have that Senator Espaldon mentioned, this has been something
in the making for some time. These are major undertakings and we had always anticipated in moving forward
that we would have to borrow to address the levels of either repairs that need to be made or in the case of a
new administration building to construct a facility to meet and essentially cap what has been the single largest
upgrade and improvement over the last four years or five years.

That's been made in 50 years altogether, I don’t know too many other Government operations, I'm not as
familiar with every one of them, but for a facility that provides a service that we do to the people of Guam and
there’s a 50-year gap of major infrastructure investment and yet we're still able... We mandated Iong enough, I
think the time has come that we need to have a modern facility -

Vice Speaker, Therese M. Terlaje
I think that, no one is -

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
That will meet our demands.

Vice Speaker, Therese M. Terlaje
No one disagrees with a modern facility. No one disagrees with improving the safety of the Port or anything
50, it's not that.

We are all asking questions because we also have to go out there and justify for the public. It's kind of an
interesting situation. The rates have already been increased so, we're really not technically the ones that are
approving the rates. Those have been approved by the PUC. You have your increase rates effective June 1. So,
the arguments that the Chamber of Commerce made, that how this would impact consumer costs, the
arguments that other people in the public made against the tariff increases ... It was the findings by the PUC
that these would have a marginal impact on consumer prices as Mr. Nelson pointed out, those were the
examples that they used.
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Vice Speaker, Therese M. Terlaje

So, I can’t question the PUC’s analysis on the cost impacts and I'm not going to question the PUC’s analysis, I
know that they must have done diligent work looking at the master plan and everything that these projects
were needed or they would not have agreed to increasing tariffs for these projects that were also listed in the
tariff requests.

But yeah. It’s just... Yeah, I just wanted to point out that every day we make choices as to -

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
Sure.

Vice Speaker, Therese M. Terlaje

Which projects we're going to maintain in our government and you do... You have been doing that. It's just
that these projects, you were not able to maintain under your current revenue. It's only under this new
revenue with the tariff increase, that we are able to take of these projects.

So, L just think that it's very, very, fair to ask questions -

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam
Sure.

Vice Speaker, Therese M. Terlaje
And make sure that the public is very clear and it feels like we've done our diligence. That... When we
approve a bond, you know, that we know ultimately, where this is going to be paid from. That's all.

I thank all of you for being here, for your input into this and for your work at the Port. Thank you.

Ms. Joanne M.S. Brown, General Manager, Port Authority of Guam

Senator, Ijust want to add. I mean, we're in a position and the only position we can be is to advocate for the
Port’s agenda. I understand. I am a six-term veteran of the Guam Legislature. I understand and empathize
with where your challenges are in frying to explain or get the support of the constituency out there to say, this
is something we support. Nobody wants a rate increase.

But at the end of the day, we all inherit and have to pay for these rate increases and I can appreciate that. But
at the end of the day, all I can relay is, if we don’t do an organized, planned, maintenance upgrade,
improvement to the Port of Guam, we will be paying anyway.

That process, when and if it happens, if we don’t address especially in the case of the desperate repairs that are
needed, are we maybe ending up paying more money in what may be, a very chaotic situation.

So, we are trying to move in an organized fashion, a planned fashion that has taken many, many, years to
come into place to address what we see as critical infrastructure. Yes, for the money that's borrowed for the
bond itself, aside from the financing of the bond that will come out of that, everything else out of that bond, is
being invested into tangible infrastructure that we hope will be there for many, many, years into the future
servicing our people.
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Chairman Aguon
Thank you very much, Senator Brown and Vice-Speaker Terlaje.

Just something to note, this is an informational hearing. It so allowed the community to get a good
understanding about what the impending proposal is. It's going to entail, once it's presented to this body.

So, I wanted to ensure that no only the members of the Legislature, but also the public have an opportunity to
be able to understand what proposal will be forthcoming and at that time, all of these specifics. In terms of the
60 million annualized debt service, the 70 million dollars projected annualized debt service; if in fact, the
borrowing is up to that capacity, the refinancing of all these loans, those specifics will be asked at the
appropriate time.

So, in terms of the questions, Madam Vice Speaker, I think it's very appropriate to ask these questions in this
point of time with the understanding that we will continue to delve into even more specifics when the
proposal is before this Body.

So, Senator Espaldon? I understand that you have a follow-up question?

Senator James V., Espaldon

Yes, thank you, Mr. Chairman. Thank you, for that piece of information because yes, this is an informational
hearing. I... You know, just to clarify Mr. Chair, that once a bill is forthcoming to perhaps approve, then there
will be a public hearing on that as well and we’ll be able to ask again more detailed questions.

