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FY 2012 Financial Highlights

January 30, 2013

The Guam A.B. Won Pat International Airport Authority (Airport) closed Fiscal Year (FY) 2012
with passenger enplanements exceeding 1.5 million (M), a record high in comparison to the past
11 years. While operating revenues increased from the prior year, it was insufficient to cover the
increase in expenditures and resulted in a $1.2M decrease in net assets (net loss). The Airport
continued to maintain sufficient debt service coverage of 1.66 versus the 1.25 debt service
requirement of the 2003 Bond Covenant. Independent auditors Ernst & Young, LLP gave the
Airport an unqualified “clean” opinion for its FY 2012 financial statements. However, in its
compliance report, the Airport had a material weakness for its failure to record a $5.6M loan
obligation and $1.5M contractor payable.

Operating Revenues Increased

The Airport’s operating revenues increased by $3.3M, going from $49.2M in FY 2011 to
$52.5M in FY 2012. This increase was attributed to the increase in airline and non-airline
revenue streams. Facilities and systems usage charges increased by 10% or $2.2M to $24.6M,
concession fees increased by 8% or $1.1M to $15.9M, and rental income increased by 2% or
$243K to $10.9M.

Expenses Increased

Despite the increase in operating income, it was not enough to offset the increase in operating
expenses and depreciation and amortization. Operating expenses increased by $1.4M, from
$33.7M in FY 2011 to $35.2M in FY 2012. Depreciation and amortization increased by $2.3M,
going from $22.6M to $24.9M. Bad debt expense more than doubled, going from $491K to
$1.1M as the Airport recorded 100% provision for doubtful accounts for some customers who
have outstanding receivable balances over 90 days. Contractual services expense increased by
$288K, going from $18.7M to $19M. The main increase in contractual services was from repairs
and maintenance, which went from $4.6M to $5.5M. The Airport ended FY 2012 with seven less
employees than FY 2011, going from 199 to 192 employees, but personnel services expense
increased by $173K from $13.7M to $13.9M because of increments due to employees in 2011
that were not paid out until 2012.

Capital Grants and Federal Awards

Grant receipts from the U.S. government decreased by $2.8M, going from $9.6M in FY 2011 to
$6.8M in FY 2012. The decrease was due to specific projects placed on hold but are expected to
progress in FY 2013.

Pac Air Ground Lease, Lease-Back, and Sublease

In October 2006, Airport entered into a ground lease agreement with Pac Air Properties, LLC
and an amended agreement was executed in February 2008, which gave Pac Air an initial lease
term of 50 years and the option to renew for an additional 10 years. Pac Air shall make agreed-
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Report of Independent Auditors

The Board of Directors
Antonio B. Won Pat International Airport Authority, Guam

We have audited the accompanying statements of net assets of the Antonio B. Won Pat
International Airport Authority, Guam (the Authority), a component unit of the Government of
Guam, as of September 30, 2012 and 2011, and the related statements of revenues, expenses and
changes in net assets and cash flows for the years then ended. These financial statements are the
responsibility of the Authority’s management. Our responsibility is to express an opinion on
these financial statements based on our audits.

i

B

We conducted our audits in accordance with auditing standards generally accepted in the United
States and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. We were not engaged to perform an audit of the
Authority’s internal control over financial reporting. Our audits included consideration of
internal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Authority’s internal control over financial reporting. Accordingly, we
express no such opinion. An audit also includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements, assessing the accounting principles used
and significant estimates made by management, and evaluating the overall financial statement
- presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Antonio B. Won Pat International Airport Authority, Guam as of
September 30, 2012 and 2011, and the results of its operations and its cash flows for the years
then ended, in conformity with accounting principles generally accepted in the United States.

In accordance with Government Auditing Standards, we have also issued our report dated
January 29, 2013, on our consideration of the Antonio B. Won Pat International Airport
Authority, Guam’s internal control over financial reporting and on our tests of its compliance
with certain provisions of laws, regulations, contracts, and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the
internal control over financial reporting or on compliance. That report is an integral part of an
audit performed in accordance with Government Auditing Standards and should be considered in
assessing the results of our audit.

A mermber firm of Ernst & Young Global Limited
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Accounting principles generally accepted in the United States require that Management’s
Discussion and Analysis on pages 3 through 16 be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is required
by the Governmental Accounting Standards Board who considers it to be an essential part of
financial reporting for placing the basic financial statements in an appropriate operational,
economic or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the
United States, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management’s responses to our
inquires, the basic financial statements, and other knowledge we obtained during our audits of
the basic financial statements. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to express
an opinion or provide any assurance.

Our audits were conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Antonio B. Won Pat International Airport Authority, Guam’s financial
statements. The supplementary information included in Schedules 1 through 9 are presented for
purposes of additional analysis and are not a required part of the financial statements. Such
information is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the financial statements. The
information has been subjected to the auditing procedures applied in the audit of the financial
statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the financial
statements or to the financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States. In our opinion, the
information is fairly stated in all material respects in relation to the financial statements as a
whole.

Sanat + LLP

January 29, 2013

-]
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Antonio B. Won Pat International Airport Authority, Guam

Management’s Discussion and Analysis

Year ended September 30, 2012

The following Management’s Discussion and Analysis of the Antonio B. Won Pat International
Airport Authority, Guam’s (the “Authority”) activities and financial performance provides the
reader with an introduction and overview to the financial statements for the fiscal year (“FY™)
ended September 30, 2012. This discussion has been prepared by management and should be
read in conjunction with the financial statements and the notes thereto, which follow this section.

The Authority was created by Public Law 13-57 (as amended) as a component unit of the
Government of Guam to own and operate the facilities of the Guam International Airport
Terminal (the “Terminal™).

The Authority is a self-sustaining autonomous government agency, and operates and maintains
the Terminal. The Terminal provides facilities for commuter and domestic overseas flights, and
international flights for destinations in Micronesia, Asia and Australia. It is authorized to impose
and collect rates and charges for the Terminal’s services and properties to generate revenues to
fund operating expenses. The 2003 Airport Bonds issued by the Authority, federal grants and
airport revenues funded the construction of the Airport Terminal Building and the Capital
Improvement Program.

A. Mission Statement

The Authority strives to ensure the safety and security of the traveling public, is dedicated to
maintaining a superior and reliable level of airport services for our island residents and tourists,
and is committed to supporting the development of air linkages and facilities which are integral
parts of the island’s future economic growth. The Authority’s vision is to advance Guam further
as the first class premier air transportation hub of the region.

B. Using the Financial Statements

The Authority utilizes the flow of economic measurement focus. Financial statements are
prepared in accordance with accounting principles generally accepted in the United States of
America as applied to governmental units using the accrual basis of accounting. The
Governmental Accounting Standards Board (“GASB”) is the accepted standard-setting body for
establishing governmental accounting and financial reporting principles. The Authority has
implemented GASB 20 and elected not to apply Financial Accounting Standards Board
(“FASB”) Statements and Interpretations issued after November 30, 1989.

The Statement of Revenues, Expenses and Changes in Net Assets replaces the Statement of
Revenues, Expenses and Changes in Retained Earnings. Revenues are now categorized as either
operating or non-operating based upon definitions provided by GASB 34. Significant recurring
sources of the Authority’s revenues, including federal grants are reported as non-operating
revenues.

A'S]
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Antonio B. Won Pat International Airport Authority, Guam

Management’s Discussion and Analysis, continued

C. Authority Activities and Highlights

There was an improvement in the level of global air travel for the period ending September 30,
2012. The International Air Transport Association (IATA) expects a revenue increase of 2.1%
and net industry profits of $6.7 billion down from $8.8 billion in 2011. Actions by airlines to cut
costs and improve industry structures have generated better than expected financial performance
given the difficult business environment.

IATA’s outlook for 2013 is moderately better, driven by higher or stabilized economic activity
and slightly lower fuel prices. Industry profits in 2013 are forecasted to be higher at $8.4 billion.

Passenger activity in FY 2012 was a banner year for the Authority. It’s been 11 years since FY
2001 that passenger enplanements exceeded the 1.5 million threshold. FY 2012 signatory
enplanements of 1,566,356 and total enplanements of 1,574,491 exceeded the prior year by
10.6% and 9.4%, respectively. When compared to budget projections, actual signatory airline
enplanements increased by 6.2%.

The Authority continued to rank in the top 10 in international arrivals for all U.S. ports of entry
ahead of large airports such as Atlanta and Washington, D.C. Over 90% of the Authority’s
enplanements are international from Origin & Destination markets.

The Authority welcomed a third airline from South Korea, Jeju Airlines, a low cost carrier.
Jeju’s entry prompted a flurry of capacity increases from their competitors and equally
important, opened direct air service from South Korea’s second largest city, Busan, a long sought
after destination.

The super-merger of United and Continental Airlines as the world’s largest carrier continues to
move forward. The Authority is monitoring United’s progression so as to sustain current air
services and to promote Guam in their route planning strategies.

During FY 2012, the number of signatory airlines increased by 25%, from 8 to 10 airlines, the
largest number in the Authority’s history. Eva Air and Jeju Airlines are the new entrants. This
demonstrates the signatory airlines commitment and positive outlook to the Guam market despite
their obligation to guarantee the Authority’s financial bottom line.

Going forward to FY 2013, the Authority seeks to maintain the FY 2012 signatory enplanement
level with a slight uptick of 1.4% or 1,588,924 enplanements. There are uncertainties with the
devaluation of currencies from our major markets and its contractionary impact on leisure travel;
confidence in the global economy; stable fuel costs; and the U.S. rise from the fiscal slippery
slope. The Authority finds that being conservative is the sweet spot between optimism and
realism.



Antonio B. Won Pat International Airport Authority, Guam

Management’s Discussion and Analysis, continued

C. Authority Activities and Highlights, continued

Activities for the Authority for the years ended September 30, 2012, 2011, and 2010 are as

follows:

Major revenue sources:
Landing fees
Terminal Lease
Concessions and parking

Total

Passenger (enplanements) activity:

Signatory airlines
Other airlines

Total enplanements
Aircraft operations
Aircraft landed weights (000)

O & D passengers
Transfer passengers

Total passengers

2012 2011 2010
$ 3,042,109 $ 2,567,747 $ 2,643,417
10,861,087 10,618,530 9,414,797
15899179  14.762.957 13.887.161
$20,802,375 $27.949.234 $25.945.375
1,566,356 1,416,873 1,446,896
8,135 22,551 9.979
=L274,491  _1,439.424 _1.456,875
48,750 46,030 44,426
3,296,664 2,787,086 3,169,573
2,819,665 2,548,446 2,570,240
167,328 175.181 183.430
2,986,993  _2723,607 2,753,670

2012

% Increase

(Decrease)
from 2011
18.5%
2.3%
7.7%
6.6%
10.6%
-63.9%
9.4%
5.9%
18.3%

10.6%
-4.5%

9.7%




Antonio B. Won Pat International Airport Authority, Guam

Management’s Discussion and Analysis, continued

C. Authority Activities and Highlights, continued

For FY 2012, the signatory airlines cost per enplaned passenger (CPE) of $16.81 is a decrease
from the $16.95 CPE in FY 2011 primarily due to the increase in enplanement activity for the
year. This was also reflective of management’s resolve to maintain the line on expenses and in-
line with the Authority’s budgeted projection of $17.12.

In addition to maintaining a competitive cost structure, the Authority has managed to maintain
sufficient debt service coverage of 1.66 versus the 1.25 debt service requirements of the 2003
Bond Covenant. Moreover, the Authority continued to maintain a superior and reliable level of
airport services in the facilitation of passengers and cargo to their destinations safely, efficiently,
and effectively, key success factors paramount to the Authority’s financial success, while
promoting commerce and connectivity to our neighboring islands and countries in the region.

The following airlines served the Authority with scheduled or charter overseas passenger or
cargo flights for FY 2012: United Airlines, Delta Airlines, China Airlines, Japan Airlines,
Korean Airlines, Philippine Airlines, Jin Air, Eva Air, Jeju Airlines and Aerospace Concepts
with the latter operating a business jet service.

The principal commuter airlines providing inter-island passenger flight service to and from
Guam and the Commonwealth of the Northern Mariana Islands (CMNI) are Freedom Air,
Micronesian Aviation Systems, and Cape Air. Cargo operators include Asia Pacific Airlines,
Federal Express and UPS.

D. Financial Operation Highlights

For FY 2012, total revenues amounted to $66.5 million, an increase of 1.6% year-over-year
versus FY 2011 amount of $65.5 million. Operating income which amounted to $52.5 million
accounted for 78.9% of all revenue in 2012. The remaining 21.1% or $14.0 million of revenue
was comprised of non-operating income that included interest income, passenger facility
charges, and grants from the U.S. government and transfers from the government of Guam.

The Authority continues to focus efforts to expand and diversify the non-airline revenue stream.
Operational Revenues

The $52.5 million in operational revenues earned in FY 2012 represented a 6.6% increase versus
the $49.2 million recorded in FY 2011. This increase in operating revenue may be attributed to
the increase in non-aeronautical revenue streams which accounted for 53% of the Authority’s
operating revenue in 2012. Concession fees increased to $15.9 million or 7.7% year-on-year,
versus the $14.7 million in 2011. General merchandise revenue rose 3.1% but resulted in a
decreased average spend per enplaned passenger of approximately $4.71 in 2012 versus $5.07 in
2011. Ground transportation rose 15.6% from $4.2 million to $4.8 million due to increased
passenger activity. Rental income increased by 2.3% for the same period with non-airline rentals
reflecting an increase of 5.3%, up $4.0 million from $3.8 million.



Antonio B. Won Pat International Airport Authority, Guam

Management’s Discussion and Analysis, continued

D. Financial Operation Highlights, continued

e Non-Operating Revenues

Non-operating revenues decreased in 2012 by 13.8% versus 2011, $14.1 million versus $16.3
;{2% million respectively. The disparity in 2012 was solely attributed to the decrease in grants from
= the U.S. government which amounted to $6.75 million. Specific FAA projects were delayed or

placed on hold but are expected to progress during FY 2013.

Operational Expenses

The number of FTE employees decreased by 3.5%, from 199 to 192.

L N

Review of Notable Events in FY 2012

i

i

For FY 2012, operational expenses which equaled $35.2 million, reflects a 4.2% year-over-year
increase from FY 2011°s amount of $33.7 million. Increases of 42.7% for materials and supplies
and 125.3% for bad debt expense contributed largely to the higher FY 2012 operational costs.

FY 2012 passenger activity continued to recover from the Japan disaster and the upward trend

continued throughout the year similarly pegged to historical high peak months.

year by 10.6% and 9.4% respectively. These are highest totals in the post-9/11 era.

signatory enplanements of 1,566,356 and total enplanements of 1,574,491 exceeded the prior

The Authority welcomed Jeju Airlines as the newest airline entrant. The number of signatory

airlines increased 25%, from 8 to 10. Air service development remains a high priority for the

Authority.

Key financial metrics include a decrease of the signatory airline cost per enplaned passenger

L

service coverage of 1.25.

from $16.95 in 2011 to $16.81 in 2012 and the increase of the debt service coverage ratio from
1.53 in 2011 to 1.66 in 2012. The Series 2003 airport revenue bonds require a minimum debt

Credit rating agency, Standard & Poor’s affirmed the Authority’s bond rating of BBB with a

stable outlook during FY 2012. The credit ratings are critical to the financial success of the

G

refinancing of the 2003 Bond issuance.

i

Authority and will ensure the Authority is positioned to take advantage of any opportunities that
may reduce interest rates for future financing or realize potential savings opportunities through a

= The Authority continues to work closely with local and federal government stakeholders on a

memorandum of understanding (MOU) for the Tiyan Parkway that will also mitigate the impact

alignment. Property acquisition options are currently being vetted.

of the closure to Central Avenue due to runway operations. Department of Public Works (DPW)
has completed the environmental assessment resulting in a mutually acceptable roadway
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Antonio B. Won Pat International Airport Authority, Guam

Management’s Discussion and Analysis, continued

D. Financial Operation Highlights, continued

Review of Notable Events in FY 2012, continued

The Authority’s Master Plan Update is nearing completion with the environmental component
remaining. Legislative informational briefing and stakeholder reviews have been conducted. In
addition, a Geographic Information System survey and Electronic Airport Layout Plan pilot
project is progressing that will provide key data and information for Guam’s airport and serve as
a precursor to the Federal Aviation Administration’s NextGen project for air navigation.

The Authority has contracted, financed and started its energy management program that resulted
in a performance contract to change out key mechanical and lighting systems that would save
energy through efficiencies. Energy savings of about $1.4 million per year are guaranteed by the
performance contractor for 10 years and, funds, in part, a short term, United States Department
of Agriculture guaranteed, low interest subordinate loan from a local bank.

The Authority’s new airport water system is in operation with no outages or low pressure
recorded to date. Lateral connections to existing buildings are in progress. Guam Waterworks
Authority (GWA) is operating and maintaining the system on an interim basis until data is
collected to form the basis for a longer term agreement. The new water system will meet the
airport’s demand into the future; would accelerate the remediation of groundwater contamination
and; fully resolve fire suppression issues at all airport facilities.

Airline Signatory Rates and Charges

The Authority entered into an airport operating and lease agreement with signatory airlines to
provide those airlines with the nonexclusive right to use the airport facilities, equipment
improvements, and services, in addition to occupying certain exclusive use premises and
facilities. In exchange for more favorable rates, the signatory airlines are guarantors of the
Authority’s financial position. These leases became effective October 1, 2006 and with an
extension of five years will remain in effect through September 30, 2016.



