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Honorable Judith T. Won Pat, Ed.D.
Speaker

I Mina’Trentai Dos Na Liheslaturan Guihan
155 Hesler Place ‘

Hagatna, Guam 96910
Dear Speaker Won Pat:

Hafa Adai! Transmitted herewith is OPA Report No. 14-01, Government of Guam (GovGuam)
Public Debt. In our audit, we found that GovGuam’s total public indebtedness (debt subject to
the debt ceiling, debt not subject to the debt ceiling, and other primary government liabilities)
increased by 54% from $1.02 billion (B} in fiscal year (FY) 2008 to $1.57B in FY 2013
(unaudited). In line with the increase in debt issuances, GovGuam’s annual debt service
requirements nearly doubled from $41.4 million (M) in FY 2008 to $80.1M in FY 2013, and is
expected to increase to $106.9M or 33% by FY 2018.

Although GovGuam’s 2012 debt-to-Gross Domestic Product (GDP) ratio of 26.4% was below
the International Monetary Fund’s 60% benchmark, other debt indicators reflected GovGuam’s
debt burden as high compared to the insular governments and states. GovGuam’s FY 2012 debt-
per-capita of $8,810 is the highest debt burden on its citizens compared to previous years and
amongst other insular governments. GovGuam’s 2011 debt-to-GDP of 20.4% ranked 13™ among
the United States state governments, where New York was the highest at 28.61% and Wyoming
was the lowest at 6.21% by state and local debt-to-GDP.

For your convenience, you may also view and download the report in its entirety at
WWW, gUaImopa.org.

Shouid you have any questions, please contact Auditor-in-Charge Joy Bulatao at 475-0390 ext.
208.
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EXECUTIVE SUMMARY
Government of Guam Public Debt
OPA Report No. 14-01, April 2014

In our audit of the Government of Guam (GovGuam) Public Debt for the six-year period from
fiscal year (FY) 2008 to FY 2013, we found that GovGuam’s total public indebtedness (debt
subject to the debt ceiling, debt not subject to the debt ceiling, and other primary government
liabilities) increased by 54% from $1.02 billion (B) in FY 2008 to $1.57B in FY 2013 (unaudited).
Public indebtedness was comprised of:
» Debt subject to the debt ceiling of $1.11B in FY 2013, nearly quadrupled (273%) from
$296.9M in FY 2008. The largest increase from year to year was between FY 2008 and FY
2009 when the debt subject to the debt ceiling nearly tripled (148%) from $296.9M to
$736.2M;
» Debt not subject to the debt ceiling [Certificates of Participations (COPs), notes payable,
and loans] of $148.6M in FY 2013 nearly doubied (93%) from $77.1M in FY 2008; and
» Other primary government liabilities (short term obligations due within one year such as
tax refunds, court-ordered payments, and other long-term labilities) declined by over half
(52%) to $309.5M in FY 2013 (unaudited) from $641.6M in FY 2008.

Table 1: Changes in Public Indebtedness (FY 2008 to FY 2013)

Qustanding Principat Balance as of

FY 2013

FY 2008 FY 2009 FY 2010 FY 2011 P12 (Unaudited)
A Public Indebiedness Subjet to Debt Ceilng S WGIUM S THIBAS S RGN S WS § LIKKBIT S 110802358
B Deb Not Subjet to Debt Ceiling §  TIOBOB S 05930 S SAITISBl S MLITSSS §  I3LSSER § MESOI5
C Subtotal, Long-Term Debt [A+B] § 373,989,324 § 825,778,715 § B27,7I5,151 § 930,765,284 §1,257,620,559 § 1,256.614,773
D Other Primary Govermment Lizbilies S GISGROI9 S SESMBAISS S GH2MT66 §  6NMITS 5 4EBSM S 305U

E Total Public [ndebtedness (Long-Term Debt &
QOther Primary Government Liabilities) [C+D] ~ § 1,015,558,243 §1,390,802,880 § 1,467,939,917 §1,620,782,789 § 1,705,244,103 § 1,366,142,195

The audit objectives were to determine the growth and magnitude of GovGuam’s indebtedness
and whether GovGuam has a formal debt management strategy. While GovGuam does not have a
formal debt management strategy, it executed the following as part of its informal strategy:

* In order to accommodate the increased debt, GovGuam’s debt ceiling was raised three
times from 2007 to 2012, going from 35% to 100% of Guam’s total real property’s
appraised value;

* GovGuam restructured some of its liabilities to long-term debt;

s GovGuam deferred principal payments and capitalized interest of $84.1M; and

* GovGuam acquired some of its debt at investment grade.

As aresult of its informal debt management strategy:
e GovGuam’s annual debt service requirements nearly doubled from $41.4M in FY 2008 to
$80.1M in FY 2013, and is expected to increase to $106,9M or 33% by FY 2018; and

Suite 401, DRA Building
238 Archbishop Flores $treet, Hagatfia, Guam 96910
Tel {671) 475-0390 - Fax (671} 472-795]
www.guamopa.org » Hotline: 47AUDIT (472-8348)



e  GovGuam’s 2012 debt-to-Gross Domestic Product (GDP) ratio of 26.4% was below the
International Monetary Fund (IMF)’s 60% benchmark, yet other debt indicators reflected
GovGuam’s debt burden as high in comparison to the insular governments and states.

Public Indebtedness Increased 54% and Debt Ceiling Raised Three Times

Section 11 of Guam’s Organic Act limits public indebtedness to 10% of the assessed value for
property tax, where assessed value is calculated as a percentage of appraised value. To increase
the debt limit (ceiling), the Legislature and Administration redefined the calculation of assessed
value three times through public laws: from 35% to 70% in 2007, from 70% to 90% in 2009, and
from 90% to 100% in 2012. As the debt ceiling was increased from 2007 to 2012, GovGuam issued
bonds and loans backed by the full faith or guarantee of the GovGuam, to the point of nearly
maximizing its debt limit. From FY 2008 to FY 2013, GovGuam’s total public indebtedness
increased by 54% from $1.02B to $1.57B.