But, since we are here: Getting back to that 60, 70, and 80 million dollar borrowing... Why is it contemplated
that way? I mean, you know, why isn’t it just a straight figure of, we need 70, that's what it's going to be,
opposed, well, there’s a possibility of 60, there’s a possibility it might be 70 and there’s a possibility it might be
80.

Mr. Duefias?

Mz, Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam

As we progress in our bond financing road, we want to have maximum flexibility so that should something
happen... For example, on the capitalized interests out of our own reserves should we not have the funds
available at that point in time, then the option would be to put it into the financing plan. That’s why you got
the...

Senator James V. Espaldon
So, we don't really know what your decision is going to be until the Bill comes before us?

Mzr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
Right.

Senator James V., Espaldon
Okay, and we will know at that time?

M. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
That's correct.
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Senator James V. Espaldon
Okay, and then we can ask you questions relative to whether you have -

Mr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
Whether it's 60, 70, 80 -

Senator James V. Espaldon
Whether it's 60, 70, 80, whether you have the interest payments upfront and all that good stuff.

Mr. Felixberto Alfred Duefias, Deputy of Administration Finance, Port Authority of Guam
Right.

Senator James V. Espaldon
Alright, good enough.

Just to be clear, the tariff increases that have already been implemented, at least that’s what I found out
already, those... That increase is to cover the cost of the bond borrowing going forward? Yes?

Mr. Felixberto Alfred Dueiias, Deputy of Administration Finance, Port Authority of Guam
Yes, it would cover the cost.

Senator James V., Espaldon

At 60, 70 or 80. I would imagine that tariff increase would take into consideration the maximum, which would
be 80 because it wouldn’t make sense to implement a tax, I mean, a tariff increase only going for a minimum of
60, when in the end, you might want 80.

Mr. Felixberto Alfred Dueiias, Deputy of Administration Finance, Port Authority of Guam
Or we might have to make some offsets on expenses by reducing it or not going with a particular plan for
revenues - revenue expenditures and shift that money to debt payment.

Senator James V. Espaldon
Okay, alright.

Well, we're going to have another session with you so, we'll... I'll ask some more questions then, Mr. Chair but
thank you.

Chairman Aguon
Thank you so much, Senator Espaldon, Vice-Speaker Terlaje, Senator Morrison, Senator Torres and also
Speaker B.J. Cruz. Thank you, for joining us this afternoon.

Senator Brown, Senator Torres, Mr. Candoleta, Mr. Duefias, Ms. Harris, and Mr. Nelson. Thank you, for
providing the information and really making yourselves available so that you can respond to some of these
questions and some of these inquiries because, the reality is, is members of the community have reached out
already to a number of Senators about what the impending borrowing is.

Now, I'm hopeful that they have been provided with the information necessary to understand that not only is
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Chairman Aguon
the Port looking at investing additional resources but modernizing and insuring the safety of personnel and
also providing the facilities that is necessary there.

So, thank you very much, for an excellent presentation this afternoon and we look forward to our continued
dialogue on the proposal. Thank you, have a good day, everyone.

Informational Hearing Adjourned at 4:04 PM.

III.  WRITTEN TESTIMONY

The following individuals submitted writfen testimonies to the Committee on Guam U.S. Military Buildup,
Infrastructure, and Transportation before, during, or after the scheduled Informational Hearing on Wednesday,
July 12, 2017 at 2:00 PM.

¢ No testimony Submitted

IV.  FINDINGS & RECOMMENDATIONS

The Committee on Guam U.S. Military Buildup, Infrastructure, and Transportation hereby reports on the
informational hearing of the Port Authority of Guam’s bond financing initiative with the following finding(s) and/or
recommendation(s):

A. The Port Authority of Guam’s bond financing initiative would enable the Port to improve upon and develop its
existing infrastructure, to include but not limited to, the following:
1. Renovation of Hotel Whart;
2. Construction of a new Administration Building;
3. Repairs to the structural facilities of EQMR;
4, Warehouse 1 and Golf Pier; and
5. Replacement /relocation of waterlines.
B. Introduction of a Port bond legislation was requested of the Chairman.
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Agenda

Five-Year Tariff
o Bond Borrowing Proposal
Renovation of Hotel Wharf
o Transportation Investment Generating
Economic Recovery (TIGER) grant
Port Infrastructure Issues
o Construction of New Administration Building
o Repairs to EQMR, Warehouse | and Golf Pier
o Replacement & Relocation of Yard
Waterlines
Overview of Cargo Handling Equipment &

Associated Maintenance Program
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= PAG Bond Borrowing Proposal

Felixberto Alfred Duenas

Deputy General Manager
Administration & Finance




Five-Year Tariff Increase

* Approved by the Guam Public Utilities Commission
on April 27, 2017

e Effective June 1, 2017

Fy2017 | Fr2018 | Fy2019| Fy2020| Fr2021

(SM) | (SM) | (M) | (SM) | (5M)
Variahle Tariff 7.00% | 7.00% | 1.00% | 1003 | 1.00%
Net Cash Flow 053 | 252 | 246 | 2 | e