Antonio B. Won Pat International Airport Authority, Guam

Management’s Discussion and Analysis, continued

D. Financial Operation Highlights, continued

Financial Position Summary

A condensed summary of the Authority’s statements of net assets at September 30, 2012, 2011
and 2010 is shown below:

2012 % Increase
(Decrease) from

ASSETS 012 2011 2010 2011
Current assets:
Unrestricted current assets $ 12,549,055 § 7,736,116 $ 12,164,255 62.2%
Restricted current assets 1,661,610 1,779,158 2,036,006 -6.6%
Non-current assets:
Unrestricted assets 21,060,361 22,117,162 21,972,719 -4.8%
- Restricted assets 32,941,612 32,671,610 32,415,162 0.8%
f apital assets ,963, 381, ,838, -1.6%
% Capital 398,963,653 405,381,493 413,838,006 1.6%
= Avigation easements 11,975,643 12,984,992 13,994,340 -7.8%
Deferred bond issue costs 4,857,336 5.448.094 6.256.409 -10.8%
Total assets $484,009.270  $488.118.625 $502.676,897 -0.8%
LIABILITIES
Current liabilities:
Payable from unrestricted assets $10,215231  $ 9,380,778 $ 15,926,850 8.9%
Payable from restricted assets 15,472,745 14,941,518 15,050,224 3.6%
Long term liabilities 152,330,909 156,647,265 165.882,773 -2.8%
Total 178.018.885 180.969.561 196,859.847 -1.6%
NET ASSETS
% Invested in capital assets — net
- of related debt 254,505,279 258,910,440 260,440,321 -1.7%
Restricted 28,720,477 28,604,250 28,025,944 0.4%
Unrestricted 22,764,629 19.634.374 17,350,785 15.9%
Total 305.990.385 307.149,064 305,817,050 -0.4%

Total liabilities and net assets $484.009.270  $488,118,625 $502,676,897 -0.8%




Antonio B. Won Pat International Airport Authority, Guam

Management’s Discussion and Analysis, continued

D. Financial Operation Highlights, continued

Revenues

A summary of revenues for the years ended September 30, 2012, 2011 and 2010 and the amount
and percentage of change in relation to prior year is as follows:

Operating:
Facilities and systems usage charges:
Arrival facilities
Departure facilities
Immigration
Public apron
Passenger loading bridge
Landing fees
Utility recovery charge and other fees
Fuel flowage fee

Total facilities and systems
usage charges

Concession fees:
General merchandise
Ground transportation
Car rental
Food and beverage
In-flight catering
Other

Total concession fees
Rental income:
Operating space - airline
Operating space - non-airline
Other
Total rental income
Miscellaneous
Total operating
Non-Operating:
Interest income
Passenger facility charge
Grants from the U. S. Government
Transfer from Government of Guam - OHS

Total non-operating

Total revenues

$ 66,546,682

2012 2011
Yo %

2012 of Total 011 of Total 2010
$ 6398217 9.6% § 6,159,123 94% $ 6,109,684
6,348,530 9.5% 6,046,101 9.2% 6,225,493
2,337,874 3.5% 2,210,176 3.4% 2,236,345
2,107,797 3.2% 1,394,782 2.1% 1,515,323
3,676,307 5.5% 3,366,254 5.1% 3,547,283
3,042,109 4.6% 2,567,747 3.9% 2,643,417
474,691 0.7% 442,015 0.7% 554,104
183,933 0.3% 158.956 0.2% 155,562
24.569.458 36.9% 22.345.154 34.0% 22987211
7,420,798 11.2% 7,194,836 11.0% 6,326,954
4,803,013 7.2% 4,156,156 6.3% 4,267,947
934,605 1.4% 931,949 1.4% 931,766
902,317 1.4% 844,104 1.3% 810,174
754,661 1.1% 666,213 1.0% 679.358
1.083.785 1.6% 969.699 1.5% 870,962
15.899.179 23.9% 14.762.957 22.5% 13.887.161
3,103,781 4.7% 3,065,873 4.7% 2.730.854
3,820,488 5.7% 3.749.467 5.7% 2,730,298
3.936.818 3.9% 3.803.190 5.8% 3.953.645
10.861.087 16.3% 10.618.530 16.2% 9.414.797
1.148.209 1.7% 1.481.857 2.4% 840.907
52.477.933 78.9% 49.208.498 75.1% 47.130.076
1,194,681 1.8% 1,155,144 1.8% 1,282,807
6,096,248 9.2% 5,576,838 8.5% 5,668,517
6,751,432 10.1% 9,508,361 14.5% 18.018,117
26.388 0.0% 78.063 0.1% 60,731
14,068,749 21.1% 16.318.406 24.9% 25.030.172

2010

%

of Total

8.5%
8.6%
3.1%
2.1%
4.9%
3.7%
0.8%
_0.2%

31.9%

8.8%
5.9%
1.3%
1.1%
0.9%
L1%

19.1%

2012

% Increase
(Decrease)
from 2011

3.9%
5.0%
5.8%
51.1%
9.2%
18.5%
7.4%
15.7%

10.0%

3.1%
15.6%
0.3%
6.9%
13.3%
11.8%

1.7%
1.2%
1.9%
35%
2.3%
-22.5%
6.6%
3.4%
9.3%
-29.0%
-66.2%
-13.8%

1.6%

10
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Antonio B. Won Pat International Airport Authority, Guam

Management’s Discussion and Analysis, continued

D. Financial Operation Highlights, continued
E Revenues, continued

Receipts from grants from the United States Government amounted to $6.8 million for FY 2012.
An additional $8.2 million in federal grants and amendments were awarded to the Authority in
2012. The majority of monies will be used for airfield and aviation infrastructure improvements,
environmental assessments and base conversion projects.

Expenses

A summary of expenses for the years ended September 30, 2012, 2011, and 2010 and the amount
and percentage of change in relation to prior year amounts is as follows:

2012
2012 2011 2010 % Increase
% % % (Decrease)
2012 of Total 2011 of Total 2010 of Total  from 2011
Operating;
Contractual services $18,950,053 28.0%  $18,662,427 29.1% $17,504,651 28.0% 1.5%
Personnel services 13,917,232 20.6% 13,744,204 21.4% 12,755,098 20.4% 1.3%
Materials and supplies 1,178,487 1.7% 825,621 1.3% 712,570 1.1% 42.7%
E Bad debt expense 1,105,457 1.6% 490,768 0.8% 112,319 _02% 125.3%
Total operating expenses 35,151,229 51.9% 33,723,020 32.6% 31084638 497% 42%
' Depreciation and amortization 24,956,519 36.9% 22,638,455 35.3% 22975268 _36.8% 10.2%
P
Non-Operating:
Interest expense 7,164,599 10.6% 7,343,883 11.4% 7,947,785 12.7% -2.4%
Other expenses 433,010 0.6% 489,532 0.7% 489.693 0.8% -11.5%
Total non-operating expenses 7.597.609 11.2% 7.833.415 12.1% 8437478 _13.53% -3.0%
Total expenses $67.707,357 100.0%  3$64,194850  100.0% $62,497,384 100.0% 5.5%

Total full time employees 192 199 200

Operating Expenses

$33.000.000
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Antonio B. Won Pat International Airport Authority, Guam

Management’s Discussion and Analysis, continued

E. Cost Per Enplaned Passenger & Debt Service Coverage

Cost Per Enplaned Passenger

A summary of the cost per enplaned passenger for the years ended September 30, 2012, 2011
and 2010, and the amount and percentage of change in relation to prior year amounts is as

follows:

Airport Revenues
Signatory Airline rentals & fees
Revenues from sources other than
Signatory Airline rentals and fees
Passenger Facility Charge revenue
Operating grants from U.S. Government

Airport Revenues

Signatory Airline enplaned passengers
Signatory Airline cost per enplaned
passenger

2012
Actual

$26,332.581
27,208,919

6,096,248
408.686

$60,046,434

1,566,356

$16.81

% of
Totals

43.9%
45.3%
10.2%
0.6%
100.0%

%
Change

10.6%

-0.8%

2011

% of
Actual Totals

$24,016,783 42.6%
26,157,787  46.4%

5,576,838 9.9%
581.938 1.1%

$56,333,346  100.0%

Change

1,416,873 -2.1%

$16.95 0.3%

2010
Actual
$24,452,297
23,717,183

5,668,517
730,579

$54,568,576

1,446,896

$16.9

% of
Totals

44.8%
43.5%
10.4%

1.3%

100.0%

13



Antonio B. Won Pat International Airport Authority, Guam

Management’s Discussion and Analysis, continued

E. Cost Per Enplaned Passenger & Debt Service Coverage, continued

Debt Service Coverage

Under the Bond Indenture for the issuance of the 2003 General Revenue Bonds, the Authority is
required to maintain minimum debt service coverage of 1.25 in relation to net revenues versus
annual debt service. A summary of the annual debt coverage for the years ended September 30,
2012, 2011 and 2010 is as follows:

2012 %
Increase
(Decrease)
012 2011 2010 from 2011
Airport Revenues $60,046,434 $56,333,346 $54,568,576 6.6%
Less: Operation and Maintenance Expenses (35,701,522) (34,335.336) (31,729.823) 4.0%
Net Revenues 24,344,912 21,998,010 22,838,753 10.7%
Plus: Other Available Moneys 4.317.380 4.304.480 4,292.067 0.3%
Net Revenues and Other Available Moneys  $28,662,292 $26,302,490 $27,130,820 9.0%
Rate Covenant
Net Revenues and Other Available Moneys $28,662,292 $26,302,490 $27,130,820 9.0%
Total Annual Debt Service $17,269,519 $17,217,919 $17,168,269 0.3%
Annual Debt Service Coverage 1.66 1.53 1.58 8.6%

Debt service coverage requirement 1.25 1.25 1.25




g

a

W)
.

§

Antonio B. Won Pat International Airport Authority, Guam

Management’s Discussion and Analysis, continued

F. Outlook for FY 2013

For 2013, the industry forecast is expected to improve in terms of passenger activity and
profitability with an increase of over 25% over 2012. Global economies are expected to improve
and business travel will rebound.

The Authority’s passenger projections of 1,588,924 enplanements reflect a very conservative
outlook year-over-year with a 1.4% growth in FY 2013. Signatory enplanement growth of
10.6% in FY 2012 may not be sustainable since the hotel room inventory is already saturated
during peak holiday periods. The strength of foreign currency remains a factor that makes Guam
an attractive and value-added destination but Japan is expected to devalue their currency to
improve export results and it is uncertain how that will impact outbound travel from Guam’s
largest visitor market. The Russia visa waiver parole authority has produced increased passenger
arrivals and is a growth market. The China visa waiver continues to be evaluated by the federal
government and if parole authority is extended, it will open a whole new chapter for the
Authority and the visitor industry.

The Authority in partnership with the Guam Economic Development Agency (GEDA) has
initiated the finance planning process for the 2013 bond call date to re-finance the 2003 bond
issue and possibly seek new capital. Preliminary meetings with the rating agencies will occur in
early FY 2013. Low interest rates are projected to remain flat and may result in double-digit
savings to the Authority’s current debt service. These savings coupled with new and increased
non-airline revenue sources will make new capital bonds feasible. A sampling of projects that
will be considered include a permanent solution to the concourse separation mandate, relocation
of TSA baggage screening from the ticket lobbies to the in-line outbound baggage system,
common use check in facilities, improvements to enhance customer service levels and projects to
increase the useful life of the air terminal.

The Authority and Guam Visitor’s Bureau (GVB) will continue to pursue an aggressive air
service development program. Concurrently, the Authority, GVB and GEDA are to provide the
data and support to seek new hotel development and expansion. The Authority and GVB will
continue to work on air service opportunities for charters and scheduled extra sections from our
incumbent airlines need to manage their fleet and seek ways to maximize aircraft utilization.

The Authority will work closely with its airline partners to contain operational cost and improve
upon the projected $17.20 as CPE for FY 2013. By maintaining a low cost structure and
affordable airport rates and charges, the Authority hopes to increase airline activity that
ultimately translates into increased operating revenue through its concessions.

15
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Antonio B. Won Pat International Airport Authority, Guam

Management’s Discussion and Analysis, continued

F. Outlook for FY 2013, continued

The Authority will also engage a new specialty retail contract as part of the merchandise
concessions in early FY 2013. Proposals are being evaluated and, at a minimum, the annual
guarantee will increase by 50% from $4.0 million to $6.0 million as required by the RFP. The
business model for the food and beverage concessions will be reviewed to improve passenger
services and maximize sales through a diversification of healthy, branded and local choices.

The Authority will complete airfield improvements with the installation of a new Instrument
Landing System for Runway 6L. The same runway is also expected to be rehabilitated with bid
opening in early FY 2013. These projects pave the way for the runway to be operational for
long-haul air service.

The Authority expects to finalize an action plan with DPW for the Tiyan Parkway and mitigate
the closure of Central Avenue. Land acquisition initiatives will be formalized as part of an
amended MOU. Concurrently, consultations will continue for a phased expansion of Route 10A
to connect Routes 1 and 16.

With several initiatives and projects underway, the Authority remains committed to positioning
Guam as a low cost major transportation hub in the Western-Pacific region for 2013.

16
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Antonio B. Won Pat International Airport Authority, Guam

Statements of Net Assets

September 30,
2012 2011
Assets
Current assets:
Unrestricted assets:
Cash (Note 3) $ 1,820,208  § 865,406
Passenger facility charge cash (Note 3) 24,172 99,298
Accounts receivable, trade, net of allowance for
doubtful accounts of $1,991,620 at September 30, 2012
($886,162 at September 30, 2011) (Note 3) 6,202,347 5,688,114
Passenger facility charge receivables (Note 3) 895,209 561,902
Receivables from the United States Government 3,556,402 454,035
Inventory and other 50,717 67,361
Total unrestricted current assets 12,549,055 7,736,116
Restricted assets:
Customs fees, cash (Note 3) 74,066 335,358
Customs fees, receivables (Note 11) 1,587,544 1,443,800
Total restricted current assets 1,661,610 1,779,158
Total current assets 14,210,665 9,515,274
Accounts receivable from tenant, unrestricted (Notes 3 and §) 799,200 540,000
General Revenue Bonds (Note 6) :
[nvestments and cash with trustees, unrestricted 20,261,161 21,577,162
Investments and cash with trustees, restricted 32,941,612 32,671,610
53,202,773 54,248,772
Capital assets, at cost less accumulated depreciation
(Notes 4 and 10) 398,963,653 405,381,493
Avigation easements (Note 4) 11,975,643 12,984,992
Deferred bond issue and loan costs 4,857.33 5,448,094
Total assets $ 484,009,270 § 488,118,625

See accompanying notes.
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Antonio B. Won Pat International Airport Authority, Guam

Statements of Net Assets, continued

Liabilities and Net Assets
Current liabilities:
Payable from unrestricted assets:

Accounts payable - trade
Accounts payable - construction
Other liabilities (Note 10)
Security deposits and deferred income
Current portion of annual leave (Note 9)
Current portion of loan payable to bank (Notes 5 and 9)

Total payable fiom unrestricted assets

Payable from restricted assets:
Customs fees payable to Treasurer of Guam (Note 11)
General Revenue Bonds:
Current installments (Notes 5 and 9)
Accrued interest

Total payable from restricted assets
Total current liabilities

Non-current liabilities:
Payable from unrestricted assets:
Accrued sick leave (Notes 7 and 9)
Long-term portion of annual leave (Note 9)
Long-term loan payable to bank (Notes 5 and 9)

Payable from restricted assets:
Long-term bonds payable, less current installments:
General Revenue Bonds (Notes 5 and 9)

Total non-current liabilities
Total liabilities
Commitments and contingencies (Notes 5 and 10)

Net assets:
Invested in capital assets, net of related debt
Restricted (Notes 4 and 10)
Unrestricted

Total net assets

Total liabilities and net assets

See accompanying notes.

September 30,

2012 2011
2,752,640 $ 2,366,675
4,752,646 4,382,840
903,803 1,173,341
1,281,047 1,135,533
308,095 322,389

217,000 ---
10,215,231 9,380,778
2,042,986 1,785,059
9,590,000 9,095,000
3,839,759 4,061,459
15,472,745 14,941,518
25,687,976 24,322,296
159,480 170,548
687,076 667,578

5,377,897 ---
146,106,456 155,809,139
152,330,909 156,647,265
178,018,885 180,969,561
254,505,279 258,910,440
28,720.477 28.604.250
22,764,629 19,634,374
305,990,385 307,149,064
$ 484,009,270 $ 488.118,625
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Revenues (Note J) :
Facilities and systems usage charges
Concession fees (Notes 3 and 8)
Rental income (Note 8)
Miscellaneous

Total revenues

Operating costs and expenses:

% Contractual services (Nofe 8)
e Personnel services
Materials and supplies

Bad debt
Total operating costs and expenses

Income from operations before depreciation
and amortization

Depreciation and amortization

Loss from operations

Non-operating mcome (expense):
Passenger facility charge income
Interest income
Interest expense
Other expenses, net (Note J5)
Non-recurring expenses

s

Total non-operating expenses, net

Loss before capital grants and transfer in

Capital grants from the United States Government

Operating grants from the United States Government

Transfer from Government of Guam - Oflice of
Highway Safety (OHS)

Total capital and operating grants

(Decrease) increase i net assets
Net assets at beginning of year

Net assets at end of year

See accompanying notes.

Antonio B. Won Pat International Airport Authority, Guam

Statements of Revenues, Expenses and Changes in Net Assets

Year ended September 30,

2012 2011

$ 24569458 $ 22,345,154
15,899,179 14,762,957
10,861,087 10,618,530
1,148,209 1,481,857
52,477,933 49,208,498
18,950,053 18,662,427
13,917,232 13,744,204
1,178,487 825,621
1,105,457 490,768
35,151,229 33,723,020
17,326,704 15,485,478

( 24956519) ( 22,638.455)
( 7.629.815) ( 7,152,977)
6,096,248 5,576,838
1,194,681 1,155,144

( 7,164,599 ) ( 7,343.883)
( 433,014) ( 440,906)
( ) ( 48,626 )
( 306,684) (  1,101,433)
( 7,936,499) (  8,254,410)
6,369,134 9,004,486
382,298 503,875
26,388 78,063
6,777,820 9,586,424

( 1,158,679 ) 1,332,014

307,149,064

305,817,050

$ 305,990,385

$ 307,149,064
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Antonio B. Won Pat International Airport Authority, Guam

Statements of Cash Flows

Year ended September 30,
2012 2011
Cash flows from operating activities:
Cash received from customers 50,600,813 49,674,617
Cash paid to suppliers for goods and services (19,800,746 ) 26,788,816 )
Cash paid to employees (13,923,096 ) 13,735,127 )
Net cash provided by operating activities 16,876,971 9,150,674
% Cash flows from investing activities:
| Net sales of nvestments with trustee 1,045,999 139,109
Investment mterest mcome 1,194,681 1,155,144
- Cash provided by investing activities 2,240,680 1,294,253
Cash flows from capital and related financing activities:
Acquisition and construction of airport facilities (10,655,998 ) 12,364,279 )
Principal payment on General Revenue Bonds ( 9,207,683 ) 8,744,295 )
Interest paid on General Revenue Bonds ( 7,901,219 ) 7,554,058 )
Loan cost ( 172,757 ) ---
Passenger facility charge receipts 5,762,941 5,687,918
U.S. Government capital grants 3,649,065 12,331,987
B Transfer from Government of Guam - OHS 26,384 78,063
0
Net cash used in capital and related financing activities (18,499,267 ) 10,564,664 )
|
% Net increase (decrease) in cash 618,384 119,737 )
Cash at beginning of year 1,300,062 1,419,799
Cash at end of year 1,918,446 1,300,062
Consisting of:
Unrestricted 1,844,380 964,704
Restricted - current 74,066 335,358
1,918,446 1,300,062

Non-cash investing and financing activities:

During the year ended September 30, 2012, the Authority recorded an increase to capital assets
and bank loan totaling $5,594,897 representing loan proceeds disbursed directly by the bank to a

contractor.

See accompanying notes.
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Antonio B. Won Pat International Airport Authority, Guam

Statements of Cash Flows, continued

Year ended September 30,

2012 2011
Reconciliation of loss from operations and other expenses
to net cash provided by operating activities:
Loss ffom operations $( 7,629,815) §( 7,152,977
Non-recurring and other expenses, net ( 433,000) ( 489,532)

( 8,062,825) ( 7,642,509)

Adjustments to reconcile loss from operations and other
expenses, net to net cash provided by operating activities:

Depreciation and amortization 24,956,519 22,638,455
Bad debt expense 1,105,457 490,768
(Increase) decrease in assets:
Accounts recevable ( 1,763,434) 883,807
Inventory 16,644  ( 24.831)
Accounts receivable from tenant ( 259200) (  259,200)
Increase (decrease) in liabilities:
Accounts payable 1,013,698 (6,696,603 )
Other current liabilities ( 269538) ( 89,802 )
Security deposits and deferred income 145,514 (158,488 )
Annual keave 5204 ( 29,587)
Accrued sick leave ( 11,068 ) 38,664
Total adjustments 24,939,796 16,793,183
Net cash provided by operating activities $ 16,876,971 § 9,150,674

See accompanying notes.
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Antonio B. Won Pat International Airport Authority, Guam

Notes to Financial Statements

Years ended September 30, 2012 and 2011

1. Organization and Summary of Accounting Policies
Organization

The Antonio B. Won Pat International Airport Authority, Guam, (the Authority), was created by
Public Law 13-57 (as amended) as a component unit of the Government of Guam to own and
operate the facilities of the Guam International Air Terminal, located at Tiyan, Guam. It is
charged with the acquisition, construction, operation and maintenance of the airport and related
facilities for civil aviation on Guam. The Authority supports its operations through landing fees
and charges for the use of its facilities and through rentals under concessionaire agreements.