The largest increase in GovGuam’s total public indebtedness from year to year occurred between
FY 2008 and FY 2009. GovGuam’s total public indebtedness increased by 37% or $375.3M from
$1.02Bin FY 2008 to $1.39B in FY 2009, primarily due to the issuances of bonds to pay for certain
expenses of the government (i.e. Layon Landfill construction and Ordot Dump closure, payment
of prior year’s unpaid Cost of Living Allowances (COLA), and past-due tax refunds).

The restructuring of GovGuam’s liabilities to long-term debt occurred in FY 2012, where two LO
bonds were issued primarily to pay off obligations such as past-due tax refunds, COLA payments,
and retirement contributions. As a result, other primary government liabilities decreased by 35.1%
or $242.4M from $690M in FY 2011 to $447.6M in FY 2012,

GovGuam’s other primary government liabilities also decreased by 30.9% or $138.1M from
$447.6M in FY 2012 to $309.5M in FY 2013 due to the decrease in provision for tax refunds and
COLA liability. Although these short-term obligations decreased, GovGuam’s long-term debt and
its associated debt service requirements will remain for the next 30 years.

Uses of Debt
Long term debts were incurred as follows:

e $664.4M for operations [including $388.9M for unpaid 2010 and prior year’s tax refunds;
$126M for prior year’s unpaid court-ordered COLA payments; and $46.8M for prior year’s
past-due retirement contributions for the Department of Education (GDOE) and Guam
Memorial Hospital Authority (GMHA)];

* $315.6M for capital improvement projects [including $139.7M for Court-ordered Layon
Landfill construction and Ordot Dump closure; $106.7M for GDOE schools; $55.6M for
the Guam Museum and other cultural projects; and $13.3M for GMHA];

¢  5134.7M for bond issuance-related costs; and

e $129.5M for restructuring prior debt.

Deferral of Principal Payments and Capitalized Interest

As part of debt restructuring and to relieve GovGuam’s cash flow to allow for smaller payments
in early years, several debts have deferred principal payments and capitalized interest (paying
interest with bond proceeds for a number of years) of $84.1M. Deferring principal payments and
capitalizing interest gives GovGuam time to grow the economy to have sufficient revenues for full
debt service payments in later periods; however, this translates to higher repayment costs over the
life of the debt. These methods add to the long-term cost of the issuance and are, to a limited
degree, indicative of cash flow problems.
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Debt Service Payments Almost Doubled

In line with the increase in debt issuances, GovGuam’s debt service payments increased 93.5%
from $41.4M in FY 2008 to $80.1M in FY 2013 (unaudited). Based on present outstanding debt,
the annual debt service requiremnents will vary each year due to the capitalization of interest and
deferment of principal payments, and will increase to $106.9M by FY 2018.

Table 2: Annual Debt Service Payments & Requirements (FY 2008 to FY 2018)
Anmual Debt Service Payments
FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013
541,383,000 | $47,200,000 | $ 74,486,000 | $79,630,000 | $100,435,000 | § 80,087,000

Projected Annual Debt Service Requirements
_— e T EN2017 L RV
86,077,218 1 § 111,617,032 [$ 93,104,405 | § 99,761,190 | § 106,922,787

Improved Investment Rating

GovGuam’s present debts are investment grade, which influences the debt service payment
requirements of future debt. S&P, one of three rating agencies utilized by GovGuam, gave
GovGuam an improved credit score rating due to the current Administration’s improved fiscal
management practices and enhanced cash flow monitoring. However, S&P was concerned about
GovGuam’s “extremely high debt burden” and vulnerability to economic changes i its tourism
and military industries.

No Formal Debt Managemnient Strategy
S&P acknowledged that “Guam has no formal debt management plan or policies in place”. We
reviewed several debt indicators to determine how Guam compares to the 50 United States and
other insular governments and found that GovGuam’s 2012 debt-to-GDP ratio 0f26.4% was below
the IMF’s 60% benchmark, yet other debt indicators were unfavorable, as follows:
* Guam’s 2011 debt-to-GDP of 20.4% ranked 13™ amongst the United States state
governments, where New York was the highest at 28.6%;
o  Guam’s 2012 debt-per-capita of $8,810 was the highest amongst the insular governments.
In 2010, Connecticut was the highest among the states at $5,236 and Puerto Rico was the
highest at $10,474; and
e Guam’s 2012 debt-to-asset ratio remains unfavorabie as it owed creditors and vendors
$1.46 for every $1 of assets it owned.

Conclusion and Recommendations

Although GovGuam has an informal debt management policy, given the magnitude of GovGuam’s
total public indebtedness of $1.57B, we recommend the GEDA Administrator develop and adopt
a formal debt management strategy that is updated at least on an annual basis, using guidelines and
best practices established by organizations such as the IMF and World Bank. We received the
management response of the GEDA Administrator and Directors of Department of Administration
and Bureau of Budget and Management Research. They concurred with our audit recommendation
and provided further background perspective. However, they clarified or expressed disagreement
with certain parts of our report, specifically: changes in public indebtedness; debt-per-capita and
debt-to-GDP comparisons; and deferral of principal and capitalized interest.

Doris Flores Brooks, CPA, CGFM
Public Auditor
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Introduction

This report presents the results of our audit of the Government of Guam (GovGuam) Public Debt
from October 1, 2007 (fiscal year [FY] 2008) to September 30, 2012 (FY 2012), and unaudited
figures for September 30, 2013 (FY 2013). This audit was initiated as a cooperative performance
audit on public debt with the Pacific Association of Supreme Audit Institutions (PASAI). The audit
objectives were to determine the growth and magnitude of GovGuam’s indebtedness and whether
GovGuam has a formal debt management strategy. The objective, scope, methodology, and prior
audit coverage are detailed in Appendices 2 and 3.

Background

Public debt is “an obligation of a government entity” and “can include liabilities or other
commitments incurred directly by” the “general government.”! For purposes of this audit,
GovGuam’s total public indebtedness does not include debt issued by autonomous agencies (state-
owned enterprises), such as the Guam Power Authority (GPA), Guam International Airport
Authority (GIAA), Guam Waterworks Authority (GWA), Guam Housing and Urban Renewal
Authority (GHURA), Guam Housing Corporation (GHC), Port Authority of Guam (PAG), Guam
Community College (GCC), and Guam Economic Development Authority (GEDA).