Cumulative Cash Flow | 053 551 | 72 | 9%
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G L;’éM Purpose

* To fund CIPs & possible refinancing
of prior loans

» Shall have a principal amount not to
exceed $80,000,000

* Shall have a final maturity not later
than 2048

* Shall be sold to the bondholders not
exceeding 7.00% percent per annum




Bond-Funded CIPs include

514 200,000. 00

HoteI Wharf & Access Road (Local
Match to TIGER Grant)

Replacement of Admlnlstratlon

Bwldrng & Commercial Center

Replacement & Relocatlon of
Waterlines

Repair of EQMR & Warehouse |
Bmldnngs

Golf Pier Repalrs
Replacement of Gantry Crane 3

Antucnpated Amount

$17 500,000.00
© $6,000,000.00
$2 000,000.00

~ $2,000,000.00

$8,000,000.00



Prior Loans

Lender Principal Amount m

ANZ Guam, Inc. 1$12,000,000 ‘December
S 2012

Bank of Guam $10,000,000 April 2014

United States 1$2,000,000 July 2015

Department of |

Agriculture

* Shall be at least two percent (2%) less than the present
value of debt service on the refinanced Prior Loan

 Refinanced balance will be amortized to mature at the
same time set prior to financing
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GU w\ M Renovation of Hotel Wharf
= TIGER GRANT from US DOT

Dorothy Harris
Chief Planner
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Renovation of Hotel Wharf

* Construction involves two major components:
o Replacement of H-Wharf structures and

adjacent upland facilities

o Reconstruction of the access roadway,

Highway 11

e 2014 Completed Design/Permitting documents

O

O O 0O O O O O O O

Final Plan & Specifications

Final Basis of Design

Final Cost Estimate

Schedule of Values and Bid Tab

Geotechnical Design Report

Structural Calculations

Geotechnical Calculations

Environmental Permits {prepared applications)
Marine Habitat and EFH Survey Report
Unexploded Ordinance Survey Report
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US DOT TIGER Grant

$10 million awarded on July 29, 2016

MARAD is administering the grant. Site visit planned
for September 2017

Estimated Project Timelines
o First Quarter 2018
- Update of Final Desigh Documents &
Engineer’s Certification
PEALS Board requirement for certification
within 12 months of submittal for
permitting review
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GU ; M US DOT TIGER Grant

o Second Quarter 2018
Submission of permit applications
Completion of Agreement with MARAD

o Final Quarter 2018
Issuance of Invitation for Bid for
Construction Contract
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Glenn Nelson
Commercial Manager




PORT, OF

GuéM

Replacement of Administration Building

* Replace the 50-year old building which is not
fully ADA-compliant

* Allow for the operational expansion of the
Maintenance Division

* Does not meet the operational requirements
of tenants

* 2 potential sites being considered

* Approximate Amount: $17,500,000.00



Proposed Sites for New Administration Building
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Repair of Golf Pier

* Proposed structural repairs

o Replacement of pilings & concrete
bulkheads

o Upgrade graphite walking surfaces to
meet USCG requirements

o Installation of catwalks to mooring
dolphins (vessels currently tie-up at
shore bollards since dolphins are
inaccessible)

o Replacement of fencing

* Approximate Amount: $2,000,000.00



Sacrificial anodes that appear ineffective. Photo Credit: Pro Marine Technology



Piles have rusted migrating to the rebar. Rebar has rusted causing the concrete to spall.
Steel pile is deteriorated. Photo Credit: Pro Marine Technology
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Replacement & Relocation of Waterlines

Waterlines at the Port are over 50 years old and
some of the pipes were made with asbestos

Replacement of waterlines and relocation of the
mainline running through the Port’s Container
Yard to run along route 11B

Affected pressurization testing resulting in
triggered waterline leaks

Approximate Amount: $6,000,000.00



Water Leaks Detected
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Port Diagram

Existing Water Line

~r-=sene Proposed New Water Line
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Repair of EQMR & Warehouse |

* 50-year-old structures constructed in 1967 —
1968

* Deficiencies include:
o Concrete Spalling
o Exposed Rebar
o Leaks
o Warehouse doors need replacement
o Electrical & Plumbing

* Upgrades to these structures will be in
compliance to the latest building codes

* Approximate Amount: $2,000,000.00



TOP PHOTO: Exterior of EQMR Building

BOTTOM PHOTOS: Leaks & concrete spalling inside of the EQMR Building
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Exposed rebar at exterior of EQMR build