Basis of Accounting

The Authority utilizes the flow of economic resources measurement focus. Its financial
statements are prepared in accordance with accounting principles generally accepted in the
United States as applied to governmental units using the accrual basis of accounting. The
Governmental Accounting Standards Board (GASB) is the accepted standard-setting body for
establishing governmental accounting and financial reporting principles. GASB Statement No.
20, Accounting and Financial Reporting for Proprietary Funds and Other Governmental Entities
that Use Proprietary Fund Accounting requires that proprietary activities apply all applicable
GASB pronouncements as well as Statements and Interpretations issued by the Financial
Accounting Standards Board (FASB), Accounting Principle Board Opinions and Accounting
Research Bulletins issued on or before November 30, 1989, except those that conflict with a
GASB pronouncement.

Net Assets

Net assets represent the residual interest in the Authority’s assets after liabilities are deducted
and consist of three sections: net assets invested in capital assets, net of related debt; restricted
and unrestricted. Net assets invested in capital assets, net of related debt include capital assets,
restricted and unrestricted, net of accumulated depreciation, reduced by outstanding debt net of
debt service reserve. Net assets are reported as restricted when constraints are imposed by third
parties or enabling legislation. The Authority’s restricted assets are expendable. All other net
assets are unrestricted.

Cash

For the purpose of the statements of cash flows, cash is defined as cash on hand and in banks.
Cash on hand and in banks include passenger facility charge cash and customs fees, cash.
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Antonio B. Won Pat International Airport Authority, Guam

Notes to Financial Statements, continued

1. Organization and Summary of Accounting Policies, continued
Accounts Receivable

Accounts receivable are primarily due from airlines utilizing the Authority’s airport terminal
facilities and various business establishments located in Guam. The Authority performs
periodic credit evaluations of its customers, and generally does not require collateral.
Receivables are considered past due when payment is not received within 90 days from the
date of billing. As of September 30, 2012 and 2011, receivables that are more than ninety
days past due totaled approximately $3,588,000 and $2,373,000, respectively. The
Authority accrues finance charges on past due receivables. Receivables are stated net of
estimated allowances for doubtful accounts.

The allowance for doubtful accounts is stated at an amount which management believes will
be adequate to absorb possible losses on accounts receivable that may become uncollectible
based on evaluations of the collectability of these accounts and prior collection experience.
The allowance is established through a provision for bad debts charged to expense.

Inventory

Inventory is recorded at the lower of cost (using first-in, first-out method) or market value.

Investments

Investments and related investment earnings are recorded at fair value. Fair value is the
amount at which a financial instrument could be exchanged in a current transaction between
willing parties, other than in a forced or liquidation sale and are primarily determined based
on quoted market values.

Capital Assets and Depreciation and Amortization

Capital assets, whether purchased or constructed, are recorded at historical cost. Donated
capital assets are recorded at estimated fair market value at the date of donation.

Depreciation of airport facilities and amortization of improvements has been computed by
the straight-line method using estimated useful lives of 5 to 35 years for buildings and 3 to
10 years for equipment.

The Authority capitalizes buildings, land improvements and equipment that have a cost of
$5.000 or more and an estimated useful life of at least three years. The costs of normal
maintenance and repairs that do not add to the value of the asset or do not materially extend
the lives of the assets are not capitalized.

The costs of issuing bonds to finance construction of airport facilities have been capitalized
and are being amortized on a weighted-average basis over the lives of the bonds
outstanding.
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Antonio B. Won Pat International Airport Authority, Guam

Notes to Financial Statements, continued

1. Organization and Summary of Accounting Policies, continued
Capital Assets and Depreciation and Amortization, continued

Loan costs incurred are capitalized and amortized over the term of the loan (five years)
using the straight-line method, which approximates the effective interest method.

Capitalization of Interest

The Authority charges to construction-in-progress interest incurred during the period of
construction. Interest is capitalized in accordance with Financial Accounting Standards
Board Accounting Standards Codification No. 835-20 Capitalization of Interest for all
projects which are not constructed with the proceeds of tax exempt bonds or grant funds.
Interest capitalization ceases when constructed facilities are placed in service.

Avigation Easements

Avigation easements are property rights acquired by the Authority whenever land use
around the Guam International Air Terminal needs to be controlled or when air rights are
required. The Authority capitalizes the cost incurred for air rights and is amortized over 15
years using the straight-line method.

Compensated Absences

In accordance with Public Law 27-005 and Public Law 28-068, employees vacation rates
are credited at either 104, 156 or 208 hours per year, depending upon their length of service
as follows:

1. One-half day (4 hours) for each full bi-weekly pay period in the case of employees
with less than five (5) years of service.

2. Three-fourths day (6 hours) for each full bi-weekly pay period in the case of
employees with more than five (5) years of service but less than fifteen (15) years of
service.

One (1) day (8 hours) for each full bi-weekly pay period in the case of employees
with more than fifteen (15) years of service.

(WS

The statutes reduce the maximum accumulation of such vacation credits from 480 to 320
hours. Public Law 27-106 amended subsection (c¢) of 4 Guam Code Annotated § 4109.
Employees who have accumulated annual leave in excess of 320 hours as of February 28,
2003, may carry over their excess and shall use the excess amount of leave prior to
retirement or termination from service. Any unused leave from February 28, 2003 shall be
lost.



Antonio B. Won Pat International Airport Authority, Guam

Notes to Financial Statements, continued

1. Organization and Summary of Accounting Policies, continued
Compensated Absences, continued

Accrued annual leave up to 320 hours is converted to pay upon termination of employment.
Amounts to be paid during the next fiscal year are reported as current.

Bond Premium and Discount

The premium on the 2003 General Revenue Bonds is being amortized on a weighted-
average basis over the life of the bond issues.

Operating and Non-Operating Revenues and Expenses

Operating revenues and expenses generally result directly from the operation and
maintenance of the Guam International Air Terminal. Non-operating revenues and expenses
result from capital and financing activities, costs and related recoveries from natural
disasters, Passenger Facility Charges and certain other non-recurring income and expenses.

Revenues are recognized when earned or when services are rendered. Expenses are
recorded when a liability is incurred, regardless of the timing of related cash flows.

Passenger Facility Charges

Passenger Facility Charges (PFC) generate income to be expended by the Authority for
eligible projects and the payment of debt service on the General Revenue Bonds as
determined by applicable federal legislation. PFC income is recorded as non-operating
income in the statements of revenues, expenses and changes in net assets.

Environmental Costs

Liabilities for future remediation and monitoring costs are recorded when environmental
assessments and/or remedial and monitoring efforts are probable and the costs can be
reasonably estimated. These liabilities are not reduced by possible recoveries from third
parties, and projected cash expenditures are not discounted.

Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosures of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenue and
expenses during the reporting period. Actual results could differ from those estimates.

]
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Antonio B. Won Pat International Airport Authority, Guam

Notes to Financial Statements, continued

1. Organization and Summary of Accounting Policies, continued

Risk Management

The Authority is exposed to various risks of loss; theft of, damage to, and destruction of
assets; operation and environmental liability; errors and omissions; employee injuries and
illnesses; natural disasters and employee health, dental and accident benefits. Commercial
insurance coverage is provided for claims arising from most of these matters. The Authority
has procured catastrophic insurance, as discussed in Note 10.

New Accounting Standards

During the year ended September 30, 2012, the Authority implemented the following
pronouncements:

In November 2010, GASB issued Statement No. 60, Accounting and Financial Reporting
for Service Concession Arrangements, effective for periods beginning after December 15,
2011. The statement establishes guidance for accounting and financial reporting for service
concession arrangements.

In November 2010, GASB issued Statement No. 61, The Financial Reporting Entity:
Omnibus, effective for periods beginning after June 15, 2012. The statement addresses
reporting entity issues that have arisen since the issuance of Statement No. 14 and Statement
No. 34.

In December 2010, GASB issued Statement No. 62, Codification of Accounting and
Financial Reporting Guidance Contained in Pre-November 30, 1989 FASB and AICPA
Pronouncements, effective for periods beginning after December 15, 2011. The statement
incorporates into the GASB’s authoritative literature certain accounting and financial
guidance issued on or before November 30, 1989.

In June 2011, GASB issued Statement No. 63, Financial reporting of Deferred Outflows of
Resources, Deferred Inflows of Resources, and Net Position, effective for periods beginning
after December 15, 2011. The statement provides guidance for reporting deferred outflows
of resources, deferred inflows of resources, and net position in a statement of financial
position and related disclosures.

In June 2011, GASB issued Statement No. 64, Derivative Instruments: Application of
Hedge Accounting Termination Provisions, effective for periods beginning after June 15,
2011. The statement clarifies whether an effective hedging relationship continues after the
replacement of a swap counterparty or a swap counterparty’s credit support provider. The
statement also sets forth criteria that establish when the effective hedging relationship
continues and hedge accounting should continue to be applied.



Antonio B. Won Pat International Airport Authority, Guam

Notes to Financial Statements, continued

1. Organization and Summary of Accounting Policies, continued

New Accounting Standards, continued

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

In March 2012, GASB issued Statement No. 65, Items Previously Reported as Assets and
Liabilities, effective for periods beginning after December 15, 2012. This statement
establishes accounting and financial reporting standards that reclassify, as deferred outflows
of resources or deferred inflows of resources, certain items that were previously reported as
assets and liabilities and recognizes, as outflows of resources or inflows of resources, certain
items that were previously reported as assets and liabilities.

In March 2012, GASB issued Statement No. 66, Technical Corrections — 2012, an
amendment of GASB Statements No. 10 and No. 62, effective for periods beginning after
December 15, 2012. This Statement amends Statement No. 10, Accounting and Financial
Reporting for Risk Financing and Related Insurance Issues, by removing the provision that
limits fund-based reporting of an entity’s risk financing activities to the general fund and the
internal service fund type. This Statement also amends Statement 62 by modifying the
specific guidance on accounting for (1) operating lease payments that vary from a
straightline basis, (2) the difference between the initial investment (purchase price) and the
principal amount of a purchased loan or group of loans, and (3) servicing fees related to
mortgage loans that are sold when the stated service fee rate differs significantly from a
current (normal) servicing fee rate. The provisions of this Statement are effective for
financial statements for periods beginning after December 15, 2012. Earlier application is
encouraged.

In June 2012, GASB issued Statement No. 67, Financial Reporting for Pension Plans, an
amendment of GASB Statement No. 23, effective for periods beginning after June 15, 2013.
This Statement establishes financial reporting standards for state and local governmental
pension plans, defined benefit pension plans and defined contribution pension plans, that are
administered through trusts or equivalent arrangements that meet certain criteria.

W

o

In June 2012, GASB issued Statement No. 68, Accounting and Financial Reporting for
Pensions, an amendment of GASB Statement No. 27, effective for periods beginning after
June 15, 2014. This Statement establishes accounting and financial reporting requirements
related to pensions for governments whose employees are provided with pensions through
pension plans that are covered by the scope of this Statement, as well as for nonemployer
governments that have a legal obligation to contribute to those plans.

The Authority is currently evaluating the effects the above statements will have on its
financial statements.
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Antonio B. Won Pat International Airport Authority, Guam

Notes to Financial Statements, continued

1. Organization and Summary of Accounting Policies, continued
Reclassifications

Certain reclassifications have been made to the 2011 financial statements for comparative
purposes. Such reclassifications have no effect on the previously reported increase in net
assets.

2. Subsequent Events
The Authority has evaluated subsequent events through January 29, 2013.
3. Concentrations of Credit Risk and Major Customers

Financial instruments which potentially subject the Authority to concentrations of credit risk
consist principally of cash deposits and accounts receivable.

The Authority maintains its cash in bank accounts, which at times may exceed federal
depository insurance limits. At September 30, 2012 and 2011, $250,000 of the Authority’s
deposits in each bank is covered by federal depository insurance, with the remainder being
uninsured and uncollateralized.

A primary concessionaire accounted for 15% of total operating revenues for each of the
years ended September 30, 2012 and 2011. Receivables from the primary concessionaire
totaled $1,026,490 and $929,017 at September 30, 2012 and 2011, respectively.

For the years ended September 30, 2012 and 2011, approximately 28% and 29%,
respectively, of the Authority’s total operating revenues, including passenger facility charge
income, were derived from one airline customer. At September 30, 2012 and 2011, the
receivable from this airline customer totaled $1,821,986 and $1,397,109, respectively.

Concentration of credit risk with respect to the remaining accounts receivable which are due
primarily from other various airlines, concessionaires and tour operators is limited due to the
large number of customers comprising the Authority’s customer base.
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Antonio B. Won Pat International Airport Authority, Guam

Notes to Financial Statements, continued

4. Airport Facilities

A summary of changes in capital assets for the year ended September 30, 2012 is as follows:

Beginning Ending
Balance Transfers Transfers Balance
October 1, and and September 30,
2011 Additions Deletions 2012
Capital assets depreciated:
Terminal building $341,133,294 § 42,288 $ 1,168,833 $342,344,415
Other buildings 84,814,026 93,445 206,319 85,113,790
Airfield area 81,786,724 19,300 440,443 82,246,467
Apron area 40,983,694 ——— —— 40,983,694
Terminal area 24,748,708 - - 24,748,708
Support facilities 8.676.487 35.701 — 8.712.188
Total capital assets
depreciated 582,142,933 190,734 1,815,595 584,149,262
Less accumulated
depreciation (307.231.657) (23.183.657) — (330.415.314)
Net capital assets
depreciated 274911276  (22.992.923) 1.815,595  253.733.948
Capital assets not depreciated:
Land 57,461,373 --- - 57,461,373
Construction-in-progress 73.008.844 16,575.083  (1,815.595) 87.768.332
Total capital assets
not depreciated 130.470.217 16,575,083  (1.815.595) 145.229.705
$405,381.493 $( 6,417.840) $__ --- $398.963.653

The Authority acquired avigation easements from surrounding residential homeowners in
exchange for the cost of installing residential sound insulation. Construction-in-progress at
September 30, 2012 and 2011 included $696,963 and $661,913, respectively, of costs
associated with the residential sound insulation program. At September 30, 2012 and 2011,
the Authority’s avigation easements totaled $11,975.643 and $12.984,992, net of
amortization, respectively, and is shown as avigation easements in the accompanying
statements of net assets.
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Antonio B. Won Pat International Airport Authority, Guam

Notes to Financial Statements, continued

4. Airport Facilities, continued

A summary of changes in capital assets for the year ended September 30, 2011 is as follows:

Capital assets depreciated:
Terminal building
Other buildings
Airfield area
Apron area
Terminal area
Support facilities

Total capital assets
depreciated

Less accumulated
depreciation

Net capital assets
depreciated

Capital assets not depreciated:
Land
Construction-in-progress

Total capital assets
not depreciated

Beginning Ending
Balance Transfers Transfers Balance
October 1, and and September 30,
2010 Additions Deletions 2011
$330,412,546 $ - $10,720,748 $341,133,294
61,065,843 15,000 23,733,183 84,814,026
57,263,161 —-— 24,523,563 81,786,724
40,983,694 - —— 40,983,694
24,748,708 ——— — 24,748,708
8.657.093 19.394 o 8,676,487
523,131,045 34,394 58,977,494 582,142,933
(286.410.865) (20.820.792) o~ (307.231.657)
236,720,180 (20.786.398) 58.977.494 274.911.276
57,461,373 - — 57,461,373
119.656.453 12,329,885  (58.977.494) 73.008.844
177.117.826 12.329.885  (58.977.494) 130.470.217

$413.838.006

$( 8.456,513) $_  ---

$405.381.493

On September 30, 2005, the Authority entered into a quitclaim deed with the Government of
Guam, wherein the Government of Guam transferred a parcel of land with an appraised
value of $2.530,000 to the Authority. As more fully discussed in Note 10, the deed was
entered into in response to a request by the Federal Aviation Administration (FAA) that the
Authority seek reimbursement of $564,702 in unresolved federal program questioned costs
as of September 30, 2004. The $2,530,000 is included as a component of capital assets in
the accompanying statements of net assets. Due to numerous uncertainties surrounding the
Tiyan properties, the Authority has noted that it may elect to utilize the excess contribution
from the land transfer to offset any subsequent obligations by the Government of Guam if so
determined by the federal government.
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Antonio B. Won Pat International Airport Authority, Guam

Notes to Financial Statements, continued

4. Airport Facilities, continued

Interest capitalized for the years ended September 30, 2012 and 2011, totaled $514,920 and
$605,752, respectively.

Airport facilities are located on approximately 236 acres. The Authority has no cost basis in
212 acres of this property; the remaining 24 acres have a cost basis of $3,014,194.

In September 2000, the United States Navy (Navy) transferred approximately 1,417 acres of
property surrounding the Airport facilities to the Authority and the Government of Guam at
no cost. This land is recorded at its appraised value of $51,210,000 (at September 2000)
and is included as a component of capital assets in the accompanying statements of net
assets. In fiscal year 2001, the Navy paid the Authority $10,000,000 (see Note 10) and the
Authority and the Government of Guam assumed the responsibility for the completion of
certain environmental response actions on the property.

5. Long-Term Revenue Bonds Payable and Loan Payable to Bank

Long-term revenue bonds payable at September 30, 2012 and 2011, consist of the
following:

2012 2011

(1) General revenue bonds, Series 2003 (original issue of $216,250,000):

Varying interest rates (1.45% - 5.375%)
payable semiannually in October and
April, principal payments due in varying
annual installments with $9,590,000 and
$9,095,000 due in October 2012 and 2011,

respectively, and increasing to
$17,175,000 on October 2023 $155,005,000 $164,100,000
Less current installments (_9.590.000) (__9.095.000)
145,415,000 155,005,000
Add net unamortized premium on bonds 3,551,487 4,130,326
Less deferred difference on refunding of 1993 bonds (2.860.031) (__3.3206,187)

$146.,106,456 $155.809.139
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Antonio B. Won Pat International Airport Authority, Guam

Notes to Financial Statements, continued

5. Long-Term Revenue Bonds Payable and Loan Payable to Bank, continued

Future bond principal and mandatory sinking fund installments payable by the Authority to
the bond trustees are as follows:

Year ending Total
September 30, Principal Interest Debt Service
2013 $ 9,590,000 $ 7,482,000 $ 17,072,000
2014 10,030,000 7,076,000 17,106,000
2015 10,510,000 6,621,000 17,131,000
2016 11,065,000 6,121,000 17,186,000
2017 11,635,000 5,585,000 17,220,000
- 2018 through 2022 68,770,000 18,019,000 86,789,000
% 2023 through 2024 33,405,000 1,732,000 35,137.000
$155.005.000 $.52.636.000 $207.641.000

On September 30, 2003, the Authority issued $216,250,000 in Series 2003 General Revenue
Bonds to retire $216,185,000 of outstanding 1993 Series bonds. The net proceeds of
$192,699,547 (after payment of $11,007,710 in underwriting fees, insurance, and other
issuance cost) plus an additional $30,969,034 of 1993 Series fund monies were used to
purchase U.S. government securities. Those securities were deposited in an irrevocable
trust with an escrow agent to provide for the refunding of the 1993 bonds on October 31,
2003.

The refunding resulted in a difference on refunding of $7,937,352 representing the
difference between the reacquisition price and carrying amount of the 1993 bonds. This
| amount was deferred and is being amortized over the remaining life of the 1993 bonds. For
o the years ended September 30, 2012 and 2011, the amortization expense totaling $466,155
and $493,507, respectively, are included as a component of other expenses, net in the
accompanying statements of revenues, expenses and changes in net assets.

The General Revenue Bonds, Series 2003, including interest, are payable from and are
secured by a pledge of revenues under the indenture. The bonds are collateralized by a lien
upon and pledge of revenues to be received by the Authority, the trustees and the
depository. The Authority also engaged the Bond Issuer to secure the financial guaranty
insurance policy, guaranteeing the schedule payment of the principal and interest on the
2003 Bonds when due. Neither the payment of the principal on the bonds, nor any interest
thereon, is a debt, liability or obligation of the Government of Guam.