Borrowers issue debt instruments to raise money. Creditors or investors buy the debt instruments,
and by doing so, receive interest and principal (face value of the debt instrument) payments from
the borrower until the debt instrument “matures™ or is fully paid off. According to GEDA’s Public
Finance Division Manager, all of GovGuam’s debts are domestic or debt in the same currency as
its creditors. GovGuam’s creditors consist of various United States (U.S.) institutions. GovGuam
issues various debt instruments, such as notes, bonds, and Certificates of Participation (COPs).

¢ Notes are long-term financing instruments.

* Municipal bonds are long-term debt instruments issued by government entities and can be
classified as General Obligation (GO} or Limited Obligation (LO) bonds.

o GO bonds are backed by the full faith and credit of the government and are serviced
using revenues from the General Fund, the chief operating fund of GovGuam.

o LO bonds are secured by the pledge of full faith and credit of the government and
are serviced from pledged revenue streams. For example, Section 30 monies, hotel
occupancy taxes, and business privilege taxes were pledged as funding sources for
certain bonds.

o (COPs are lease agreements between the government and lessors or holders of the COPs.
The construction of a facility is financed by the holders of COPs and the government rents
the facility from the holders of COPs until the annual rent payments are finished and the
government acquires title to the improvement when the COPs are fully paid.

' INTOSAI Development Initiative and Working Group on Public Debt. (2012). Guide for Auditing Public Debt
Management. http:/fwww.idino/.

Suite 4014 DNA Building
238 Archbishop Flores Street, Hagatnia, Guam 96910
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GovGuam’s debt is managed by the Governor’s Fiscal Policy team, comprised of the Chief Fiscal
Advisor, Bureau of Budget Management and Research (BBMR) Director, Department of Revenue
and Taxation (DRT) Director, Department of Administration (DOA) Director, and GEDA
Administrator. The team and their respective agencies monitor, analyze, and hold discussions on
the government’s fiscal inflows and outflows, including the impact of contingent liabilities on the
government’s financial position. In monitoring public debt levels, certain indicators (i.e., debt to
assets ratio or debt to gross island product) are used. Risk is evaluated by credit rating agencies
and investors® credit risk divisions. Policy decisions for incurring public indebtedness require
legislative approval and such debt is limited to the level established by the Organic Act of Guam.

GEDA and DOA are the two main government agencies responsible for public debt management
within GovGuam.
¢ GovGuam agencies can only issue bonds and other obligations through GEDA, which
serves as Gov(Guam’s Central Financial Manager and consultant for GovGuam agencies
requiring financial guidance and assistance [Title 12 Guam Code Annotated (GCA) §
50103(k)]. GEDA's Public Finance Department reviews public finance activities, including
disclosure documents, bond purchase agreements, certificates and indentures.
e DOA, as GovGuam’s Certifying Officer, states the amount and purpose of the payment,
and whether such payment is a lawful expenditure of bond proceeds.

Before GEDA can issue or sell any bonds, the Guam Legislature must approve the terms and
conditions of the bonds. For each bond issuance, GEDA procures for and/or utilizes the following:
bond counsel, underwriters, trustee, depository, and municipal paying agent. GEDA is paid a fee
for administering bonds at a rate of 1/2 of 1% for the first $10 million (M) of principal plus 1/5 of
1% of the principal above $10M. For example, for the issuance of the $235M Business Privilege
Tax bonds in December 2011, it is estimated that GEDA earned $500 thousand (K).2

DOA maintains the financial data of all GovGuam line agencies except for the Guam Department
of Education. DOA's Division of Accounts provides various services such as financial reporting
and debt service management for internal use. A General Accounting Supervisor within the
Division of Accounts supervises DOA's revenue forecasting, special funds and debt accounting
and reporting, and quality control,

Bond debt documents are held by the issuer, DOA, GEDA, and the Trustee. The issuer is the
agency raising funds through the sale of municipal securities. The Trustee holds in trust, restricts
the use of, and maintains the cash generated by the issuance of a debt instrument.

Laws governing GovGuam’s public debt are codified in Title 48 of the U.S. Code Annotated, 5
GCA Chapter 1, and 12 GCA Chapter 50. Refer to Appendix 4 for the Summary of Laws and
Regulations.

? The bond administration fee to GEDA was calculated as follows: ($10.0M x 0.005) + ($225.0M x 0.002) = $500K.
5




Results of Audit

In our audit of GovGuam Public Debt for the six~year period from FY 2008 to FY 2013, we found
that GovGuam’s total public indebtedness (debt subject to the debt ceiling, debt not subject to the
debt ceiling, and other primary government liabilities) increased by 54% from $1.02 billion (B) in
FY 2008 to $1.57B in FY 2013 (unaudited). Public indebtedness was comprised of’
¢ Debt subject to the debt ceiling of §1.11B in FY 2013, nearly quadrupled (273%) from
$296.9M in FY 2008. The largest increase from year to year was between FY 2008 and FY
2009 when the debt subject to the debt ceiling nearly tripled (148%) from $296.9M to
$736.2M;
¢ Debt not subject to the debt ceiling (COPs, notes payable, and loans) of $148.6M in FY
2013 nearly doubled (93%) from $77.1M in FY 2008; and
e Other primary government liabilities (short term obligations due within one year such as
tax refunds, court-ordered payments, and other long-term liabilities) declined by over half
(52%) to $309.5M in FY 2013 (unaudited) from $641.6M in FY 2008.

While GovGuam does not currently have a formal debt management strategy, we found the
following in its execution of an informal strategy:

e In order to accommodate the increased debt, GovGuam’s debt ceiling was raised three
times from 2007 to 2012, going from 35% to 100% of Guam’s total real property’s
appraised value;

e GovGuam restructured some of its liabilities to long-term debt;

e GovGuam deferred principal payments and capitalized interest of $84.1M; and

¢ GovGuam acquired some of its debt at investment grade.