TOP PHOTO: Exterior of Warehouse |

BOTTOM PHOTOS: Leaks & concrete spalling inside of Warehouse |
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Extreme concrete spalling & exposed rebar of Warehouse 1 wall as a result of
a previous salt storage operation
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Concrete spalling & exposed rebar at exterior roof of Warehouse |



ing & exposed rebar at exterior of Warehouse |

Concrete spall



Fire pumps stored in Warehouse | corroding as a result of moisture in

the building
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Ernest Candoleta
Maintenance Manager




Equipment Maintenance Program

STATUS OF MAJOR EQUIPMENT

Equipmént‘w Year Tota[ A Va||ab|e Und er

|  Repair
Gantry Cka nes 1984 | 0
TopIifterS ” | 2009
Toplifters ' 2016

o A b W

Tractors o 2010 ' 10 -

0 A WN W
NN N RN

Tractors 2017 16 14




Equipment Maintenance Program
STATUS OF MAIJOR EQUIPMENT

| Equipfneh“t e Year | Tofal Ava||able S Under
_f | ~ Repair

Forklift st 1998 ' 1

Forklftssraor 2008
Forklift 20T 2009 "

e o | ore

Forklifts 10T1-20T 2017- '*

N D R 0
N D R OO

O O O N




Equipment Maintenance Program
STATUS OF MAJOR EQUIPMENT

Equipment  Year Total Available  Under
| | Repair

Manlift 120FT 2016 1 0 1

B e .
Welding 2016 2 2 0
Machines

e R TR




2007 tractor undergoing refurbishment
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Refurbished 2009 toplifter and 2007 tractors
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Equipment Maintenance Program

* Crane Assessment conducted in December 2016
o Provided a priority listing to address
discrepancies
o Re-inspection performed every 2-3 months

* To address discrepancies, Maintenance Division:
v" Increased preventive personnel from 6 to 15
v’ Applied an alternating maintenance window
of 5 straight days
v’ Aggressively working on structural, mechanical
& electrical issues

* Major tune up of Crane Managément System is
scheduled for October 2017
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Si Yu'os Ma’ase

1026 Cabras Highway, Suite 201
Piti, Guam 96925

Phone: (671) 477-5931/4

Fax: (671) 477-4445

Website: www.portguam.com




Speaker Benjamin J.F. Cruz,
Member

Vice Speaker Therese M. Terlgje,
Member

Senator Thomas C. Adg,

Member COMM"TEE ON RULES
Senator Frank B. Aguon, Jr., SENATOR REGINE BISCOE LEE. CHAIR
Member / NLOSL 1 NGL N
| MINA'TreNI AT RUATTRO NA LIHESLATURAN GUAHAN

Senator Telena C. Nelson, LEGISLATIVE SECRETARY » 34™ GUAM LEGISLATURE
Member

COMMITTEE REPORT CHECKLIST

Part _1 / 1

Senator Dennis G. Rodriguez, Jr..
Member

Senator Joe S. San Agustin,
Member

Senator Michael F.Q. San Nicolas,
Member

Senator James V. Espalinn,
Mer  ar

Senator Mary C, Torres,
Member

INFORMATIONAL BRIEFING
By Senator FRANK B, AGUON, JR.
on
July 12, 2017
with
Port Authority of Guam Bond Financing Initiative

(1) HEARING NOTICES

(A) PUBLIC HEARING

SR §§ 4.04({q)(1) and

6.04(a)(2),

Open Government Law (5 GCA, Ch. 8}

1) Five (5) working days prior
| ALL Senators & ALL Media)

Date and Time of Notice:
July 5, 2017; 1117 a.m.

y) Forty-eight {48) hours prior
ALL Senators & ALL Media)

Date and Time of Nofice:
July 10, 2017; 9:53 a.m.

(2) Date and Time of Hearing: 3) Location:
July 12, 2017; 2 p.m. Guam Congress Building,
Public Hearing Room

‘ES o NO

(1) Committee Report filed with Date & Time:
~OR? July 25, 2017 @ 12:52 p.m.

{2) COMMITTEE REPORT COMPONENTS

(a) Front Page Transmittal to Speaker

(a)(1) COR Chair Signature Line

{b) Title Page

{B) COMMITTEE REPORT {c}) Notice of Public Hearing & Other Correspondence

{d) Public Hearing Agenda

{e) Public Hearing Sign-in Sheet

{f) Written Testimonies & Additional Documents

| {g) Committee Report Digest(s)

{(h) Related News Reports (optional)

(i) Miscellaneous {optional)

(i) Committee Report Checklist(s)

{C) COR Action = «MTE Report non-conforming for
acceptance; Return to Committee

COR CHAIR

‘MTE Report duly filed [Sinanohorea Neate 8

GUAM CONGRESS BUIFLDING o 167 CHALAN SANTO PAPA - ”AGATNA, GUAM 96910
Telephone: {071 472-3455 » Email address: corguamlegislarure@pmail.com