The bond indentures include certain debt service and reserve requirements including the
requirement that net revenues as defined in the bond indentures plus other available monies
be equal to at least 125% of the annual debt service.
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Antonio B. Won Pat International Airport Authority, Guam

Notes to Financial Statements, continued

5. Long-Term Revenue Bonds Payable and Loan Payable to Bank, continued
(2) Long-term loan payable to bank at September 30, 2012 consisted of the following:

First Hawaitan Bank, 3.75% interest rate
fixed for 5 years, monthly payment of
interest only shall be made for the first
year of the loan starting on July 27, 2012;
thereafter, monthly payments of principal
and interest in the amount of $267,362
starting on August 27, 2013, which will
amortize the loan over a period of 4 years.
The principal balance and all accrued
interest will be due and payable on July
27, 2017. The loan is secured by a
Security Agreement and a UCC-1
Financing Agreement. The loan is subject
to U.S. Department of Agriculture’s
(USDA) written commitment to the bank
to guaranty no less than 90% of the loan to

the Authority $5,594,897
Less current installment 217,000
$5.377.897

On June 27, 2012, the Authority entered a loan agreement with First Hawaiian Bank (FHB)
to finance the Authority’s energy efficient upgrades. The loan amount is for $11.9 million.
The disbursement of the loan proceeds will be based on the payment of the costs incurred
for work actually done and improvements actually installed by a contractor under the
performance contract. The loan will be disbursed directly to the contractor by FHB upon the
Authority’s approval. During the year ended September 30, 2012, the amount of loan
disbursed by FHB directly to the contractor totaled $5,594,897 and is recorded as part of
capital assets and current portion and long-term loan payable in the accompanying 2012
statement of net assets. The undisbursed portion of the loan at September 30, 2012 totals
$6.305,103. The $11.9 million is subject to USDA’s Loan Note Guarantee; however, the
Loan Note Guarantee for the loan will not be executed by USDA until all construction has
been completed, equipment has been purchased and installed, and the facility is certified as
operational by the appropriate official, which is expected to be in August 2013. At
September 30, 2012, the loan was supported by a Conditional Commitment for Guarantee
by the USDA.

This loan is also secured by a Security Agreement and UCC-1 Financing Statement which
identify sums in the Subordinate Securities Fund and Capital Improvement Fund as
collateral for the loan. Both funds are allocated Revenues pursuant to Section 5.02 of the
Bond Indenture. Obligations of the Authority payable from the aforementioned funds are

(8]

(8]



Antonio B. Won Pat International Airport Authority, Guam

Notes to Financial Statements, continued

5. Long-Term Revenue Bonds Payable and Loan Payable to Bank, continued

subordinate to the pledge and lien of airport Revenues to secure payment of the Authority’s
Bonds.

As part of the loan conditions, the Authority shall maintain a minimum debt service ratio of
1.25to 1.

Future maturies of the FHB long-term loan payable is as follow:

Year ending September 30

% 2013 $  217.000
2014 1,329,000

- 2015 1,380,000
§ 2016 1,433,000
. 2017 1,236,000
$5.595.000

6. Investments and Cash with Trustees

The aforementioned bond indentures require the establishment of special funds and accounts
to be held and administered by the Authority’s trustees for the accounting of the bond
proceeds. At September 30, 2012 and 2011, investments and cash held by the trustees, in
trust for the Authority, in these funds and accounts are as follows:

2012 2011

Operations and Maintenance Reserve Fund $ 9378260 $ 9,252,793
Federal Grant Funds 6,414,589 7,095,661
Self-Insurance Fund 3,838,135 4,038,862
Capital Improvement Fund 400,038 545,579
General Revenue Fund 225,457 639,581
Operations and Maintenance Fund 4.682 4.686

Total Unrestricted 20.261.161 21,577,162
Cash with trustees 4,718 449,771
Bond Reserve Funds 18,506,524 18,063,952
Debt Service Funds 13,430,224 13,157,642
Renewal and Replacement Fund 1.000.146 1.000.245

Total Restricted 32.941.612 32.671.610

$53,202,773

$54.248.772
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Antonio B. Won Pat International Airport Authority, Guam

Notes to Financial Statements, continued

6. Investments and Cash with Trustees, continued

Investments are stated at fair market value.
investments at September 30, 2012 and 2011 are summarized as follows:

The amortized cost and fair value of

2012 2011
Gross Gross
Amortized unrealized Fair Amortized unrealized Fair
Cost gains value Cost gains value
Cash with trustees  $ 4,718 $ - $ 4,718 $ 449,771 -—- $ 449771
Money market/
trust funds 25,714,887 e 25,714,887 27,494,078 -—- 27,494,078
Investment
agreements 18,045,950 - 18,045,950 18,045,950 —— 18,045,950
Short-term
investments 8,120,110 67,286 8,187,396 7,024,998 160,945 7,185,943
U.S. Treasury
notes 1,212,615 37.207 1.249.822 1,037.893 35,137 1,073,030
$53,098.280 $ 104,493 $53,202.773 $54,052.690 196,082 $54,248.772

GASB Statement No. 3 previously required government entities to present investment risks
in terms of whether the investments fell into the following categories:

Category 1 Investments that are insured or registered, or securities held by the
Authority or its agent in the Authority’s name;

Category 2 Investments that are uninsured and unregistered for which securities
are held by the counterparty’s trust department or agent in the
Authority’s name; or

Category 3 Investments that are uninsured and unregistered, with securities held
by the counterparty’s trust department or agent but not in the
Authority’s name.

As of September 30, 2012 and 2011, all investments were classified as Category 2
investments.

GASB Statement No. 40, Deposit and Investment Risk Disclosures (an amendment of GASB
Statement No. 3), amended GASB Statement No. 3 to, in effect, eliminate disclosure for
deposits and investments falling into categories 1 and 2 and provide for disclosure
requirements addressing other common risks of investments such as credit risk, interest rate
risk, concentration of credit risk, and foreign currency risk. GASB Statement No. 40 did
retain and expand the element of custodial risk in GASB Statement No. 3.

35



B

e

5

///}QY”Z

L

L

Antonio B. Won Pat International Airport Authority, Guam

Notes to Financial Statements, continued

6. Investments and Cash with Trustees, continued

Credit risk for investments is the risk that an issuer or other counterparty to an investment
will not fulfill its obligations.

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value
of debt instruments. In compliance with the bond indenture, the Authority minimized the
interest rate risk, by limiting maturity of investments. A majority of the Authority’s
investment securities have maturities of 5 years or less. This reduces the impact of interest
rate movements seen with longer maturity investments.

Concentration of credit risk for investments is the risk of loss attributed to the magnitude of
an entity’s investment in a single issuer. GASB Statement No. 40 requires disclosure by
issuer and amount of investments in any one issuer that represents five percent (5%) or more
of total investments for the Authority. In compliance with the bond indenture, the Authority
minimized credit risk losses by limiting investments to the safest types of securities. Bank
of Hawaii Investment Services Group, Bank of Guam, Citibank N.A. and Coast 360 Federal
Credit Union manage the Federal Fund accounts investing in U.S. Treasury Securities, U.S.
Government Agencies, Domestic Corporate Bonds, Money Market Funds and Certificate of
Deposits insured by the Federal Deposit Insurance Corporation. The U.S. Treasury
Securities are low risk investments as they are guaranteed by the full faith and credit of the
U.S. government. While U.S. Government Agencies are not guaranteed, they are backed by
the U.S. government and are recognized as low risk investments as well. In addition, certain
funds held with the Bank of Guam-Trustee are invested in Government Obligations Funds
through Federated Investments. Funds with co-trustee, U.S. Bank, are invested in First
American Treasury Obligations Fund. All investment securities are within the requirement
of the bond indenture.

Custodial credit risk for investments is the risk that in the event of the failure of the
counterparty to the transaction, the Authority will not be able to recover the value of
investments or collateral securities that are in the possession of an outside party. Based on
negotiated trust and custody contracts, all of these investments were held in the Authority’s
name by the Authority’s custodial financial institutions at September 30, 2012 and 2011.

Foreign currency risk is the risk that changes in foreign exchange rates will adversely affect
the fair value of an investment.
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Antonio B. Won Pat International Airport Authority, Guam

Notes to Financial Statements, continued

6. Investments and Cash with Trustees, continued
At September 30, 2012, the Authority’s investments were as follows:

Investment Maturities (In Years)

Standard &
Poor’s/Moody’s
Credit
Rating Less than 1 [to5 61010 Greater than 10 Total
US treasury notes Aaa-mf § - $1,246250 § - $§ - $ 1,246,250
US government agencies:
Federal Home Loan
Mortgage Corporation Aaad/AAA 399,868 210,562 - - 610,430
Federal National Mortgage
Association Aaa/AAA 824,533 1,688,129 —— e 2,512,662

Corporate notes:
CDC Funding Corporation Aal/AA+/AAA --- - —— 18,045,950 18,045,950
Other Aaa/AAA - 17,884 - - 17,884

]

Other Aa/AA 68,341 282,706 - - 351,047
Other A 233,738 774,808 - e 1,008,546
Other Baa/BBB 118,056 133,512 - ——- 251,568
Other Not rated 15,430 -—- - -—- 15,430
Money Market Funds:
Federated Investments AAA 4,102,595 ——- ——- —— 4,102,595
B US Bank, NA Al/Aa2 13,430,207 e e e 13,430,207
?%2 Citibank, NA Baa2 3,831,899 —— B - 3,831,899
Bank of Guam BBB 6,868,118 - - - 6,868,118
Other Not rated 869,750 — . - 869.750
% bl e ¥ 2 & b
L $30,762.535 $4,353,851 $_  --- $18.045,950 $53,162,336
Cash 4,718

Accrued interest 35,719
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Antonio B. Won Pat International Airport Authority, Guam

Notes to Financial Statements, continued

6. Investments and Cash with Trustees, continued

At September 30, 2011, the Authority’s investments were as follows:

Investment Maturities (In Years)

Standard &
Poor’s/Moody’s
Credit
Rating  Less than 1 1105
US treasury notes Aat+/Aaa $ 35916 $1,033,407
US government agencies:
Federal Home Loan
Mortgage Corporation Aaa 809,701 1,092,592
Federal National Mortgage
Association Aaa 199,681 1,117,213
Other guaranteed by FDIC ~ Aaa 328,949 e
Corporate notes:
CDC Funding Corporation A+/Aa3 --- -
Other Aaa 36,273 33,763
Other Aa/Aa2 20,552 365,533
Other A/A2 116,790 741,035
Other Bbb/Baa2 - 193,304
Money Market Funds:
Federated Investments Aaa 2,078,675 ———
US Bank, NA Al/Aa2 13,175,325 —n-
Citibank, NA A/Al 4,032,850 e
Bank of Guam Bbb/Baa2 9,417,765 -
Other Not rated 867,327 e
$31.119.804 $4,576,847
Cash

Accrued interest

$

610 10 Greater than 10

Total

$ 1,069,323

1,902,293

1,316,894
328,949

18,045,950
70,036
386,085
864,129
193,304

2,078,675
13,175,325
4,032,850
9,417,765
867.327

6,304 $18,045,950

53,748,905

449,771
50,096

$54.248.77

pi
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Antonio B. Won Pat International Airport Authority, Guam

Notes to Financial Statements, continued

7. Employee Benefits and Other
Employee Retirement Plan

Employees of the Authority hired before September 30, 1995 are under the Government of
Guam Employees Retirement System, a defined benefit pension plan (DB Plan). Employees
hired after September 30, 1995, are members of the new Defined Contribution Retirement
System (DCRS). Until December 31, 1999, and for several limited periods after December
31, 1999, those employees who are members of the defined benefit plan with less than 20
years of service at September 30, 1995, had the option to switch to the DCRS. Otherwise,
they remained under the old plan.

The DB Plan and the DCRS are administered by the Government of Guam Retirement Fund
(GGRF), to which the Authority contributes based upon a fixed percentage of the payroll for
those employees who are members of the Plan.

DB Plan

The DB Plan is a cost-sharing multiple-employer plan. A single actuarial valuation is
performed annually covering all plan members and the same contribution rate applies to
each employer. GGREF issues a publicly available financial report that includes financial
statements and required supplementary information for the DB Plan. That report may be
obtained by writing to the Government of Guam Retirement Fund, 424 A Route 8, Maite,
Guam 96910, or by visiting GGRF’s website - www.ggrf.com.

Plan members of the DB Plan are required to contribute a certain percentage of their annual
covered salary. The contribution requirements of the plan members and the Authority are
established and may be amended by the GGRF.

Statutory contribution rates for employer and employee contributions were 28.3% and
9.50%, respectively, for the year ended September 30, 2012, 27.46% and 9.50%,
respectively, for the year ended September 30, 2011 and 26.04% and 9.50%, respectively,
for the year ended September 30, 2010.

Actuarial contribution rates were 30.09%, 28.06% and 29.31% for the years ended
September 30, 2012, 2011 and 2010, respectively.

During the years ended September 30, 2012, 2011 and 2010, contributions made and
accrued, which were equal to the required contributions for those years, amounted to
$325.013, $338.176 and $353,856, respectively.
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Antonio B. Won Pat International Airport Authority, Guam

Notes to Financial Statements, continued

7. Employee Benefits and Other, continued
DCRS

Contributions into the DCRS, by members are based on an automatic deduction of 5% of the
member’s regular base pay. The contribution is periodically deposited into an individual
annuity account within the DCRS. Employees are afforded the opportunity to select from
different annuity accounts available under the DCRS.

Statutory employer contributions into the DCRS for the years ended September 30, 2012
and 2011 are determined using the same rates as the DB plan. Of the amount contributed by
the employer, only 5% of the member’s regular base pay is deposited into the member’s
individual annuity account. The remaining amount is contributed towards the unfunded
liability of the defined benefit plan.

Members of the DCRS who have completed five years of government service, have a vested
balance of 100% of both member and employer contributions plus any earnings thereon.

During the years ended September 30, 2012, 2011 and 2010, contributions made and
amounts accrued under the DCRS amounted to $2,368,797, $2,314,135 and $2.049,637,
respectively.

Retirement expense amounted to $2,693,810, $2,652,311 and $2.403,493 for the years
ended September 30, 2012, 2011 and 2010, respectively.

Accrued Sick Leave

Public Law 26-86 allows members of the DCRS to receive a lump sum payment of one-half
of their accumulated sick leave upon retirement. As of September 30, 2012 and 2011, the
Authority has accrued an estimated liability of $159.480 and $170,548, respectively.
However, this amount is an estimate and actual payout could differ from those estimates.
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Antonio B. Won Pat International Airport Authority, Guam

Notes to Financial Statements, continued

7. Employee Benefits and Other, continued

Other Post-Employment Benefits

GovGuam, through its substantive commitment to provide other post-employment benefits
(OPEB), maintains a cost-sharing multiple employer defined benefit plan to provide certain
post-retirement healthcare benefits to retirees who are members of the GGRF. Under the
Plan, known as the GovGuam Group Health Insurance Program, GovGuam provides
medical, dental, and life insurance coverage. The retiree medical and dental plans are fully-
insured products provided through insurance companies. GovGuam shares in the cost of
these plans, with GovGuam’s contribution amount set each year at renewal. Current statutes
prohibit active and retired employees from contributing different amounts for the same
coverage. As such, GovGuam contributes substantially more to the cost of retiree
healthcare than to active healthcare. For the life insurance plan, GovGuam provides retirees

with $10,000 of life insurance coverage through an insurance company. Retirees do not

share in the cost of this coverage. Because the Plan consists solely of GovGuam’s firm
commitment to provide OPEB through the payment of premiums to insurance companies on
behalf of its eligible retirees, no stand-alone financial report is either available or generated.

8. Leases

DFS

In November 2002, DFS was selected as primary concessionaire for the airport terminal for
a ten year term commencing January 2003,

In accordance with the concession agreement, rental income from DFS shall be the greater
of the following:

1. Four million dollars (the “minimum guarantee™) plus five hundred thousand dollars
(the “additional rent™), or;

2. The sum of 20% of gross revenues up to $30 million plus 22.5% of gross revenues
exceeding $30 million

During the lease term, the minimum guarantee rent and the additional rent are paid in equal
monthly installments on or before the first day of each month.

DFS also entered into a concession agreement with the Authority for additional store space
for a five year term which expired in 2011, but the concession continues on a month-to-
month basis until a new agreement is finalized. Effective fiscal year 2011, DFS entered into
another concession agreement with the Authority for a separate additional store space for a
five year term. For each of these agreements, DFS guarantees to pay a minimum annual
rent of $250,000 during each lease year, or the percentage rent which is 22.5% of annual
gross revenues for each lease year, whichever amount is greater.

41



L

Antonio B. Won Pat International Airport Authority, Guam

Notes to Financial Statements, continued

8. Leases, continued

DES, continued

Concession fee income for the years ended September 30, 2012 and 2011 includes
$2,346,397 and $2,125,392 of percentage rent income in excess of the minimum guarantee
and additional rent on the DFS lease, respectively.

The future minimum lease receipts under the remainder of the DFS Concession Agreements
as of September 30, 2012 are as follows:

Year ending
September 30,

2013 $1,750,000
2014 250.000
Total minimum lease payments receivable $2.000.000

Pac Air Properties, LLC

Effective February 22, 2008 (Commencement Date), the Authority and Pac Air Properties,
LLC (Pac Air) agreed to amend and restate its existing ground lease agreement dated
October 31, 2006 in its entirety. The new agreement has an initial lease term of fifty (50)
years beginning on the commencement date, with an option on the part of Pac Air to renew
for an additional ten (10) years. In accordance with the agreement, Pac Air shall make
agreed-upon capital improvements at a cost of no less than $25 million to the leased
premises with an area of approximately 540,000 square feet. On the termination or
expiration of the lease, capital improvements will be surrendered to the Authority. The
Authority shall waive rental payments during the construction phase but no later than the
first two (2) years from the initial term of the lease. Beginning on the date of beneficial
occupancy, which is on September 1, 2009 the date which marks the end of the construction
phase and the waiver of rent, the monthly rent shall amount to $21,600 but payment of such
rent shall be deferred for the next five (5) years, at such time the deferred rent shall be paid
starting on September 1, 2014 in equal monthly installments over the next ten (10) years at
the same time and under the same conditions as the regular monthly rent payments. For
each of the years ended September 30, 2012 and 2011, the Authority accrued rental income
totaling $259,200 and is included as a component of rental income in the accompanying
statements of revenues, expenses and changes in net assets. At September 30, 2012 and
2011, accrued rental receivable totals $799,200 and $540,000. respectively, and is shown as
accounts receivable from tenant in the accompanying statements of net assets.



Antonio B. Won Pat International Airport Authority, Guam

Notes to Financial Statements, continued

8. Leases, continued
Pac Air Properties, LLC, continued

Future minimum rental income under the aforementioned Pac Air lease agreement is as
follows:
Year ending

September 30,

2013 $ 259,200
2014 259,200
2015 286,200
2016 286,200
2017 286,200
Thereafter 19,774,703

Total future minimum lease payments receivable  $21,151.703

In 2010, the Authority entered into a lease-back agreement with Pac Air to lease a total of
32,500 square feet of space in the completed facility on the leased premises for 5 years with
annual rent of $1,058,400. Rent expense for each of the years ended September 30, 2012
and 2011 amounted to $1,058,400 and is included under contractual services in the
accompanying statements of revenues, expenses and changes in net assets.

On December 2010, the Authority entered into a sublease agreement with the Government
of Guam’s Customs and Quarantine Agency (GovGuam CQA) to lease 25,000 square feet
of the aforementioned 32,500 square feet rental space for 5 years, with annual rental income
of $1,024,200. Rental income for each of the years ended September 30, 2012 and 2011
amounted to $1,024,200 and is included under rental income in the accompanying
statements of revenues, expenses and changes in net assets.