As aresult of its informal debt management strategy:

* GovGuam’s annual debt service requirements nearly doubled (93.5%) from $§41.4M in FY
2008 to $80.1M in FY 2013, and is expected to increase to $106.9M or 33% by FY 2018;
and

¢  GovGuam’s 2012 debt-to-Gross Domestic Product (GDP) ratio of 26.4% was below the
International Monetary Fund (IMF)’s 60% benchmark, yet other debt indicators reflected
GovGuam’s debt burden as high in comparison to the insular governments and states.

Given the magnitude of GovGuam’s indebtedness at $1.57B, its informal debt management
strategy should be formalized and enhanced with best practices and guidelines presented by
various organizations.

Public Indebtedness Increased 54% and Debt Ceiling Raised Three Times
Section 11 of the Organic Act of Guam limits public indebtedness to 10% of the assessed value
for property tax. GovGuam’s public indebtedness is also defined in §1423a of Title 48 of the U.S.
Code. Assessed value is the value placed on a property for the determination of property tax and
is a percentage of appraised value. Appraised value is derived from the last completed island-wide
valuation of taxable land and land improvements in October 1994,



As of October 2006, the assessed value ($4.07B) was calculated at 35% of appraised value
($11.63B), which pegged the debt ceiling at $406.9M ($4.07B x 10%).! In order to accommodate
increased debt capacity, the Legislature together with past and current Administrations redefined
assessed value on three occasions in a five-year period, which in effect raised GovGuam’s debt
ceiling as follows:

e InFY 2007, Public Law (P.L.) 29-19 redefined the assessed value from 35% of appraised
value to 70%. Based on the October 2006 DRT certified tax roll, the latest at that time, this
change resulted in the doubling of the debt ceiling to $813.7M.2

o In FY 2009, P.L. 30-7 raised the assessed value from 70% of appraised value to 90%.
Based on the December 2008 DRT certified tax roll, the latest at that time, this change
increased the debt ceiling to $864.6M.°

e InFY 2012, P.L. 31-196 raised it from 90% of appraised value to 100%. Based on the
November 2011 DRT certified tax roll, the latest at that time, this change increased the
debt ceiling to $1.14B.*

According to the January 2014 GovGuam Long-term Debt Abstract developed by GEDA, DRT’s
November 2011 property certification of $§11.39B is the most current property valuation. This
meant that effective in FY 2012, GovGuam was authorized to incur public debt of no more than
§1.14B.

As GovGuam'’s public indebtedness is limited, GovGuam obtained other financing sources not
subject to the debt ceiling, such as COPs, notes payables, and other loans not backed by the full
faith of general government taxes and revenues. Certain other obligations which are not issued
upon the pledge of governmental taxes and revenues are not generally subject to the Organic Act
debt-limitation provision. In FY 2013, GovGuam’s total public indebtedness of $1.57B consisted
of $§1.11B subject to the debt ceiling, $148.6M other debt not subject to the debt ceiling, and
$309.5M other primary government liabilities. GovGuam’s total public indebtedness increased by
54% from §1.02B in FY 2008 to $1.57B in FY 2013. Refer to Table 1 for a summary of
GovGuam’s outstanding debt as of FY 2013.

! Office of Public Accountability. (September 2007). Government of Guam Debt Ceiling Calculation. OPA Report
No. 07-10. http:/www.guamopa.org

2 Office of Public Accountability. (October 2607). Government of Guam Debt Ceiling per P.L. 29-19. OPA Report
No. 07-13. http://www.guamopa.org

? Electronic Municipal Market Access. (June 2009). $271,070,000 Government of Guam General Obligation Bonds
2009 Series A. Official Statement. http;//emma.msrb.ore/EA283219-EA2302-EAS571064.pdf.

* Guam Economic Development Authority (March 2013). Government of Guam Long-term Debt Abstract.
http://www.investouam.com
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__General Obiigation Bonds, 2009 Series A § ’)60 845,000 :
'S
[

Guam Waterwnrks Authority Loan (2010) per P,L, 29-130 70,8_(_)_@,9]0"_1

. Guam Memonal Hospnal Authonty Loan (2011} per P.L. 30-200, P.L, 30-235 . 10,733,125 ° :

- ; Subtutal General Obligation Bonds and Other Gener'll Obligations § 444,340,095 :
' i) Limited Obligation Bonds and Other Limited Obligations : ; -

- ... Limited Obligation Infrastructure Improvement Bonds, 1997 Series A : $ - i
_mwl Limited Obligation (Section 30} Bonds, 2001 Serles A s L
F _ Limited Oblwatmn Highway Refunding Bonds, 2001 Series A wS - i
: LS 12253463
$

197,835,000

) Busmess anﬂeﬂe Tax (BPT) Bonds Series 2013 C s 22,640 000
‘ ) Subtot 1 lelted Obhﬂanun Bonds and Qther lelted Obllgatlons . 8 663,683,463
R tednes: . .1 $1,108,023,558 -
= B Debt Not ‘Subject to Debt Ceahnﬂ e ~ '
. COPs and Notes Payable — e i B 313878000
E Judiciary Debt T § 8813215 .
Subtotal Debt Not Subject to Debt Ceiling e e e 18 148,591
~ C Subtotal, Long-Term Debt [A+B] o 1$1,256,614
. D Other Prlrnnr_v Government Liabilities (accounts payable ‘accrued paymli prov:smn for tax :
: refunds, deposits and other liabilities, deferred revenues, COLA liability, landfill liability, DCRS sick
E leave Hability, and accrued annual leave) (3 309,527,322 -
E Total Public Indebtedness (Lom Term Debt & Other anary Government I..nbﬂmes) : :
JACHEDL e 0 31,566,142,295

Changes in Public Indebtedness

; Between FY 2008 and FY 2013, significant changes in GovGuam’s public indebtedness occurred
: due to the restructuring of short-term liabilities to long-term debt, as follows:

) o Debt subject to the debt ceiling increased fivefold or by 273.2% from $296.9M in FY 2008
) to $1.11B in FY 2013, as short-term obligations such as tax refunds, retirce COLA
payments, and past-due retirement contributions were paid off using GO and LO bonds.
The largest debt increase from year to year occurred between FY 2008 and FY 2009 when
? the debt subject to the debt ceiling tripled (148%) from $296.9M to $736.2M;

* The FY 2013 other liabilities balance of $309.5M is a preliminary number obtained from the unaudited financial
statements and is subject to change. In addition, the Guam Waterworks Authority (GWA), Guam Memorial Hospital
Authority (GMHA), and University of Guam (UOG) loans are subject to the full faith and credit of GovGuam,
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¢ Debt not subject to the debt ceiling nearly doubled at 93% from $77.1M in FY 2008 to
$148.6M in FY 2013 as GovGuam issued COPs for the construction and/or renovation of
Liguan Elementary, Adacao Elementary, Astumbo Middle, Okkodo High, and John F.
Kennedy (JFK) High Schools;

e Meanwhile, other primary government liabilities decreased by 52% or $332.0M from
$641.6M in FY 2008 to $309.5M in FY 2013; and

¢ This resulted in GovGuam’s total public indebtedness increasing by 54% or $550.6M from
$1.02B in FY 2008 to $1.57B in FY 2013.

As the debt ceiling was increased from 2007 to 2012, GovGuam issued GO and LO bonds and
loans backed by the full faith or guarantee of the GovGuam, to the point of nearly maximizing its
debt limit. In addition, GovGuam exercised creative financing by issuing COPs, which are not
subject to the debt ceiling.

The largest increase in GovGuam’s total public indebtedness from year to year occurred between
FY 2008 and FY 2009. GovGuam’s total public indebtedness increased by 37% or $375.3M from
$1.02B in FY 2008 to $1.39B in FY 2009. The increase is primarily due to the increase in debt
subject to debt ceiling by 147.9% or $439.3M from $296.9M in FY 2008 to $736.2M in FY 2009.
GO and LO bonds were issued to pay for certain expenses of the government to include: the court-
mandated Layon Landfill construction and closure of the Ordot Dump, payment of prior years’
unpaid COLA settlement, and payment of prior year’s past-due tax refunds.

In FY 2009, the Legislature approved the Administration’s request to increase the debt ceiling
from 70% to 90% of appraised value. This significant increase in debt resulted in GovGuam nearly
reaching its debt ceiling of $864.6M, where debt subject to the debt ceiling was at $736.2M.

From FY 2009 to FY 2010, GovGuam’s public indebtedness changed minimally by 5.5% or
§77.1M from §1.39B in FY 2009 to $1.47B in FY 2010, with the change primarily due to the
13.3% increase in other primary government liabilities.

The restructuring of GovGuam’s liabilities to long-term debt occurred in FY 2012, where two LO
bonds totaling $343.7M were issued primarily to pay off past-due tax refunds, past-due COLA
payments, past-due retirement contributions on behalf of GDOE and GMHA, and health insurance
premiums. As a result, other primary government liabilities decreased by 35.1% or $242.4M from
$690M in FY 2011 to $447.6M in FY 2012. In order to accommodate these LO bonds, however,
the Legislature and the Administration increased the debt ceiling from 90% to 100% of appraised
value.

The FY 2013 unaudited figures suggest a decrease in GovGuam’s total public indebtedness by
8.2% or $139.1M from $1.71B in FY 2012 to $1.57B. The decrease is partly due to the decrease
in outstanding principal balances for certain GO Bonds and the Judiciary debt. GovGuam’s other
primary government liabilities also decreased by 30.9% or $138.1M from $447.6M in FY 2012 to
$309.5M in FY 2013 due to the decrease in provision for tax refunds and COLA liability. Although
these short-term oblhigations decreased, GovGuam’s long-term debt and its associated debt service
requirements will remain for the next 30 years. Refer to Table 2 for changes
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Summary of GovGuam’s Debt Issuances
Below is a surnmary of debts issued between FY 2008 to FY 2013. The summary totals may not
add up due to other premiums/costs associated with the bonds/loans.

FY 2008
In FY 2008, GovGuam issued $165.7M in debt as follows:

In November 2007, $151.9M in GO bonds was issued:

(a) To partially refund 1993 Series A bonds [$75.6M];

(b) To fund certain capital mmprovement projects for GDOE, Guam Memorial Hospital
Authority (GMHA), and UOG [$29.4M];

(¢) For tax refund payments [$§19.9M];

{d) For COLA payments to retirees [$14.0M];

(e) For other court mandated payments for Department of Integrated Services for Individuals
with Disabilities and Department of Mental Health and Substance Abuse [$5.2M]; and

{f) DRT’s assessment of real property taxes [$753K].

o The debt service is payable semi-annually in May and November, from May 2008 to
November 2037, for a total of $330.1M.

o Debt service requirements were $8.2M in 2008, $7.9M from 2009 to 2018, and $12.8M
from 2019 to 2037.

o Due to outstanding bonds that were being paid down with debt service payments
averaging $4.0M annually, the principal and interest payments for this bond were
deferred. The full annual debt service of $12.8M will not begin until FY 2019.

In July 2008, $13.8M in notes payable was secured to retire certain delinquent utility billings owed
to the GPA.

o The debt service is payable monthly with interest only payments totaling $122K from
August to October 2008, and then principal and interest payments of $350K beginning
October 2008. The total loan amounted to $15.9M.

o The loan was paid off in FY 2012.

FY 2009
In FY 2009, GovGuam issued $481M in debt, the largest issuance of debt in the last six fiscal

years by issuing three debt instruments, as follows:

In November 2008, $7.5M in COPs was issued to supplement the $64.9M 2006 COPs (Series A
and B) to:
(a) Fund certain off-site infrastructure improvements and collateral equipment at two
elementary schools, one middle school, and one high school;
(b) Pay certain delivery costs of the 2008 Certificates; and
(¢} Fund increases to certain reserves.

o The annual lease payments on the 2006 Series A and B COPs and the 2008 COPs are
payable three times a year: in December, April, and October.
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The average rental payment for collateral equipment of $970K is due annually from
December 20006 to December 2025.