Future minimal rent expense arising from the Pac Air lease-back agreement and future
minimal sublease income from GovGuam CQA is as follows:

Lease back Sublease Net (Expense)
Year ending Expense Income Income
September 30,
2013 $(1.058.400) $1,024,200 $( 34,200)
2014 (1,058.400) 1,024,200 ( 34.200)
2015 (_923.400) 1,024,200 100.800

$(3.040.200) $3,072.600 $_ 32,400




Antonio B. Won Pat International Airport Authority, Guam

Notes to Financial Statements, continued

8. Leases, continued
Other Leases

The Authority has lease agreements with scheduled air carriers, various concessionaires and
other airport users. The agreements provide the lessees with the use of the airport’s system
facilities, equipment and services. The signatory airline operating agreements and terminal
building leases expire on September 30, 2016. Other ground lease agreements will expire
ranging from September 2015 through September 2035. The lease agreements with six rent-
a-car companies will expire in June 2016.

The future minimum rentals on other noncancellable operating leases (excluding the DFS
and Pac Air and GovGuam CQA lease described above) as of September 30, 2012 are as
follows:

Year ending
September 30,

2013 $ 7,015,000
2014 6,089,000
2015 5,800,000
2016 5,357,000
2017 1,301,000
Thereafter 10,033,000

Total future minimum lease payments receivable  $35,595.000

9. Long-Term Liabilities

A summary of changes in long-term liabilities during fiscal years 2012 and 2011 follows:

Outstanding Outstanding
September 30, September 30,
2011 Increases Decreases 2012 Current Noncurrent
Accrued sick leave $ 170,548 § - $ 11,068 $ 159,480 $  --- $ 159,480
Accrued annual
leave 989,967 5,204 - 995,171 308,095 687,076
Loan payable to
bank - 5,594,897 - 5,594,897 217,000 5,377,897
2003 General
revenue bonds 164,904,139 - 9.207.683 155,696,456 9,590,000 146,106,456

$166,0064,654  $.5,600,101 $9,218,751 $.162,446,004 $10,115,095 $152,330,909




Antonio B. Won Pat International Airport Authority, Guam

Notes to Financial Statements, continued

9. Long-Term Liabilities, continued

Outstanding QOutstanding
September 30, September 30,

2010 Increases Decreases 2011 Current Noncurrent

Accrued sick leave $ 131,884 $38664 $§ - $ 170,548 § - $ 170,548
Accrued annual

leave 1,019,554 - 29,587 989,967 322,389 667,578

2003 General
revenue bonds 173,648,434 — 8.744,295 164,904,139 9,095,000 155.809.139
$174,799,872 $38.664 $8.773.882 $166,064,654 $9.417.389 $156,647,265

10. Commitments and Contingencies
| | Environmental Response Actions

As discussed in Note 4, in September 2000, the Navy transferred 1,417 acres of property to
the Authority and Government of Guam at no cost. In fiscal year 2001, the Navy paid the
Authority $10,000,000 as a lump sum but not in accordance to the payment provisions of
the Quitclaim Deed from the Navy. In exchange for the payment, the Authority and the
Government of Guam apparently assumed obligations for environmental response actions
addressing specific groundwater contamination even if the cost of the response actions
exceeds the $10 million received from the Navy. The Authority’s management has received
the final draft of the Decision Document (DD) for Operable Unit 3 (OU3) which is the
groundwater located under the former Naval Air Station. The DD presents the selected
remedy for OU3 which is the remedial alternative 3. It calls for extraction and treatment at
Well NAS-1 and future wells, if necessary, and natural attenuation. The DD identifies the
Navy as the lead agency for the cleanup with support agencies that include the Authority,
Guam Environmental Protection Agency (GEPA) and the US EPA. The Navy, the
Authority and GEPA are the authorized signatories for the DD. The final draft of the DD is
presently being reviewed by the BRAC Cleanup Team.

L

The Authority’s responsibilities under the draft DD are limited to sampling and testing as
currently performed. The new task is for the Authority to conduct a 5 year review to ensure
the remedial action is or will be protective of human health and the environment. This new
task may reduce the ongoing sampling and testing requirements or completely eliminate
them. Moreover, the granular activated carbon (GAC) treatment provided under the
Authority’s new water system satisfies the GAC treatment component of future wells
meeting the selected remedy. No further obligation of the Authority is required under the
draft DD. A portion of the remaining balance of the $10 million received from the Navy,
although reprogrammed to the Capital Improvement Fund, will remain as a contingent
unencumbered sum to pay for future sampling and testing requirements and any potential
improvements under the Environmental Services Cooperative Agreement that were not
constructed under the Authority’s water system.




Antonio B. Won Pat International Airport Authority, Guam

Notes to Financial Statements, continued

10. Commitments and Contingencies, continued
Environmental Response Actions, continued

The long-term obligation to operate and maintain the facilities built under the remedial
construction as well as the required sampling will be handled through a water system
commercial agreement. As of September 30, 2012, the Authority estimated, based upon a
weighted average probability of future cash outflows, that its pollution remediation
obligations as called for under GASB No. 49 Accounting and Financial Reporting for
Pollution Remediation Obligations totaled $354,868. At September 30, 2012 and 2011,
future pollution remediation and monitoring costs totaling $354.868 and $454,568,
respectively, is reflected as a component of other current liabilities in the accompanying
statements of net assets.

Federal Program Costs

The Authority receives, on a reimbursement basis, grants from the U.S. Government for
certain capital construction projects primarily through the Airport Improvement Program
(AIP). The Authority also receives grants from other sources. These grants are subject to
financial and compliance audits to ascertain whether federal laws and regulations have been
followed.

As discussed in Note 4, on September 30, 2005 the Authority received a parcel of land with
an appraised value of $2.530,000 from the Government of Guam, which represented
reimbursement to the Authority for questioned costs totaling $564,702 as of September 30,
2004, that the FAA requested for reimbursement.

As of September 30, 2011, questioned costs estimated to be at approximately $60,000 was
identified based on the construction costs of interconnections as reported by an independent
engineer during their review of the design and construction of the Authority’s water system
based on the grant applications submitted to the FAA. Based on additional verification by
the project’s construction manager, the Authority subsequently reimbursed the FAA the
verified amount of $60,000 to resolve the audit finding. The FAA then followed with a grant
amendment letter to increase grant funding by $755,815 to reimburse the Authority for
increased eligible project costs.

As of September 30, 2012, there were no unresolved questioned costs.
Commitments

The Authority has commitments totaling approximately $16.2 million under several
construction contracts at September 30, 2012.

In addition, the Authority has commitments under other various contracts totaling
approximately $13.9 million at September 30, 2012.
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Antonio B. Won Pat International Airport Authority, Guam

Notes to Financial Statements, continued

10. Commitments and Contingencies, continued
Insurance

The Authority has adopted a policy of self-insuring its facilities for earthquake and typhoon
damage. The Authority also maintains deposit of $1 million annually in the Renewal and
Replacement Fund which will be combined with funds in the Self Insurance Fund to cover
damage in the event of a natural catastrophe. The balances in the Renewal and Replacement
Fund and Self-Insurance Fund are $1,000,000 and $3,832,707 respectively, at September
30, 2012, and $1,000,000 and $4,038,862, respectively, at September 30, 2011. The
Authority has a catastrophic insurance policy with coverage up to $5 million as a
supplement to the self-insurance.

Government of Guam General Fund

Pursuant to 5 GCA Chapter 22 § 22421 Transfer of Autonomous Agency Revenues to
Autonomous Agencies Collections Fund, certain autonomous agencies, to include the
Authority, are to remit certain amounts to the Government ot Guam General Fund at the end
of each fiscal year.

On March 31, 2011, the Authority received an invoice from the Department of
Administration (DOA) for payment of $12,250,000, representing an annual assessment on
the Authority of $875,000 for years 1998 to 2011. The Authority is unable to recognize this
invoice as a liability as it does not conform to the requirements of 5 GCA § 22421 as it is
unclear how the annual contribution amount of $875,000 allocated to the Authority was
determined. This does not conform to the requirement that the Governor of Guam and the
Authority’s Board of Directors shall consult and decide on a formula. Moreover, the statute
of limitation for prior year assessments is limited to three years.

Notwithstanding the requirements of 5 G.C.A. § 22421, the Authority is prohibited by its
2003 General Revenue Bonds Indenture (2003 Indenture) and federal law from transferring
any funds from its operating surplus to the General Fund. Any diversion of the Authority’s
revenues under any formula will place the Authority in breach of the 2003 Indenture and
will jeopardize ongoing and future federal funding, possibly even subjecting the Authority
to millions of dollars in federal civil penalties. Accordingly, the Authority cannot transfer
any of its revenues to the General Fund as directed by 5 G.C.A. § 22421 and no liability has
been recorded for this contingency as of September 30, 2012 and 2011. This position has
been supported by legal determinations, past and present.

The Authority recognizes that it is an instrumentality of the Government of Guam. The
Authority may reimburse the Government of Guam for costs of services and contributions
provided to the Authority subject to the standards of documentation as required by the
FAA’s Policy and Procedures Concerning the Use of Airport Revenue. The Authority may
also pay for an indirect cost allocation that is reasonable, transparent, calculated similarly
for other governmental units and consistent with Attachment A to OMB Circular A-87 and
the aforementioned FAA policy.
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Antonio B. Won Pat International Airport Authority, Guam

Notes to Financial Statements, continued

10. Commitments and Contingencies, continued
Government of Guam General Fund, continued

During the course of Fiscal Year 2012, numerous discussions were held between the
Authority, the FAA and the Office of the Governor on the GovGuam assessment.
Resultantly, it is apparent that there is a greater understanding of the Authority’s obligations
as pressures to remit the assessment have subsided. In addition, the Authority’s oversight
senator had introduced a legislative bill to repeal the requirements of 5 GCA Chapter 22
§22421. A public hearing is pending.

Water System Infrastructure Upgrade

The new airport water system was commissioned and made operational in phases during
2012. The phasing was required to address the fire protection issues with the airport
terminal first and to address potential leaks and water loss with the existing piping and
valves in light of the higher water pressures.

The remaining work under the new airport water system is to install the laterals that connect
the new infrastructure to the existing structures in north Tiyan that are presently supplied by
the old Navy water system. This is estimated to be completed by the 2" quarter of FY13.

Concurrent with the commissioning of the new airport water system, the Authority entered
into an interim agreement with Guam Waterworks Authority (GWA) to operate and
maintain the water system for a minimum of one year. GWA’s system rates will be status
quo during the interim period. Moreover, the Authority is to monitor the system operations
and maintenance processes and collect baseline data for subsequent negotiations with GWA
for a longer term agreement.

Although, the Authority continues to assert that all costs associated with the airport water
system are supported by adequate documentary evidence, the Authority did reimburse the
FAA for questioned costs as noted in the above Federal Program Costs. As a final
measure, the FAA would require that the independent engineering firm that performed the
review of the airport water system project assess that the final agreement between the
Authority and GWA conforms to the uses as noted in their report.

Litigation

The Authority is involved in certain litigation inherent to its operations. Management is of
the opinion that liabilities of a material nature will not be realized.
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Antonio B. Won Pat International Airport Authority, Guam

Notes to Financial Statements, continued

10. Commitments and Contingencies, continued
Other

In December of 2012, the Department of Administration paid out merit bonuses for line agency
employees who met the criteria set forth pursuant to 4 GCA Chapter 6 § 6203. Merit bonuses
are to be paid to employees who receive a superior rating evaluation conducted for increment
purposes. The Authority is currently conducting its due diligence to determine its obligation to
pay out merit bonuses. Accordingly, an estimate of costs to pay bonuses for airport employees
has not been determined at this time.

11. Customs, Agriculture and Quarantine Inspection Services Charge

During the years ended September 30, 2012 and 2011, the Authority has assessed and collected
from air carriers fees for customs and agricultural inspection services rendered at the Airport
terminal. Guam Public Law 23-45 requires the Authority to remit all collections, within five
days of receipt, to the Treasurer of Guam for deposit to the Customs, Agriculture and Quarantine
Inspection Services Fund.

At September 30, 2012 and 2011, the Authority recorded customs fees payable to the Treasurer
of Guam totaling $2,042,986 and $1,785,059, respectively, for the above charges, of which
$1,587,544 and $1,443,800, respectively, are reflected as customs fees, receivables in the
accompanying statements of net assets. The fees are not reflected as an expense or revenue by
the Authority.
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Antonio B. Won Pat International Airport Authority, Guam

Years ended Sentember 30. 2012 and 2011

Schedule 1
Facilities and Systems Usage Charges
2012 2011
Arrival facilities § 6398217 § 6,159,123
Departure facilities 6,348,530 6,046,101
Passenger loading bridge usage charge 3,676,307 3,366,254
Landing fees 3,042,109 2,567,747
Immigration 2,337,874 2,210,176
Public apron 2,107,797 1,394,782
Utility recovery and other fees 474,691 442,015
% Fuel flowage fees 183,933 158,956

$ 24569458 § 22,345,154

F

Schedule 2
Concession Fees
201 2011
General merchandise $ 7420798 $ 7,194,836
Ground transportation 4,803,013 4,156,156
Car rental 934,605 931,949
Food and beverage 902,317 844,104
In-flight catering 754,661 666,213
B Advertising 452,565 448,125
| Money exchange 379,211 326,169
Parking lot 134,263 105,000
% Other 117,746 90,405
$ 15,899,179 § 14,762,957
Schedule 3
Rental Income
2012 2011

Operating space:
- Non-airline $  3.820.488 §  3,749.467
- Airline 3,103,781 3,065,873
Building and maintenance shop rentals 1,957,055 1,638,743
Other 1,716,873 1,913,090
Cargo rentals 262,890 251,357

$§ 10,861,087 $ 10,618,530




Antonio B. Won Pat International Airport Authority, Guam

Years ended September 30, 2012 and 2011

Schedule 4
Contractual Services

2012 2011
Power $ 6,999,726 $ 6,801,521
Repairs and maintenance 5,545,945 4,642,427
Professional services 2,618,726 2,707,369
Miscellaneous 1,405,350 1,812,624
Insurance 1,384,319 1,536,328
Utilities and telephone 519,968 713,819
% Advertising and promotions 331,045 307,469
Travel/Training and Certifications 144,974 140,870

Wi

$ 18,950,053 $ 18,662,427

Schedule 5
Personnel Services

012 2011
Salaries and wages $ 10,356,825 $ 10,295,803
Retirement contributions 2,763,279 2,652,311
Insurance 797,128 796,090

$ 13,917,232 $ 13,744,204

Full-time employee count in September 192 199

L

Schedule 6
Materials and Supplies

2012 2011
Equipment and vehicle maintenance and supplies $ 514,130 $ 410,289
Office and security supplies 263,707 148,729
Miscellaneous 206,562 118,481
Electrical and plumbing 103,052 101,520
Building maintenance and supplies 91,036 46,602

$ 1,178,487 $ 825,621
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Antonio B. Won Pat International Airport Authority, Guam

Name of Insurer

Year ended September 30, 2012

Schedule 7
Insurance Coverage

Policy

Risk Coverage

Dongbu Insurance Co., Ltd.
Seoul, Korea

National Union Fire Insurance Co.

of Pittsburgh, Pennsylvania

National Union Fire Insurance Co.

of Pittsburgh, Pennsylvania
Chartis American Home

Assurance Co.

Dongbu Insurance Co., Ltd.
Seoul, Korea

National Union Fire Insurance Co.

of Pittsburgh, Pennsylvania

Chartis American Home
Assurance Co.

Airport Operations Liability

Property Insurance

Catastrophe Insurance

Directors & Officers Liability
(Sublimit of $1,000,000 for
Employment Practices Liability)

Automobile

Workers' Compensation

Crime Insurance

$ 500,000,000

$ 200,000,000

$ 5,000,000
$ 4,000,000
$ 2,000,000
$ 1,000,000
§ 1,000,000

(4
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Antonio B. Won Pat International Airport Authority, Guam

Years ended September 30, 2012 and 2011

Schedule 8
Reconciliation of Historical Financial Resuits

Year ended September 30,

2012 2011
Change in net assets:
Revenues $ 59,768,862 $ 55,940,480
Expenses ( 35,151,229) ( 33,723,020)
Income before depreciation 24,617,633 22,217,460
Depreciation ( 24956,519) ( 22,638,455)
( 338,880) ( 420,995 )
Interest and other expenses ( 7,597,609) ( 7,833,415)
Transfer from the Government of Guam - OHS 26,388 78,063
Grants from the United States Government 6,751,432 9,508,361
(Decrease) increase in net assets $C 1,158675) $ 1,332,014
Net Revenues (per Bond Resolution):
Revenues $ 59,768,862 $ 55,940,480
Operation and maintenance expenses ( 35,423,950) ( 33,942470)
Net revenues available for debt service $ 24,344.912 $ 21,998,010
Reconciliation:
Change in net assets $( 1,158,675) % 1,332,014
— Add back:
?//‘Z Depreciati 24,956,519 22,638,455
. epreciation ,956, 22,638,
Interest expense 7,164,599 7,343,883
B Miscellaneous ( 116,712 ) ( 158,156)
L Deduct:
Capital grants from the United States Government ( 6369,134) ( 9,004,486)
Interest income on funds related to construction ( 131,685 ) ( 153,700 )
24,344,912 21,998,010
Other available monies 4,317,380 4,304,480
Funds available for debt service $ 28,662,292 $ 26302490
Debt Service* $ 17,269,519 $ 17,217919

* - amounts of the aggregate annual debt service for such fiscal years as defined in the Bond Indenture Agreement.



Antonio B. Won Pat International Airport Authority, Guam

Year ended September 30, 2012

Schedule 9
Employee Data
Department Employees (b) Personnel Services (a)

Board 1 $ 46,180
Administration 31 (¢) 1,995,871
Property Management 9 735,734
Planning 1 82,634
Accounting 10 655,106
Engineering 3 237,125
% Operations 20 1,223,895

Properties & Facilities
Maintenance 39 2,224,191
Airport Police 48 3,701,634

Aircraft Rescue Fire
Fighting 30 3,014,862

Total 192 $ 13,917,232

Note(s):
a. Expenditures are funded by Operating & Maintenance Fund Account.

b. Filled positions, not including Limited Term Appointments related to Airport Police pursuant to Transportation
Security Administration mandated.

¢.  Administration consisted of

Executive Management

Division Head

Administrative support

Safety

Audit and compliance

Personnel

Marketing

Procurement

Management Information System
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Compliance and Internal Control

Antonio B. Won Pat International Airport
Authority, Guam

Year ended September 30, 2012
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Antonio B. Won Pat International Airport Authority, Guam

Reports on Compliance and Internal Control

Year ended September 30, 2012
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Report on Internal Control Over Financial Reporting and on Compliance
and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards

Management and the Board of Directors
Antonio B. Won Pat International Airport Authority, Guam

We have audited the financial statements of the Antonio B. Won Pat International Airport
Authority, Guam (the Authority), as of and for the year ended September 30, 2012, and have
issued our report thereon dated January 29, 2013. We conducted our audit in accordance with
auditing standards generally accepted in the United States and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller General
of the United States.

Internal Control Over Financial Reporting

Management of the Authority is responsible for establishing and maintaining effective internal
control over financial reporting. In planning and performing our audit, we considered the
Authority’s internal control over financial reporting as a basis for designing our auditing
procedures for the purpose of expressing our opinion on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of the Authority’s internal control over
financial reporting. Accordingly, we do not express an opinion on the effectiveness of the
Authority’s internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose
described in the preceding paragraph and was not designed to identify all deficiencies in internal
control over financial reporting that might be significant deficiencies or material weaknesses and
therefore, there can be no assurance that all deficiencies, significant deficiencies, or material
weaknesses have been identified. However, as described in the accompanying schedule of
findings and questioned costs, we identified a certain deficiency in internal control over financial
reporting that we consider to be a material weakness.