Average interest only payments of $983K are due semi-annually from April 2007 to
October 2026.

Average principal payments of $3.6M are due annually from October 2007 to October
2026.

Total annual lease payments (principal, interest, and collateral equipment rental) was
$2.4M in FY 2007, increased to $6.1M in FY 2008 and 2009, and increased to $7.1M
from FY 2010 to FY 2019, and then drops back to $6.1M from FY 2020 to FY 2027.
Total lease payments by October 2026 will amount to $132.0M.

In June 2009, $271.1M in GO bonds was issued to fund:
(a) Past due tax refunds [$111.0M];
(b) Outstanding COLA settlement payments [$92.0M];
{c) Past due retirement contributions on behalf of GDOE and GMHA [$22.0M]; and
(d) Certain GMHA capital improvement projects {$11.0M].

¢

The debt service is payable semi-annually in May and November, starting from
November 2009 to November 2039, for a total of $653.5M.

Debt service requirements are $7.5M in 2009 and $21.5M from 2010 to 2039.

Due to one year of deferred principal payment, full debt service payments of $21.5M
did not begin until FY 2010.

In June 2009, $202.4M in LO Section 30 bonds were issued to fund the:
(a) Court-ordered construction of a new landfill and closure of Ordot Dump [$139.7MJ;
(b) Prepayment of a loan from Bank of Guam incurred In January 2009, which was taken to
fund certain costs of the new landfill [$20.8M];
(c) Capitalized interest [$18.8M];
(d) Deposit to the Bond Reserve Fund [$15.7M]; and
(e) Bond issuance costs [$3.6M].

o}

e}

FY 2010

The debt service is payable semi-annually in June and December, starting from
December 2009 to December 2034, for a total of $393.5M.

Debt service requirements are $10.7M in FY 2010, $11.2M from FY 2011 to FY 2012,
and $15.7M from FY 2013 to FY 2035.

In FY 2010, GovGuam issued $95.7M in debt as follows:

In September 2010, $65.7M in COPs was issued to finance the rebuilding of the new John F.
Kennedy (JFK) High School.

O

Holders of the COPs are the owners of JFK High School until 2041 with the last lease
payment, at which time the building will revert to the Government of Guam.

Annual lease payments are payable semi-annually in June and December, starting from
December 2010 to December 2040, for a total of $151.7M.
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o Annual lease payment requirements are $3M in FY 2012 and $5.1M from FY 2013 to
FY 2041.

o Due to one year of deferred principal payment and one year of capitalized interest
payments, full debt service of $5.1M did not begin until FY 2013,

In June 2010, a $30.0M loan for GWA was issued to finance:
{a) Cost of a moratorium project;
(b) Various funds defined in bond indenture agreements; and
(¢) Payments of accounts payable and other purposes.

o The loan is guaranteed by the full faith and credit of GovGuam, and will amount to
$38.9M.

o Theloan is divided into two: $25.0M and $5.0M.

o For the $25.0M loan, the debt service is payable monthly with principal and interest
payments of $300K from July 2010 to June 2015.

o For the $5.0M loan, monthly principal and interest payments are $101K from July 2010
to June 2015.

FY 2011
In FY 2011, GovGuam issued $102.7M in debt as follows:

In April 2011, $90.7M in LO bonds were issued to fund the:
(a) Refinancing of the 1997 Infrastructure Improvement Bonds [$28.8M];
(b) Construction of a new Guam Museum and other tourism-related projects [$55.6M]; and
(¢) Bond Reserve Fund [$7.1M].

o The bonds are pledged with Hotel Occupancy Tax (HOT) collections.

o The debt service is payable semi-annually in May and November, starting from
November 2011 to November 2040, for a total of $189.3M.

o Debt service requirements are $3.8M in FY 2012, $7.0M from FY 2013 to FY 2025,
and $5.9M from FY 2026 to FY 2040.

In February 2011, a $12.0M loan for the GMHA was issued, and is guaranteed by the full faith
and credit of GovGuam.

o The debt service is payable monthly with principal and interest payments of $105K
from April 2011 to January 2018, for a total of $16.6M.

FY 2012
In FY 2012, GovGuam issued $343.7M in debt, the second largest issuance of debt instruments
during the six year period, as follows:

In December 2011, $235.0M in LO bonds were issued to fund GovGuam obligations, such as:
(a) Past due tax refunds [$198.0M];
(b) Outstanding COLA settlement payments [$20.0M]; and
{¢c) Capitalized interest [$24.9M].
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The bonds are pledged with BPT collections.

The debt service is payable semi-annually in January and July, starting from January
2012 to January 2042, for a total of $455.0M.

Debt service requirements are $7.0M in FY 2012, $11.9M from FY 2013 to FY 2016,
$16.4M from FY 2017 to FY 2042,

Due to three years of capitalized interest and five years of deferred principal payments,
full debt service payments of $16.4M will not begin until FY 2017.

In June 2012, $108.7M in LO bonds were issued to fund GovGuam obligations, such as:
(a) Past due tax refunds, health insurance premiums, and delinquent retirement contributions
[$104.7M]; and
(b) Capitalized interest [$8.2M].

o
o

FY 2013

The bonds are pledged with BPT collections.

The debt service is payable semi-annually in January and July, starting from July 2012
to January 2042, for a total of $205.9M.

Debt service requirements are $364K in FY 2012, $5.2M from FY 2015 t0 2016, $7.5M
from FY 2017 to 2026, $7.4M from FY 2027 to FY 2037, and $7.3 from FY 2038 to
FY 2042.

Due to three years of capitalized interest and five years of deferred principal payments,
full debt service of $7.5M will not begin until FY 2017.

In FY 2013, GovGuam issued $45.4M in debt, which is the smallest cumulative issuance of debt
during the six year period. Debt issued as follows:

In February 2013, $22.6M LO bonds were issued to fund GovGuam obligations, such as:
(a) Refunding GovGuam GO bonds, 1993 Series A {$25.1M]; and
(b) Paying for certain bond issuance costs [$509K].

O
o}

o}

The bonds are pledged with BPT collections.

The debt service is payable semi-annually in May and November, starting from FY
2013 to FY 2019, for a total of $26.6M.

Debt service requirements are $279K in FY 2013, $2.3M in FY 2014, and $4.8M from
FY 2015 to FY 2019.

Due to one year of deferred principal payment, full debt service of $4.8M does not
begin until FY 2015.

In March 2013, $22.8M in COPs was issued for the Okkodo High School Expansion Project.

Q

The debt service payments are $337K in FY 2013, $1.6M in FY 2014, and amounts
ranging from $2.4M to $2.7M from FY 2015 to FY 2030, for a total of $40.4M.
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Uses of Debt
From FY 2008 to FY 2013, GovGuam 1ssued debt to fund various obligations, as follows:

(a) $664.4M for operations:
o Tax refunds ($388.9M);
Court-ordered COLA for retirees ($126M);
Past-due retirement contributions on behalf of GDOE and GMHA ($46.8M);
Guam Waterworks Authority moratorium project and operations ($30.0M);
Guam Solid Waste Authority federal receiver expenses ($20.8M);
Health insurance premiums ($19.9M);
Delinquent utility billings ($13.8M);
GMHA operations ($12.0M);
DISID and DMHSA permanent injunction ($5.2M); and
Other ($968K).

CC O 000000

(b) $315.6M for capital improvement projects:
o Court-ordered Layon Landfill construction and Ordot Dump closure ($139.7M);
GDOE ($106.7M);
Cultural and tourism-related projects ($28.6M);
Guam Museum ($27.0M); and
GMHA (§13.3M).

O 0O O O

(c) $134.7M for bond issuance-related costs; and
(d) $129.5M for restructuring prior debt.
Refer to Appendix 7 for further details.

Subsequent Debt Issuance for FY 2014

In December 2013, GovGuam purchased approximately $87.1M of Tiyan properties in a lease-to-
own arrangement, plus $2.1M of collateral equipment. The properties will be used for the GDOE
central office and a warehouse. GEDA stated that this agreement will not affect GovGuam’s debt

ceiling.

o Lease rents are due and payable on January 1 of each year, beginning 2014 and expires
2024, but is subject to extension if allowed by law and as may be agreed upon by the
parties.

o The first least rent payment of $8.7M was due in January 2014, with annual payments
of $6.4M due in 2015 and 2016 and annual payments of $10.1M due from 2017 to
2024, for a total of $106.2M.

o After the annual lease payments, a balloon payment is required before title to the
property is conveyed to GovGuam. It is estimated that the total cost for the Tiyan
properties (annual lease payments plus the payoff of the balloon payment) would
amount to $255.2M.

o Tax credits are to be used in lieu of annual “cash” lease payments.

Future Debt Proposals under Consideration
As of September 2013, there were several projects with approved financing totaling $267.3M:
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(a) GDOE Public Schools renovation per P.L. 31-229 [$100.0M];

(b) Department of Public Works highway projects per P.L. 31-233 [$75.0M];
(c) UOG and GCC buildings per P.L. 30-201, 31-229, and 32-63 [$40.5M];
(d) Department of Land Management Building per P.L. 29-135 [$15.8M];
(e) Guam Memorial Hospital per P.L. 32-043 [$14.2M];

(f) PAG wharf repairs and FMS upgrade loan [$10.0M];

(g) Guam Fire Department per P.L. 29-113 [$7.8M]; and

(h) Guam Legislature building [$4M].

In August 2013, the 32™ Guam Legislature introduced Bill No. 172-32 for the construction and
renovation of the Department of Corrections (DOC) Adult Correctional Facility to alleviate the
facility’s over-crowdedness. The bill proposed to authorize the Governor of Guam to enter into a
lease or lease-back agreement, for a maximum of 30 years, to fund the construction. Lease
payments will be derived from traffic citation surcharges, special assessments for contempt of
court and probation violations, and other revenues deposited into the DOC Building Fund. The
Office of Public Accountability is currently conducting an audit on DOC’s Overcrowding and Cost
per Inmate.

Debt Service Payments Almost Doubled

In line with the increase in debt issuances over the past six years, GovGuam’s debt service
payments also saw a 93.5% or near double increase from $41.4M in FY 2008 to $80.1M in FY
2013 (unaudited). See Table 3.

Table 3; Debt Service Payments (FY 2008 to FY 2013)
FY 2008 FY 2009 Y 2010 FY 2011 FY 2012 FY 2013
$41,383,000 | $47,200,000 | § 74,486,000 | $79,630,000 | $100,435,000 | $ 80,087,000

For the next five years, with the present indebtedness, annual debt service requirements will
increase from §86.1M in FY 2014 to $106.9M in FY 2018. Refer to Table 4 below for a summary
and Appendix 8§ for details.

o » . § 51,324,000 [ § 225,591,000
General Obligation Bonds $ 29,297,000 S 29,292,000 (S 2927900015 2927100015 29267,000 [$ 146,406,000
Municipal School Lease Agreements | § 15,396,000 [ § 16,155,000 | § 16,154,000 | § 16,153,000 |§ 16,153,000{ 5 80,011,000
Loans Payable 7,308 21,4890 2,999,00 2999000 S 10,179,000 45474000

Tota 86,077,000 - § 111,617,000 - 93,104,01 9,761,000 8 106,923,000 ' § 497,482,000

Deferral of Principal Payments and Capitalized Interest

As part of its debt restructuring and to relieve GovGuam’s cash flow, GovGuam capitalized
$84.1M of interest from the various bonds issued. The majority of these bonds have capitalized
interest and deferment of principal for several years. Beginning in FY 2008, we saw a trend where
capitalization of interest and deferral of principal have occurred in several of the bonds and COPs
issucd. These methods add to the long-term cost of the issuance and are, to a limited degree,
indicative of cash flow problems.
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Capitalizing interest means that a portion of the bond proceeds is held by the trustee and used to
pay interest on the bonds instead of using the additional funds for projects or having a lower overall
principal amount. Deferring principal payments and capitalizing interest gives GovGuam time to
grow the economy in anticipation of higher revenues to make full debt service payments in later
periods; however, this translates to higher repayment costs over the life of the debt.