A member firm of Ernst & Young Globa! Limited
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A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct misstatements on a timely basis. A material weakness is a
deficiency, or combination of deficiencies, in internal control such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented,
or detected and corrected on a timely basis. We consider the deficiency described in the
accompanying schedule of findings and questioned costs to be a material weakness. This finding
is listed as 2012-1.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Authority’s financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts and grant agreements, noncompliance with which could have a direct
and material effect on the determination of financial statement amounts. However, providing an
opinion on compliance with those provisions was not an objective of our audit and, accordingly,
we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing
Standards.

We noted certain matters that we reported to management of the Authority in a separate letter
dated January 29, 2013.

This report is intended solely for the information and use of the Board of Directors and
Management of the Authority, the Office of Public Accountability of Guam, others within the
entity, federal awarding agencies, and pass-through entities and is not intended to be and should
not be used by anyone other than these specified parties. However, this report is also a matter of
public record.

St + LLP

January 29, 2013
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Report of Independent Auditors on Compliance with Requirements That Could
Have a Direct and Material Effect on Each Major Program and on Internal Control
Over Compliance In Accordance With OMB Circular A-133

Management and the Board of Directors
Antonio B. Won Pat International Airport Authority, Guam

Compliance

We have audited the Antonio B. Won Pat International Airport Authority, Guam’s (the
Authority) compliance with the types of compliance requirements described in the US Office of
Management and Budget (OMB) Circular A-133 Compliance Supplement that could have a
direct and material effect on each of the Authority’s major federal programs for the year ended
September 30, 2012. The Authority’s major federal programs are identified in the summary of
auditor’s results section of the accompanying schedule of findings and questioned cost.
Compliance with the requirements of laws, regulations, contracts and grants applicable to each of
its major federal programs is the responsibility of the Authority’s management. Our
responsibility is to express an opinion on the Authority’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted
in the United States of America; the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States; and
OMB Circular A-133, Audits of States, Local Governments and Non-Profit Organizations.
Those standards and OMB Circular A-133 require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements
referred to above that could have a direct and material effect on a major federal program
occurred. An audit includes examining, on a test basis, evidence about the Authority’s
compliance with those requirements and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis for our
opinion. Our audit does not provide a legal determination of the Authority’s compliance with
those requirements.

In our opinion, the Authority complied, in all material respects, with the compliance

requirements referred to above that could have a direct and material effect on each of its major
federal programs for the year ended September 30, 2012.

A member firm of Ernst & Young Global Limited
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Internal Control Over Compliance

The management of the Authority is responsible for establishing and maintaining effective
internal control over compliance with the requirements of laws, regulations, contracts and grants
applicable to federal programs. In planning and performing our audit, we considered the
Authority’s internal control over compliance with the requirements that could have a direct and
material effect on a major federal program to determine the auditing procedures for the purpose
of expressing our opinion on compliance and to test and report on internal control over
compliance in accordance with OMB Circular A-133, but not for the purpose of expressing an
opinion on the effectiveness of internal control over compliance. Accordingly, we do not
express an opinion on the effectiveness of the Authority’s internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control
over compliance does not allow management or employees, in the normal course of performing
their assigned functions, to prevent, or detect and correct, noncompliance with a type of
compliance requirement of a federal program on a timely basis. A material weakness in internal
control over compliance is a deficiency, or a combination of deficiencies, in internal control over
compliance, such that there is a reasonable possibility that material noncompliance with a type of
compliance requirement of a federal program will not be prevented, or detected and corrected, on
a timely basis.

Our consideration of internal control over compliance was for the limited purpose described in
the first paragraph of this section and was not designed to identify all deficiencies in internal
control over compliance that might be deficiencies, significant deficiencies, or material
weaknesses. We did not identify any deficiencies in internal control over compliance that we
consider to be material weaknesses, as defined above.

The Authority’s response to the findings identified in our audit is described in the accompanying
schedule of findings and questioned costs. We did not audit the Authority’s response and,
accordingly, we express no opinion on the response.



S

g

Schedule of Expenditures of Federal Awards

We have audited the financial statements of the Authority as of and for the year ended September
30, 2012, and have issued our report thereon dated January 29, 2013, which contained an
unqualified opinion on those financial statements. Our audit was conducted for the purpose of
forming an opinion on the financial statements as a whole. The accompanying schedule of
expenditures of federal awards is presented for purposes of additional analysis as required by
OMB Circular A-133 and is not a required part of the financial statements. Such information is
the responsibility of management and was derived from and relates directly to the underlying
accounting and other records used to prepare the financial statements. The information has been
subjected to the auditing procedures applied in the audit of the financial statements and certain
additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the financial statements or to the
financial statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the schedule of
expenditure of federal awards is fairly stated in all material respects in relation to the financial
statements as a whole.

This report is intended solely for the information and use of the Board of Directors and
Management of the Authority, others within the entity, the Office of Public Accountability of
Guam, federal awarding agencies and pass-through entities and is not intended to be and should
not be used by anyone other than these specified parties. However, this report is also a matter of
public record.

Sanct + LLP

January 29, 2013
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Antonio B. Won Pat International Airport Authority, Guam

Schedule of Expenditures of Federal Awards

Year ended September 30, 2012

Receivable Receivable
Program from Allowable from Total
Federal Program/ or Award Grantorat  Cash Receipts Expenditures Grantor at Receipts Grant
Project Title CFDA No. Project No. Amount 09/30/11 FY 2012 FY 2012 9/30/12 as 0f09/30/12 Balance
U.S. Department of Trans portation
Direct Programs:
Airport Improvement Program:

Improve Airport Utility Infrastructure

(Water System) - Phase 5 20.106 3-66-0001-58 7555815 § - 267,522 % 380,531 & 113,009 $ 7,067,522 % 488293
Improve Airport Utility Infrastructure

(Electrical System) - Phase 1 20.106 3-66-0001-65 7,000,000 29,133 75,978 402,654 355,809 208,340 6,791,660
Conduct Airport Master Plan Study Update 20.106 3-66-0001-66 700,000 - 215,087 245,169 30,082 558,394 141,606
Noise Mitigation Measures for

Residences w/in 65-69 DNL. - Phase 5 20.106 3-66-0001-69 2.000,000 29,333 29333 - - 878,041 1,121,959
Rehabilitate Runway 61./24R - Phasel

(Design Only) 20.166 3-66-0001-73 1,500,000 - 92,420 93,749 1.329 1,187,972 312,028
Install Instrument Landing System (11.S)

Runway 6L - Phase | 20.106 3-66-0001-74 2,172,362 38,103 604,980 911,243 344,366 800,475 1,371,887
Noise Mitigation Measures for

Residences w/in 65-69 DNL. - Phase 6 20.106 3-66-0001-75 2,000,000 - 27,936 27937 1 61,317 1,938,683
Improve Airport Utility Infrastructure

(Sewer & Storm Water Drainage) -

Phase | 20.106 3-66-0001-76 1,550,000 599 2,742 3,836 1,693 3232 1,546,768
Collect Airport Data for the Airports

Geographic Information System (AGIS) 20.106 3-66-0001-77 675,000 11,871 398,923 442,456 55,404 404,306 270,694
Install Instrument Landing System (1L.S)

Runway 61. - Phase 2 20.106 3-66-0001-78 4,827,638 39,218 1,382,065 1,724,770 381,923 1,388,580 3,439,058
Conduct Environmental Assessment for

Sewer and Stormwater Drainage 20.106 3-66-0001-79 700,000 91,491 170,574 88,623 9,542 176,909 523,091
Misc. Arport Improvements - Phase 3

(Demolish Former Naval Housing Units) 20.106 3-66-0001-81 2,304,801 96 2,186 56,341 54,251 2,186 2,302,615
Misc. Airport Improvements - Phase 4

(Demolish Former Naval Housing Units) 20,106 3-66-0001-82 1,400,000 - 1,020 52,467 51,447 1,020 1,398,980
Extend Runway 61./24R
- Phase 10 20.106 3-66-0001-83 2,000,000 - - 2,000,000 2,000,000 - 2,000,000
Rehabilitate Runway 61/24R - Phase2 20.106 3-66-0001-84 5,441,024 - - - - - 5.441.024

Total U.S. Department of Transportation

Programs, carried forward 41,826,640 239,844 3,270,766 6,429,778 3,398,856 12,738,294 29.,088.346
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Antonio B. Won Pat International Airport Authority, Guam
Schedule of Expenditures of Federal Awards, continued

Year ended September 30, 2012

Receivable Receivable
Program from Allowable from Total
Federal Prograny or Award Grantor at Cash Receipts Expenditures Grantor at Receipts Grant
Project Title CFDA No. Project No. Amount 09/30/11 FY 2012 FY 2012 9/30/12 as of 09/30/12 Balance

Total U.S. Department of Transportation

Programs, brought forward 41,826,640 239,844 3,270,766 6,429,778 3,398,856 12,738,294 29,088,346

Department of Interior
Regional Aviation Safety and Operations

Training Program 15,875 OMIP-GUAM-2009-1 300,000 - - - - 292,653 7.347

Economic Development Administration
Site Preparation (Grade Elevations) of
North Tiyvan Properties 11.300 07-0G1-05790 1,250,000 - - - - 635,505 614,495
Site Grading and Utility Infrastructure
Hookups to Develop North Tiyan
Aviation Industrial Park 11.300 07-01-06272 1,200,000 - - - - §43,138 356,862

Public Works and Economic Development
Facilities Program 2,450,000 - - - - 1478643 971,357

Federal Emergency Management Agency:
Pass-Through Government of Guam:
Hazard Mitigation Grant Program:
Utility Power Hardening for Critical
Adrport Facilities 97.039 HMGP DR-1446 5,850,000 - - - - 4,134,855 1.715.145

U.S. Environmental Protection Agency:
Ground Support Equipment Maintenance
Facility; Interceptor Drainage; Former
Aircraft Graveyard Site Clean-up 66.818 BF-96984801-0 600,000 - - - - 502,667 97,333

Sub-total awards from the United States
Government, carried forward 51,026,640 239,844 3,270,766 6,429,778 3,308,856 19,147,112 31,879,528
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Antonio B. Won Pat International Airport Authority, Guam

Schedule of Expenditures of Federal Awards, continued

Year ended September 30, 2012

Receivable

Program from Allowable Total
Federal Program/ or Award Grantor at Cash Receipts Expenditures Receipts Grant
Project Title CFDA No. Project No. Amount 09/30/11 FY 2012 FY 2012 as 0f09/30/12 Balance
Sub-total awards from the United States
Government, brought forward 51,026,640 239.844 3,270,766 6429778 19,147,112 31,879,528
Transportation Security Administration:
National Explosive Detection Canine
Team (NEDCT) Program HSTS02-10-H-CANG29 553,500 155,631 313,417 303,000 408,286 145214
Law Enforcement Officer (LEO)
Reimbursement Agreement Program HSTS02-08-H-S1L.R161 555,246 58,560 125,525 79,298 542912 12.334
Transporation Security Administration 1,108,746 214,191 438,942 382,298 951,198 157548
Other Transacation Agreement:
Transportation Security Administration -
International Transfer Facility HSTS04-06-A -A PO0O60 2,329,000 - - - 1,822,627 306,373
Total Awards from the United States Government 54,464,386 $ 454,035 § 3,709,708 6,812,076 $ 21,920,937 32,543,449

Non-cash federal awards:

On June 18, 2012, the Authority received a conditional commitment for guarantee from the U.S. Department of Agriculture (USDA) under the Community Facility Guaranteed
Loan Program. The total loan amount is $11,900,000, of which $5,594,897 was disbursed and is an outstanding obligation as of September 30, 2012. The guarantee, which
covers 90% of the loan, will be issued upon completion, with anticipated completion of the project in FY13. See Note 10 of the Notes to the Schedule of Expenditures of Federal

Awards
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Antonio B. Won Pat International Airport Authority, Guam

Notes to the Schedule of Expenditures of Federal Awards

September 30, 2012

1. General

The Antonio B. Won Pat International Airport Authority, Guam (the Authority), was created by
Public Law 13-57 (as amended) as a component unit of the Government of Guam. Only the
federal expenditures of the Authority are included within the scope of the audit. The Authority
receives federal awards directly from federal agencies as well as federal awards that are passed
through from other governmental agencies.

The federal award program titles and Catalog of Federal Domestic Assistance (CFDA) numbers
were obtained from the federal or pass-through grantor or the 2012 Catalog of Federal Domestic
Assistance.

2. Summary of Significant Accounting Policies
Basis of Accounting
The schedule of expenditures of federal awards is prepared on the accrual basis of accounting.

For the purpose of this report, certain accounting procedures were followed which facilitate the
presentation of the federal cumulative amount of the grant award and federal funds received and
disbursed. Cash receipts relate to all cash received from the cognizant federal agency within the
CFDA. Cash receipts do not include matching funds from the Authority. All expenses and
capital outlays which represent the federal share of each project are reported as expenditures.

The Authority recognizes contributions from the federal government when qualifying
expenditures are incurred and expenditures are recognized on the accrual basis of accounting.

Qualifying funds expended in excess of federal funds received are recorded as receivables from
the grantor agency.

Matching Requirements

In allocating project expenditures between the federal and local share, a percentage is used based
upon local matching requirements unless funds are specifically identified for a certain phase of
the project.

Indirect Cost Allocation

The Authority does not receive any indirect cost allocation and no indirect costs were recorded
against any federal program for the year ended September 30, 2012. The Federal Aviation
Administration programs do allow, upon prior grantor approval, certain administrative expenses
to be charged against the grants.
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Antonio B. Won Pat International Airport Authority, Guam

Notes to the Schedule of Expenditures of Federal Awards, continued

3. Department of Transportation (DOT)

The Authority’s Airport Improvement Program (AIP) is funded primarily through grants from
the U.S. DOT, through the Federal Aviation Administration (FAA) under CFDA number 20.106.

Cost Allocation
Certain AIP grants have been combined to fund improvements for similar projects. The grants

may fund a specific contract for the project or the cost of the contracts may be split between
Separate grants.

AIP Project No.

Project Description (3-66-0001-xx)
Noise Mitigation Measures for Residences w/in 65-69 DNL 69 and 75
Demolish Former Navy Housing Units in Tiyan 81 and 82
Install ILS from Runway 6L 74 and 78

4. Department of Interior (DOI)

The DOI Operations and Maintenance Improvement Program (OMIP) funds a training program
for airport and aviation operations and procedures for airports in the Pacific region. The grant is
funded under CFDA 15.875, Economic, Social, and Political Development of Territories.

5. Economic Development Administration (EDA)

The Authority’s EDA program is funded through grants from the Department of Commence
under CFDA number 11.300.

6. Federal Emergency Management Agency (FEMA)

The Authority is a sub-recipient of a Hazard Mitigation Grant Program administered by the
Guam Homeland Security Office of Civil Defense and is funded through grants from the
Department of Homeland Security under CFDA number 97.039.

7. Environmental Protection Agency (U.S. EPA)

The U.S. EPA, through the Office of Solid Waste and Emergency Response, funded the

Brownfields Cleanup Cooperative Agreement to reimburse related operating expenses for the
clean-up of approved sites. These grants are funded under CFDA number 66.818.

10
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Antonio B. Won Pat International Airport Authority, Guam

Notes to the Schedule of Expenditures of Federal Awards, continued

8. Transportation Security Administration (TSA)

The TSA grants were received to reimburse operating expenses related to the National
Explosives Detection Canine Team Program (NEDCT) and the Law Enforcement Officer (LEO)
Program, under CFDA number 97.072 and 97.090, respectively.

9. Other Transaction Agreement (OTA)

TSA entered into an OTA with the Authority where TSA reimburses the Authority for certain
administrative, design, management and construction costs relating to the relocation of the
International Transfer Facility. As this is an OTA, no CFDA number is associated.

10. USDA

In June 2012, the USDA provided the Authority with a conditional commitment for guarantee,
Case No. 62-001-893862377, which allowed the Authority to obtain a loan from a financial
institution with a preferred interest rate. The loan, which was approved for $11,900,000, will be
used to finance energy efficient upgrades identified in the Authority’s recent energy audit. As of
September 30, 2012, $5,594,897 of the loan proceeds were disbursed and remain as an
outstanding obligation. The guaranteed loan is for a term of five years on $11,900,000, with
interest-only payments on the first year. The USDA will issue the loan note guarantee upon
completion of the project and the facility is certified operational by an appropriate official.

11. Contingency

The grant revenue amounts received are subject to audit and adjustment. If any expenditure is
disallowed by the grantor agency as a result of such an audit, any claim for reimbursement to the
grantor agencies would become a liability of the Authority. In the opinion of management, all
grant expenditures are in compliance with the terms of the grant agreements and applicable
federal and local laws and regulations.

11
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Antonio B. Won Pat International Airport Authority, Guam

Schedule of Findings and Questioned Costs

Year ended September 30, 2012

Part I - Summary of Auditor’s Results

Financial Statements Section

Type of auditor’s report issued (unqualified,
qualified, adverse, or disclaimer):

Internal control over financial reporting:

Material weakness(es) identified?

Significant deficiency(ies) identified that are not
considered to be material weaknesses?

Noncompliance material to financial statements
noted?

Federal Awards Section

Internal control over major programs:
Material weakness(es) identified?

Significant deficiency(ies) identified?

Type of auditor’s report issued on compliance for
major programs (unqualified, qualified, adverse, or
disclaimer):

Any audit findings disclosed that are required to be
reported in accordance with section .510(a) of OMB
Circular A-133?

The independent auditor’s report
expressed an unqualified opinion.

X Yes No
Yes X None reported
Yes X  No
Yes X No
Yes X None reported

The independent auditor’s report on
compliance for major programs
expressed an unqualified opinion.

Yes X No



Antonio B. Won Pat International Airport Authority, Guam

Schedule of Findings and Questioned Costs, continued

Part I - Summary of Auditor’s Results, continued

Identification of major programs:

CFDA Numbers Name of Federal Program or Cluster
20.106 Airport Improvement Program
10.xxx* Community Facility Guaranteed Loan

Dollar threshold used to distinguish between
Type A and Type B programs: $372.000

Auditee qualified as low risk auditee? Yes X No

*CFDA number has not yet been assigned.

13
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Antonio B. Won Pat International Airport Authority, Guam

Schedule of Findings and Questioned Costs, continued

Part II - Financial Statement Findings Section

Finding No. 2012-1
Criteria or specific requirement:

Internal controls over the financial statement close process should exist to ensure that as of a
reporting period, (1) all assets which an entity holds rights and (2) all liabilities which the entity
owes obligations are recorded.

Condition:

As of September 30, 2012, a bank loan with an outstanding balance of approximately $5.6
million and a contractor billing of approximately $1.5 million were not discovered by the
Authority’s internal controls and, accordingly, were not recorded by the Authority.

These liabilities relate to the Authority’s energy upgrade project. To finance the project, the
Authority obtained an $11.9 million loan from a commercial bank with the loan conditionally
guaranteed by the US Department of Agriculture (USDA) under its Community Facility
Program. As of September 30, 2012, loan proceeds of approximately $5.6 million were
disbursed directly by the bank to a contractor.

The loan was obtained on June 27, 2012 and the Authority remitted interest payments to the
Bank however the cash disbursement for interest expense incurred was incorrectly recorded as a
utility expense.

Context:
The unrecorded loan was discovered through our review of minutes of the Board of Directors
meeting held on March 27, 2012. In addition, we verified existence, valuation, and completeness

of the loan by obtaining a confirmation received directly from the bank.

The $1.5 million contractor billing was discovered through our examination of open vendor
invoice files.

Effect:

The Authority’s internal controls over the financial statement close process did not discover the
existence of these transactions. Accordingly, audit adjustments were recorded to account for:

e bank loan obligation of approximately $5.6 million
e accrued liability of approximately $1.5 million
e work-in-progress of approximately $7.1 million

14



Antonio B. Won Pat International Airport Authority, Guam

Schedule of Findings and Questioned Costs, continued

Finding No. 2012-1, continued
Effect, continued:

Although the loan is supported by a conditional guarantee as of September 30, 2012, USDA is to
provide the bank with a full note guarantee upon the energy upgrade projects’ anticipated
completion in August 2013. The Authority expects that by August 2013, USDA will issue the
full note guarantee to the bank without any reservations.

OMB Circular A-133 describes such loan guarantees as a form of federal financial assistance.
Furthermore, OMB Circular A-133 states that determination of when a federal award is
expended should be based on when the activity related to the award occurs. This would be when
the loan proceeds are used. Accordingly, since loan proceeds totaling approximately $5.6
million were used as of September 30, 2012, this loan was included as a footnote to the
Authority’s Schedule of Federal Expenditures as of September 30, 2012.

Cause:

Disbursements of loan proceeds were made by the bank directly to the contractor. Thus, there
was no cash transaction involving the Authority, except for interest payments called for under
the loan agreement. Furthermore, examination and approval of contractor billings were
performed outside of the Authority’s accounting department.

The Authority was of the position that the loan did not meet the definition of a federal financial
assistance since USDA provided only a conditional guarantee as of September 30, 2012.

Recommendation:

The Authority should strengthen internal controls over its financial statement close process with
the objective of minimizing the possibility that material misstatements will not be prevented, or
detected and corrected on a timely basis.

Views of responsible officials and planned corrective actions:

The bank loan was executed in late June 2012 and not a normal function for the Authority. The
Authority has not engaged in a bank loan for well over 30 years and the structure of the subject
loan which called for the bank to make direct payments to the contractor is not typical to the
Authority’s processes. The Authority has paid its vendors and contractors directly for decades.

Notwithstanding the above, Authority recognizes that this finding is an isolated oversight and
acknowledges that the condition meets, in part, a material weakness with respect to the timely
recording of the loan obligation. The Authority believes that during the course of the audit term,
which coincides to a large extent with the financial statement close process, the loan obligation
oversight would have been detected and corrected.

15
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Antonio B. Won Pat International Airport Authority, Guam

Schedule of Findings and Questioned Costs, continued

Finding No. 2012-1, continued
Views of responsible officials and planned corrective actions, continued:

To facilitate subsequent timely recording of the loan obligations, the Authority will include the
accounting division in the approval process of the contractor invoices following technical
reviews and management approvals but prior to transmittal to the bank. The bank has also been
requested to provide copies of remittances and other material information directly to the
accounting division.

This finding has been corrected and deemed closed.

16
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Antonio B. Won Pat International Airport Authority, Guam

Schedule of Findings and Questioned Costs, continued

Part III - Federal Award Findings and Questioned Costs Section

There are no material weaknesses, significant deficiencies, material instances of noncompliance,
including questioned costs, as well as any abuse findings involving federal awards related to the
September 30, 2012 major programs.

17



Antonio B. Won Pat International Airport Authority, Guam

Schedule of Prior Audit Findings

Year ended September 30, 2012

Findings in the prior year Audit Report dated January 25, 2012 are as follows:

Federal Award Findings and Questioned Costs

Finding No.: 2011 -1

CFDA No.: 20.106

Program Name: Airport Improvement Program (AIP)
Grantor Agency: U.S. Department of Transportation

Federal Award No.: 3-66-0001-37/40/43/50/58

Federal Award Name: Improve Airport Utility Infrastructure (Water System)

Federal Award Year: 2002 (AIP 37), 2003 (AIP40), 2004 (AIP 43), 2005 (AIP 50), 2007 (AIP 58)
Area: Activities Allowed or Unallowed

Questioned costs: $50,000

Finding:

The FAA questioned certain aspects of the Authority’s water system, specifically three two-way
metering interconnections. As a result, an engineering study was conducted and an estimated
$50,000 was deemed as questioned costs related to the construction of the interconnections.

Status:
The Authority, through discussions with the FAA and a more detailed study, concluded that the

actual cost of the interconnections was $63.,834, of which 95% or $60,642, which represents the
federal share of the cost, was paid back to the FAA in June 2012 with check number 0000890.
Repayment of the questioned costs resolved the FAA’s issues with the water system and as long
as the Authority maintains operations solely for airport property, no further issues were noted.

The questioned costs paid to the FAA, totaling $60,642, was oft-set against the grants from the
US Government in the Authority’s 2012 statement of revenues, expenses and changes in net
assets.

18
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Antonio B. Won Pat International Airport Authority, Guam

Schedule of Prior Audit Findings, continued

Federal Award Findings and Questioned Costs, continued

Finding No.: 2011 -2

CFDA No.: 20.106

Program Name: Airport Improvement Program (AIP)
Grantor Agency: U.S. Department of Transportation

Federal Award No.: 3-66-0001-58

Federal Award Name: Improve Airport Utility Infrastructure (Water System)
Federal Award Year: 2007

Area: Davis-Bacon Act

Finding:

The Authority was not thorough in its review of certified payrolls. During our audit, we noted the
certified payroll attached to Vendor No. 4009 for payment request #13A, payroll periods of
September 1, 2010 through June 28, 2011 were not properly prepared. Specifically, there were

no positions listed for each individual in the certified payroll.

Status:

The certified payrolls were subsequently corrected and reviewed. There were no further
compliance issues with the prevailing wage rates used. There were no similar instances noted

during the fiscal year ending September 30, 2012.

19
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Suite 201 Ernst & Your

January 29, 2013

The Board of Directors

Antonio B. Won Pat International Airport Authority, Guam
P.O. Box 8770

Tamuning, Guam 96931

Dear Sirs:

We have performed an audit of the financial statements of Antonio B. Won Pat International
Airport Authority (the Authority), a component unit of the Government of Guam, as of and for
the year ended September 30, 2012, in accordance with auditing standards generally accepted in
the United States and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States, and have issued our
report thereon dated January 29, 2013.

REQUIRED COMMUNICATIONS

Statement on Auditing Standards No. 114, The Auditor’s Communication With Those Charged
With Governance, and other professional standards require the auditor to provide the Board of
Directors (the Board or those charged with governance) with additional information regarding
the scope and results of the audit that may assist the Board (or those charged with governance)
in overseeing the financial reporting and disclosure processes which the management of the
Authority is responsible. We summarize these required communications as follows:

L

[

Auditors’ Responsibilities under Auditing Standards Generally Accepted in the United
States (US GAAS)

The financial statements are the responsibility of the Authority’s management. Our audit was
designed in accordance with auditing standards generally accepted in the United States and the
standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States, to obtain reasonable, rather than absolute,
assurance that the financial statements are free of material misstatement. We were not engaged
to perform an audit of the Authority’s internal control over financial reporting.

A member firm of Ernst & Young Giobal Limited
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The Board of Directors
Antonio B. Won Pat International Airport Authority, Guam

Auditors’ Responsibilities under US GAAS, continued

Our audit included consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Authority’s internal control over financial
reporting. Accordingly, we express no such opinion. An audit also includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, and
evaluating the overall financial statement presentation.

As part of our audit, we considered the Authority’s internal control over financial reporting as a
basis for designing audit procedures that were appropriate in the circumstances.

The Adoption of, or a Change in Significant Accounting Policies

We determined that the Board is informed about the initial selection of, and any changes in
significant accounting principles or their application when the accounting principle or its
application, including alternative methods of applying the accounting principle, has a material
effect on the financial statements.

There were no changes in the Authority’s significant accounting policies during the year ended
September 30, 2012. The Authority continues to apply its accounting policies in an
appropriate manner and is disposed toward high quality financial reporting and application of
accounting policies.

Auditor’s Judgments about the Quality of the Authority’s Accounting Principles

We discussed our judgments about the quality, not just the acceptability, of the Authority’s
accounting principles as applied in its financial reporting, including the consistency of the
accounting policies and their application and the clarity and completeness of the financial
statements and related disclosures.

The Authority has consistently applied accounting principles generally accepted in the United
States (US GAAP) and adequately disclosed required US GAAP disclosures in the financial
statements.
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The Board of Directors
Antonio B. Won Pat International Airport Authority, Guam

Sensitive Accounting Estimates

The preparation of financial statements in conformity with US GAAP requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities, and
disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results could
differ from those estimates. Certain estimates are particularly sensitive due to their significance
to the financial statements and the possibility that future events may differ significantly from
management’s expectations.

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

Management’s judgment is called upon in:

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

e Determining the valuation of investments.

¢ Determining the adequacy of the recorded valuation of receivables, including the need for
any reserve.

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

Significant Audit Adjustments

During our audit, several post-closing journal entries were recorded while we were conducting
our fieldwork.

Uncorrected Misstatements Considered by Management to be Immaterial

Certain uncorrected misstatements accumulated by us (i.e. adjustments either identified by us or
brought to our attention by management) were identified during the audit and pertaining to the
latest period presented, which were determined by the Authority’s management to be
immaterial, both individually and in the aggregate, to the financial statements as a whole (see
Appendix A — Summary of Uncorrected Misstatements).

Other Information in Documents Containing the Audited Financial Statements

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

2



The Board of Directors
Antonio B. Won Pat International Airport Authority, Guam

Consultation with Other Accountants

We are not aware of any consultations that management may have had with other accountants
regarding any significant auditing and accounting matters during the fiscal year ended September
30, 2012.

Disagreements with Management on Financial Accounting and Reporting Matters

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

Major Issues Discussed with Management Prior to Retention

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

Methods of Accounting for Significant Unusual Transactions and for Controversial or
Emerging Issues

We are not aware of any significant unusual transactions recorded by the Authority, or of any
significant accounting policies used by the Authority related to controversial or emerging areas
for which there is lack of authoritative guidance.

Serious Difficulties Encountered in Dealing with Management in Performing the Audit

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

Fraud and Illegal Acts
We are not aware of any matters that require communication. Furthermore, the Authority’s
management has represented to us that they were not aware of any fraud or illegal acts for the

period from October 1, 2011 to January 29, 2013 (see Appendix B — Management’s
Representation Lelter).

Significant Deficiencies and Material Weaknesses in Internal Control

We have identified certain control deficiencies in internal control during the course of our audit
which has been included in our separately issued Management Letter dated January 29, 2013.

We have identified a material weakness in internal control, which has been included in our
separately i1ssued Compliance and Internal Controls Report dated January 29, 2013.
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The Board of Directors

Antonio B. Won Pat International Airport Authority, Guam

Independence

We are not aware of any relationships between Ernst & Young and our related entities, and the
Authority, or any other matters that in our professional judgment, may reasonably be thought to

bear on our independence.

We confirm that we are independent with respect to the Authority within the meaning of the
applicable published rules and pronouncements, its interpretations and rulings.

LEEE L R X LSS

The completion of our audit of the Authority’s financial statements as of and for the year ended
September 30, 2012 was accomplished through the effective support and assistance of the
Authority’s finance, operational and administrative personnel.

This report is intended solely for the use of the Authority’s board of directors and management,
the Office of Public Accountability of Guam, and is not intended to be and should not be used by
anyone other than these specified parties. However, this report is also a matter of public record.

We would be happy to discuss the contents of this report and answer any questions you may

have about these or any other audit related matters.

Very truly yours,

Sanct + LLP
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R LIRS0

Fanuary 28, H33

Ernyt & Young LLP

Suite 201, Brust & Young Building
231 Ypso Road

Tamuning, Guam 96913

In comnection with your sudits of the finsncial stotements of the Antonip B. Won Pu
International Alrpont Authority, Guam (the Asthority) as of September 30, 2002 and 2011 and
for the years then ended, we recognize that obtaining representations from us concerdng the
information contained in this letter i & significant procedure in cnabling you to form an opinion
whether the financial statemoents presens fadrly, i all material respects, the financial position,
results of operations snd cash Pows of the Authority in conformity with US generally accepted
gpoouming principles.

Certain reprosentations in this letter are deseribed as being Heited 1o matiers that are material
Herns wre considered material, regardless of size, if they Involve an omission or misstatement of
agoounting information that, fn Hght of surrounding circumstances, makes ¥ probable that the
Judgmers of a sessonsble person relying on the information would be changed or influenced by
the oraisgion or misstaterment,

Accordingly, we make the following representations, which are true 1o the best of our knowledge
and balief:

Management’s responsibilities

We recognizve that, as members of management of the Autheority, we are responsible for the fair

=

%{ presemtation of its Gnancisl vatoments. We believe the statements of net assets, and the related

= statements of revenuss, sxponses, mud cluugges b oo wesets sod cash Dows are fairly presemed D
sonformity with US genarally sceepted scoounting principles applied on g basis consistent with

= that of the preceding years, We alio recogaize that, s members of management of the Awthorlty,

% we are responsible for establishing snd maintaining effective mrernal control,

We have made available 10 vour represenitives sl financial records snd refated dum,

W have no plang or intentions that may materially sffeot the carrving value or classifioation of
sssets and Habilitios

srrsal of the fmancial siatement footnotey and
Y .é&f steterments i accordance with stendards of the
r;;:ii,x resprnsibility for the financial

stptements as our own amd have
ined acoounting comtol,

Erast & Young LLP assisted in dead
schedules that ’E*r}‘a;k;r 3: !?n:: z%a ﬁ“nr

- FiACA )n)»

ST, ST SR O e e
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AB, Won Pat Intermnational Alrpont Authority, Guam January 29, 2013
Letier of Representation

Governmental eplities

We recognize that we are responsible for the Authoriny's compliance with the laws, regulations,
gramt agreements and contracts that are applicable to 1. We have ilentified end disclosed 1o your
representatives all laws mnd repulntions that have direct and material effect on the determination
of firancial statement amounts.

Unrecorded audit differences

We believe that the effects of any uprecorded sudit differences, summerized in the
accompanying schedule, accumuliated by vou during the coreent audil and partaining to the atest
perted presented are ivunaterial, bolh isdividually snd i the apgregste, 1o the flnsnclal
statements taken as a whole. In addition, to the extent thar audit differences have heen
subsequently identified in the current period that affect prior year financial staternents, we have
evaluated the effect of comecting prior year financial statements and believe that the effects of
the unrecorded sudit differences are bnmaterial, both individually and in the aggregate, o the
prior year financial staternents taken 5s 5 whole,

L

{nternal control

There are ao franssctions of a material ngture, individually or in the apgregste, tha have not been
property recorded in the aceounting records underlving the lnancial sterments,

We bave communicated to you all significamt deficiencies and material weakpesses in the design
or operation of nternal control over finsncial reporting. There have been no sigaificant changes
i internal control since September 30, 2012,

Minutes and contracts

The dates of meetings of directors, committess of directors and Imporiant swnsgement
committess from October 1, 2011 1w Jenuary 29, 201 3are a8 follows:

-
Date Meeting Type

| Ootober 23, 2011 Regulsr

| -

| December 14, 2011 Regular

Jonuary 23, 2012 Regular

= Febraary 24, 2082 Regular

% March 27, 2012 Regular

= May 4, 2012 Reguler

May 29, 2012 Kegular

Faly 11, 2012 Regular

uly 31, HH2 Regular

: Regular

Regular

- meetings of directors and comma
g5 for which minutes have nol yal

prepared.

3
“
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Antonio B. Won Pat International Airport Authority, Guam Appendix B, continued
AB. Won Pat International Adrport Authority, Guam Jumvupary 29, 2013

Lewer of Represemaiion

Minwutes and contracts, continued

We alse have made available o you all sigaificant contracts, including amendments, and
agreements and have commmenicated to vou all significant ol sgreements. We have complied
with all sspects of contractual agreements that would have s material effecr on the Brancial
statzmments i the event of noncomplisnce.

Risks and uncertaintivs

There sre no risks and uncertainties refated to significant estimates and current vulnerabilities
due o material concentrations that have not been disclosed in sccordance with the Financial
Accounting Standards Board (FASB) Accourting Standards Codification (ASC) 273, Risks gnd
Uincertainties.

Environmental Babilities

We have diselosed to you all signifivant-environmental matters snd have wade availsble to vou
all significant relevant information related to them. The environmental Habitities included in the
acoompanylog staterments of pet assets represent owr best estimate of the potential losses using
assumptions that we believe represent the expecied ovteomes of the uncedaintiss. The
disclosures of environmestal matters in the linancial slaterents are adeguate,

Enviropmental Response Actions

As discussed in Note 4, In September 2000, the Navy transferred 1417 aores of property 1o the
Authority and Government of Guam af no cost. In Dscal vesr 2001, the Navy paid the Authority
$10,000,000 a5 a lump s but not in sccordance lo the payment provisions of the Quitclaim
Dreed from the Navy, In exchange for the payment, the Authority and the Government of Guam
apparently  asswned  obligations for environmentsl response actions  addressing  specific
groundwater confannnalion even i the cost of the response actions exceeds the 310 mittion
received from the Navy., The Authority’s mansgement has received the final dralt of the
Decision Document (DD) for Operable Unit 3 (OU3) which s the groundwater located under the
former Naval Al Station. The DD presents the selected remedy for OUS which is the remedial
ahtemative 3.t calls for extrsction sod treatment at Well NAS-1 and future wells, if necessary,
arsd matral stienuation, The DD identifios the Navy as the fead agency for the cleanup with
support agencies that inchude the Authority, Guem Bovironmental Protection Agency (GEPA)
arud the US EPA. The Mavy, the Awthority snd GEPA are the anthorized signatories for the DD,
The final draft of the DD is presently being reviewed by the Authorizy and e FAA
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Antonio B. Won Pat International Airport Authority, Guam Appendix B, continued
AUB. Won Par International Alrport Authority, Guam Janary 29, 2013

Letter of Representation
Environmentad Habilities, continued

Emvironmenal Responge Actions, continied

The Authority’s responsibilities under the deaft DD are limited o sampling and festing as
currently performed. The new task is for the Awhority 1 conduct 3 3 vear seview (o snsure the
remedial action 1% or will be protective of human health and the cuvivonment, This new task may
reduce the ongoing sampling snd testing requirements or completaly eliminate them, Moszover,
the granulsr actbestied carbon (GAC) treatment provided under the Authority's new water system
satisties the GAC trestment component of future wells meeting the selected remedy. No further
obligation of the Authority is required under the draft DD, The balance of the 310 millien
received from the Navy, although reprogeammed to the Capital Improvement Fund, will remain
a5 a vontingent unencumbered sum 1o pay for futare sarphing and festing requirements and any
potential improvements under the Bnvironmental Services Cooperative Agresment that was not
constructed ander the Authority’s water system,

The long-term obligation 1o operate and maintain the facilities buill under the remedial
constroction as weil as the required sumpling will be handled through g waler system commercial
agreement. Az of September 30, 2012, the Authority estimated, based upon & welghted average
probability of fatare cash outflows, that its pollation remediation obligations as called for ynder
GASB No. 49 totaled $358.868, At Septamber 30, 2012 aad 2011, futwre pollution remediation
and monitering costs totaling $334,868and $454,568 respectively, is reflected as g componant of
other current Habilitics i the accompanying statements of net assets.

Iy
e

Crenership and pledping of assets

There sre no propertios cepitalized under capital leases. The Authority has satisfactory ttle o all
assets appearing in the statements of met assets, No security agroements hove been executed
ursder the provisions of the Uniform Commercial Code, and there are o liens or encombrances
on assels, nor has any asset been pledged except as disclosed in the financial statements. All
assels to which the Authority has satisfactory thtle appear in the sintermends of net assets.

i

Recetvabley and revennes

W

.

&

Receivables reprosent valid claims sgainst the debtors indicated and do not inclade amounts for
goods shipped or services provided subssquent o the statements of net assets. All revenue
recogrized as of the dates of statements of 3et assets has been realized {or s realizable) and
carned. Revenue bas not been recognized before {1} persuasive evidence of an amangement

|

exials, {2} services have boon remadered, (3 considerstion 1o be received is fized or determinable
and (4} collect ¥ is rossonably sssured,

Adeguate provision has been made for losses, costs and expenses that may be incurred
subseguent o the dates of the statements of net assets i respeot of services rendered prior to
those dates and for uncollectible sccounts, discounts, and allowances, elo., that may be nourred
in the collection of receivables al those dates,

We have adeguately disclosed & deseription of cur major revenue-gonerating services, the types
of arrangerents used 1o deliver thege services, and a desoription of the rovenae recogmition
podicies applic ervices.

!

b Loy ihese

g

11
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i Pat International Alrport Authority, Guam January 29, 2013
Letter of Hepresentation

Receivables and revenues, continued

We have disclosed to you all tevms (both expressed and implied), inchuding afl rights of return or
price adjustments and warranty provisions, We have made aveilable to you all significant
comracts, communications {either writlen or oral), and other relevant information periining w
R!’Iﬂf‘égﬂméﬁtﬁ ‘With U CUSIDINers.

Financial instruments

The Awhority bas properly classificd equity scouritios with readily Jdeterminable fade values as either
avallable-for-zale or trading.

The following information sbout flinancial nstraments with offebalance-sheet risk and financial
mstraments with conventrations of credit risk has been properly disclosed in the financial
statements:

1. The extent, nature and terms of fpancial instrumeents with off-batance-sheet risk.

%% 2. The smount of credit misk of financial instruments with off-balance-sheet risk and
- informution about the collateral supporting such financial instruments.

3. Significent concentrations of credit risk arising from all finsnclsl instouments and
information about the collpteral supporting such financial instruments.

Deferred charges
We believe thar all maerial expenditures Tor which recogaition has besn deferred to Bature
periods are reooverahis,
Long-tived syvels, including smortizable intongible aszets
Mo events or chenges in circumstances have ocsurred that indicaie the camving amounts of long-
Hived assets to be held and used, including intangible assets that are subject o amortization, may
net be recoversble,

Arrangements with finarncial institutions

Arranpements with financial institutions Involving compensating balances or other armmgements
invelving restrictions on cash balances and lne-oforedit or similar arrangements have been
property recorded or disclosed in the fnancial sotements.

% Events of default under debt agresments

No events of default have ocourred with respect to any of the Awthority’s debt sgroements,
Contingent labilities

There are no unasserted claims or assessments, including those our lawyers have advised us of,

that are probeble of assertion and must be disclosed i scoordance with ASC 4350-20,
Contingencies - Loss Comtingencies other than those disclosed in the financial statements,

wlations of laws or regolations in any jurisdiction
logure in the financial sintements or as a hasis for

There have been no violations or possible
whose effects should be considered for dis
recording a contingency.

A
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Letter of Representation

Contingent labilities, comtinued

There have been no internal investigations or commumicstions from regolatory sgencies or
government representatives conceming investigations or allegations of noncompliance with laws
or repiistions in sny jurisdiction, voncomplhiance with or deficiencies in financlal reporting
practices, or other matters that could have a material effect on the Bnancial statements other than
those disclosed in the fnancial statements,

There are po other lizbilities or gain or loss contingencies considersd material, individually or in
the agpregate, that are myguired to be seomed or disclosed by ASC 430 other than those averued
or disclosed in the Dinancial statements, nor are there any scerasls for Joss contingencies included
in the balance sheets or gain contingencies reflected In carnings that are nol in conformity with
- the provisions of ASC 450,

Crral or written guarantees

There are no orsl or written gusrantses, including guarantees of the debt of atherss.
Purchase conmmifments

A1 September 30, 2002 and 2001 the Avthority had oo purchase commitments for inventories in
excess of normal reguirernents or gt prices that were in excess of market st those dates.

There were no apreements or CoOmamitments (o repurchase asets previously sold, There were no
material conunitments outsianding at the dates of statements of aet assets as a result of being a
party o futures or forwards contracts, short sales or hedge transactions,

Fraud

We acknowledge our responsibility for the design and implementation of programts and controls
to prevent and detect fraud. We have no knowledge of any fraud or suspected fraud invelving
management or other emplovees who have o significant role in the Authority’s internal contral
over finamcial reporting. kv addition, we have no knowledge of any fraud or suspected fraud
involving other emplovees where the fraud could have a materiad offect on the financial
stalements, We have disclosed to you sl allegations of finencial improprieties, mcluding fraud or
suspected fraud, coming w our sttention (regardless of the source or form wd including, withow
limitation, allegations by “whistie-blowers™) where such sllegations could result i a
misstatement of the financizl stwements or otherwise affect the fnencial reporting of the

B

§ Axthority.
] ,
tndependence

We are nof aware of any capital lease, material cooporative arrangement or other business
relationship berween the A g Ernst & Young LLP or any other member fiom of the
global Emst & Young organization.

We are not awse of any reason that Bowt & Young LLP would not be considered 10 be
independent for purposes of the Authority's sudin
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Letter of Representation

Conflicts of interest

There are no nstances where any officer or employee of the Auwthority has an inlerest in 3
company with which the Awthority does business that would be considered 2 “oconflict of
irterest.” Such an interest would be contrary to Authority policy.

Government of Guam General Fund
Purgnant to 5 GUA Chapter 22 § 22421 Tramsfer of Awmtemompws Ageney Revemues 1o
Awtonomaous Agencies Collections Fund, centain autonomous agencies, to inchide the Authority,

are b rermit certadn ammounts to the Government of Guam General Fund at the end of each fiscal
year,

On March 31, 2011, the Authority received an involee from the Department of Administration
{DOA) for payment of $12,230000, regresenting an annval assessment on the Auwthority of
$875,000 for years 1998 1o 2011. The Authority is unable to recognize this invoice as a liability
a8 it doss not condonm fo the requirements of 5 GCA § 22421 as it is unclesr how the annuat
contribution amount of 3875000 allocated o the Authority was determined.  This dogs nol
conform to the requirement that the Governor of Guam and the Authouity's Board of Divectors
shadl consull mnd decide on o formuls.  Morcover, the statute of Hsitation for prior vesr
assessments is Hmited (o three vears,

-

Notwithstanding the requirements of 5 G.C.A. § 22421, the Authority is prohibited by s 2003
General Revenue Bonds Indentire {2003 Indenture) and federal law from transforring any funds
from its operating surplus 10 the General Fund, Any diversion of the Authority’s revenues under
any formula will place the Authority in bresch of the 2003 Indenture and will jeopardize ongoing
and future federa] funding, possibly even subjecting the Authority to millions of dolars in
federal civil penalties, Accordingly. the Authority cannot transfer any of ity revenues w the
General Fund ss dirscied by 5 GOA. § 22421 snd no lability has been recorded for this
comtingeney as of September 30, 2012 and 2011 This position has been supported by legal
determinations, past and present.

The Awhority reeogmizes that 8 5 an istrumentality of the Government of Guam.,  The
Authority may relmbuarse the Government of Guam for costs of services and contributions
8 provided o the Authority subject w the standards of documentation zs requised by the FAA's
§ Policy and Procedures Concerning the Use of Alrport Revenue, The Authority may also pay for
an dindirect cost allocation that s reasovable, wensparent, calculated simiiarly for other
govermtnenial units and consistent with Atschment A o OMB Circelar A-87 wnd the
aforementioned FAA policy,




The Board of Directors

Antonio B. Won Pat International Airport Authority, Guam Appendix B, continued
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Letter of Representation
Water System Infrastructure Upgrade

The Aunthority asserts that i) costs associated with the sirport waler swstem are supported by
adeguate documentary evidenoe. Costs are reasonable as they result from bids, unlt prices from
bids or through negotistions with professional engineering firms. In June 2012, the Authority
paid the FAA a check amounting 1o $60.642, which resolved the questioned costs noted in the
FY11 audit. As a result the Authority asserts that there 18 no muterial noncompliance and no
Further tssues affect the water system grant,  This is supporied by an addidonal 3755815
approved grant amendment from the FAA in relation to the water system project,

Dwring FY 12, the water system became operstional through a Memorandwm of Understanding
w (MO with the Guam Waterworks Authority, which was roviewed and approved by the FAAL
% This frderion MOU is being review for futare venewsl, From October 1, 2087 1o the date of this
letter, the Authority confirms that no additional concerns were brought forward by the FAA
regarding the water system,

Other Represeniations

o We have identified and disclosed to you, all laws, regulations and provisions of
congracts and grant sgreements that could have o direct and material effect on
financial stfement smounts, including legal snd contractusl provistons for
repoting specific sctivities in separate funds,

We have identilled and disclosed o vou vicladens (and possible vielationg) of
laws, regelations and provistons of condracts apd grant agreements with effecis
that should be considered for disclosure in the Unancial statoments or a8 a basis
for repording 2 loss contingeney.

]

2 We have followed applicable laws and regelations in sdopting, approving and
arpending budgets, debt limits and covenants and secondary market disclosures,
deposits and  nvestments, Including collateral requirements on depository
acopuniz and investiments,

7 o The financial statemenss properly classify all Tunds and sctivities,

o Components of net asset (invested in capital assets, net of related debt; restricted;
nd uprestricted} and fund balance reserves and designations sre properly
clagsified and, if sapplicable, approved.

o Provisions for uncollectible receivabies have been properdy identfied and
recorded.

fled and reported,

o Bpecisl and extraordinary items are appropeiately class

¢ und investmen! securities are presented

o Risk disclosures associated with depos
i avcordance with GASE requirements,
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Letier of Representation
Other Representations, continued
o Iovestments are properly valued,

o Capital nasets, including Infrastruciure assets, are properly capitalized, reported
andd, if applicable, depreciated.

o The suppicmentary information (management's discussion amd snalysis and other
finaneial information) have been prepared in conformity with sccounting
principles genesslly accepted in the United States a3 required by the
Governmental  Accowsting Standards Boerd, and are consistent with the
accounting principies used w prepare the basie financial statements, There have
been no changes in e methods of measurement or presentation of the
supplementary informetion from those used in the prior pedod. There are no
significant sssamptions or inlerpretations wnderlving the measurement o
presenfation of the information,

Subsequent sventy

Subsequent events have been evalusted and classified s recognized or nonrecognized through
the date of this letter.

Subsequent w September 30, 2012, no events or transactions have cccurred or awe pending that
would have o material effect on the financial statements a¢ that date or for the period then ended,
or that are of sach significance in relation 1o the Authority's affairs to require mention in 8 note
16y the Dinancial statements in order o make themn not misleading regarding the financial pesition,
resulis of operations or cash flows of the Company.

g
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AB. Won Pat International Alrport Authority, Guam January 29, 2013
Letter of Represestation

We pnderstand that your audiis were conducted in accordance with auditing standards generally
actepted in the Unlted Stales ax csablished by the American Tnstitute of Certified Public
Accountants and the stardards applicable to financial audis contalned in Government Auditing
Standards, and were, therefore, designed primarily for the purpose of expressing an epindon on
the financial stetements of the Authority, and that your tests of the accounting records and other
auditing procedures were limited to those that you considersd neoessary for that purpose,

Yery truly yours,

f’i@v Al T
. Charles H. Ada, 11 j
i% Executive Manager

Carlos P, Bordalio
Acting Comptroller

-
-

i

L
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Junwrary 29, 2013

Ernst & Young LLP
Emst & Young Building
231 Ypao Road, Suite 201
Tamuring, Guam 94913

We are providing this letter in comection with your sudit of the federal award programs of the
Antonie B, Won Pat Internations] Adrpost Authority, Guam (he “Authorlty™ as of and for de
year ended Seplember 30, 2012, which was performed in sccordance with suditing standards
generally sccepted in the Uniled States, the Single Audit Act Amendments of 1996, OMB
Chreular &-133, Awdits of Stves, Local Governments, and Non-Profit Orgonizations and the
standards for {insncisl audits contalied In Govermment Auditing Standards, ssued by the
Comptroller General of the United Siates. We understand that obiuining representations from us
concerning the Informution comained o this letter §s o significant procedure and we understand
that the pwrpose of your testing of lransactions and receeds from the Awhority’s federal
programs was e obiain ressonable sssurance that the Authority had complied, in all material
vespects, with the compliones reguiremernts that could bave g dirsct and material effect on each
of 113 maior programs,

I connection with your audi, we gonfinm, to the best of our knowladge and beliel, the lollowing
ropreseniations:

1. We scknowledge our responsibiliny for understanding and complying with the requirements
of laws, regalations, and the provisions of contracts sl grant sgreements related 1o each of
our federal programs.  We are responsible for complying with the requirements of OMB

B Chroular A-133,
. — : | , ~ ,
= 2. We have adomtified and disclosed to you the requirements, laws, reguistions, and the

provisions of contracts and grant agreoments thet arc considered to have a direct and material
effect on each of the Authority™s Tederal programs

3. We have made gvailuble to vou all contracts and grant agreements (including amendments, if
anyd anwd any other correspondences relevant w foderal programs and selated activities tha
Bave taken place with federal agencies or pass-through entitios related to federsl programs,

ki Ax
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Ernst & Young, LLP Page 2
January 29, 2012

4.

14.

Bl

We have mude available 1o you all documentation related to complinnee with the direct and
material compliance requirements, including lnformation related o federal program fnancial
reports and clabms for advances and roimbursements.

We have provided to you our interprefations of any apphicable comphiance requirements tha
ape subject to varying interpretations.

We acknowledge our responsibility for and have established and maintained effective
itemal control over complisnce that provides reasonable sssurance that federal awards are
menaged in complisnee with the laws, regulntions, amd provisions of contracts or grang
sgreements that could have s material effect on the federal programs.  Internal control is
functioning ay intended,

We have complied in all material respects, with the reguirerents of Circular A-133 and with
the laws. regulations and provisions of contracts and grant sgreements related 1o sach of the
federal programs, except for those findings disclosed in the Schedule of Findings and
Cuestioned Costs and/or otherwise disclosed o vou,

We have wentified and disclosed to you all amounts questioned and any known
somcompliance with the requirements of federal programs, including the results of other
audis or program reviews.

We are rasponsible for the proparation of the Schedule of Expenditures of Foederal Awards
“the schedule™) in accordance with Circular A-133 Section 310k, We believe the schedule,
including its form and content i presented in accordence with Chronlar A-133 section 310.b.
There have bosn no changes m the methods of measurement or presentation of the scheduie
from those ased i the prior peried. There we no signiffomt assumptions or inerpretations
underlving the messurement or preserdation of the schedule.

We ackrowledpe that # i our mesponsibility for ondersianding and complying with the
complisnee requirements related to the prepavation of the schedule, We have identified all of
our govermment programs snd related achivities subject to OMB Cirenlar A<133 and have
inciuded in the schedule all expenditures made during the period for all awards provided by
federal agencies in the form of grants, Feders] ¢ relmmbursernent contracts, foans, loan
guarantees and other noncash awands, property {including donated surplus property),
cooperative  sgreements,  nderest  subsidies,  bwurance,  food  comunodities,  direct
appropristions and other direst assistance. The schedule s accurste and complete in ail
material respects, presents the information required by OMB Clreular A-133, and includes all
federal program expenditures made durlng the vear ended Septomber 38, 2012,

We have charged costs o federal swards in sccordance with applicsble cost principles,

Appendix B, continued
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o
Pk

. uformation presented in federal program linancial reports and claims for advances and
relihursements are supported by the books and records from which the Authority’s financial
staterreents have been prepaved and sre prepared on a basis consistent with that presented in
the Schedule of Exponditirss of Federal Awards, Amounts claimed or used for matching
werg determined in accordsnce with the applicable cost clireulars and administrative
remirements.

13. The copies of the Authority’s federsdl program financial reponts provided o you we trae
copies of the reponts subimitted or electronically wansmitted to the federal agencies and pass-
through emites.

14, We acknowledge our responsibilivy for the design and implementation of programs and
pontrols to prevent and detect frand. We have no knowledge of any fraud or suspected fraud
sffecting faderal programs involving mansgement or other employees whe have a significant
wole i internal condrol over financizl reporting.  In addition, we have no knowledge of sny
fraud or saspected frand involving other emplovess where the fraud could bave 3 material
effect on the federal programs.  We have disclosed to vou il allegations of fingncial
improprieties, ncluding fraud or suspected fraud, coming to our atlention (regardless of the
sourcs or form and including, withowt Bmitation, allegations by “whistie-blowers™) where
such allegations could result in o misstatement of the Bnancial statements or otherwise affect
the financial reporting of the feders! program,

15, The summery schedule of prior audit findings and the Data Collection Porm are scourate and
complete in all nusterial respects and contain the information regaired by Chrouder A-133

6.

o

We higve provided vou with all information on the status of followeup on prior sudit Sudings
by federal awarding apencies and pass-through eatities, inchading all management decisions,

17, We hawve disclosed to you any oommunications from grantors and pass-through entities
concerming possible noncowpliznce with the divect and materid compliance requirements,
inchuding commamications reeeived from the end of the period coversd by the complisnce
zucdit to the date of this letter,

Mo

LR We have disclosed W you the findings received and the related coreective actions taken for
previous audits, sitestation engagements, and interngl or extemnal monitoring that divectly
relate to the objectives of the complisnce sudit, ichuding findings received and corrective
actions eken from the yoor ended September 30, 20172 to the date of this letter,

R

P We have disclosed w oyou slb knows soncompliance with direct and material compliance

requirements occurring subseguent to the vear ended September 30, 2012,

20, We have disclosed whether any changes in interna] comtrol over compliance or other factors
that rmight sigmificantly affect internal control, including any corrective action sken with
regard to significent deficlencies in internal control over complisnce ncluding material
weaknesses in internal control over cornpliance), have ocourred subsequent 1o the vear ended
September 30, 2012,
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21. We bave disclosed the neture of any subsequent events that provide additional evidence with
respect 1o conditions that existed at the end of the repurting period that alfoet noncompliance
during the vear ended September 30, 2012,

I connection with your aodit, we also conlitm, 10 the best of our knowledge and belief, the

following representations related o 2y findings included In the Schedule of Findings and
Cuestioned Costs:

22, We arg responsible for taking corrective action on audit findings of the compliznce audit,

23, We have resolved any audit findings and reconumendstions directed to us and have 2 process
1o track their status.

24, We have taken tmely and appropriste steps o remedy fraud, ilegal scts, viclations of
provigions of conlracts or grant agreements, or abuse that you have reporied.

25, We have provided views on your reported findiags, conclusions aod recommendations, as
well 55 management’s planned corrective actions, for the repott.

Kindly refer also o our separate representation letter dated January 29, 2013, in which we
address the water system.

In addition 1o our responsibility in preparing the schedule and related potes, we confirm that as
of September 32, 2012 w the date of this letter, we are sot aware of any assigned Catalog of
Pedoral Domestic Assistance number related to the loan note guarantee obtained from the Unlted
States Department of Agriculture for the Compmnity Facility Project,
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We understand that vour audit was made In accordance with suditing standards generally
accepted in the United States, the Single Audit Act Amendments of 1996, OMB Circular A-133
and the standards for finsncial audis contsined in Government Auditing Standards, and was,
therefore, designed for the purpose of obtaining reasonable assurance sbout whether the schedule
of expenditures of federal awards is presented falrly, in sll material respects, in relation to the
foancial stetements taken as g whole and whether the Authority had, In all material respects,
adminisiered each of ity major federal programs In compliance with the laws, regulations, and
provisions of contracts or grant agreements, noncompliance with which could have a diveet and
material effect on the federal program.  Accordingly, we understand that your tests of the
accounting amd federal program records and other auditing proccdures were limited 1o those that
you considered necessary for those purposes.

Very traly yours,

/Nw Lﬁ;

R F‘h%ﬂm H. Ada, I
hxazz&szwe angm

Aok P

= Carlos P. Bordallo
Axting Comptroller