For example, $24.9M of the $235.0M BPT LO Bond 2011 Series A was set aside for capitalized
mterest. This meant that there was only $210.1M available to fund its intended purpose, and the
annual debt service would be calculated based on the $235.0M principal amount. If the government
chose not to capitalize interest, the bond principal amount would have been lower, and the resulting
annual debt service payments would also be less due to lower principal amount and lower interest
payments required.

GovGuam Bond Credit Ratings at Investment Grade

Debt servicing costs are influenced by credit ratings, since investors will demand higher interest
rates on a more 1isky, lower-rated security. Credit ratings are opinions of credit rating agencies
about the ability of a debt issuer to meet its financial obligations on time. GovGuam, as a whole,
utilizes three credit rating agencies: Standard & Poor’s, Fitch, and Moody’s. Standard and Poor’s
is the primary rating agency for GovGuam. Fitch is used for both GovGuam and the autonomous
agencies. Moody’s is used for autonomous agencies. Each credit rating agency has its own method
of measuring creditworthiness and publishes ratings for each bond issuance to indicate the issuer’s
level of credit risk. Refer to Table 5 for credit ratings of GovGuam’s Bond and to Appendix 9 for
the bond credit ratings of the entire GovGuam as of January 2014.

Table 5: GovGuam Bond Credit Ratings (as of January 2014)
T &

Series Standard & Poors s Fiteh
Date Ratg | Qufok || Date Rating Outlook
Government of Guamt Gemeral Oblization Bonds ’5
General Oblization Bonds Seres 1993 A 10727199 EBB Negative :éé
5126199 BBB- Negaive  F
32802 BB Sble 1|
515103 B Stble g{
1215705 B Sible %
319007 B Credit Watch g
610107 B Skable
1028108 B+ Stable
General Obligation Bonds Series 2007 A 10/15i07 B Stable
§1312 B+ Stabla
10416113 8- Stable
General Obligation Bonds Series 2009 A 518109 Bt Stable
55/ Bt Stakle
1016/53 BB Stable
Government of Guam Limited Obligation Bonds 2
Limited Obligation {Section 30) Bands Series 2003 A 5720109 BRE- Stable :
613112 BBB+ Stable |-
TAnE BB+ Stable §
Hokef Occupancy Tax Revenue Bonds Series 2011 A 39 RBR+ Stable ?
61312 BBB+ Stable i
01813 | BSB- Smhle ||
Business Privilege Tax Bonds L3/ A Swble 1o 1yl A Stable
582 A Stble  f s A Stable
130113 A o A- Stable
10118113 A Swble  {

17




While some of GovGuam’s debt is investment grade or higher, GovGuam can strive for a higher
bond investment grade, which will lower the cost of debt (decreasing overall interest rates). As of
February 2014, ten U.S. state governments (Maryland, Delaware, Alaska, Georgia, Iowa,
Missouri, North Carolina, Texas, Utah, and Virginia) hold the coveted AAA rating, the highest
possible rating from all three major bond rating agencies.

According to Public Bonds, ratings are assigned based on various economic, financial, institutional
and political factors. For most municipal bonds, rating agencies will: (1) identify specific revenue
streams for debt service payments, (2) calculate total expected revenue stream over the life of the
bond, and (3) compare total debt service to total expected revenues. If the total debt service costs
are predicted to be low compared to total expected revenues, the credit rating will be high.®

The General Fund’s positive fund balance of $30.1M in FY 2012 was due to the issuance of debt
to pay down income tax refunds and the implementation of Government Accounting Standards
Board (GASB) Statement No. 54. As a result, GovGuam obtained an improved credit rating score.

In October 2013, Standard and Poor’s’ provided GovGuam an improved credit score rating from
B+ to BB- for its GO Bonds. Standard and Poor’s reasoned that GovGuam has improved its fiscal
management practices through improved transparency, stricter fiscal discipline (cash control),
governmental reorganization, and enhanced its cash flow monitoring. For example, GovGuam’s
issuance of two BPT bonds in FY 2012 to pay for unpaid tax refunds was a substitution of one
long-term liability with another but helped stimulate the economy.

Standard and Poor’s was also concerned about GovGuam’s “extremely high debt burden” and
vulnerability to economic changes in its tourism and military industries, which prevented
Gov(Guam from receiving a higher credit rating. Standard and Poor’s reported that no formal debt
management plan exists for GovGuam. It is GovGuam’s practice to rely on borrowing rather than
on real growth in recurring revenues or spending reductions. Standard and Poor’s cautioned that
“budget discipline is more critical now than perhaps ever, because ‘softer’ long-term liabilities
have been replaced with ‘harder’ long-term debt in the form of bonds”, which limited Guam’s
borrowing capacity.

No Formal Debt Management Strategy

According to the International Organisation of Supreme Audit Institutions (INTOSAI)
Development Initiative and Working Group on Public Debt, public debt management is the process
of establishing and executing a strategy for managing the government’s debt in order to raise the
required amount of funding, achieve its risk and cost objectives, and to meet any other public debt
management goals the government may have set, such as developing and maintaining an efficient
market for government securities. Public debt managers are responsible for adopting a debt
strategy that increases investor sentiment and promotes financial market stability, avoiding at all
costs a financial crisis that can cause significant social and economic hardships in the country.®

¢ Public Bonds. (2004, June). Overview of Rating Agencies, Rating Systems, and Municipal Credit.
http://www.publichonds.org/major players/overratings.htm.

7 Standard and Poor’s. (2013, October). Ratings Direct. Guam,; Appropriations; General Obligation.
htip://www.standardandpgors.com/ratingsdirect.

$ INTOSAI Development Initiative and Working Group on Public Debt. (2012). Guide for Auditing Public Debt
Muanagement. http//www.idi.no/.

18



According to the Lead Economist for the Government of Dubai Department of Finance, public
debt management is the process by which the government acquires and uses debt effectively and
efficiently. Debt is manageable as long as the cost of acquiring debt is reasonably low and debt
obtained is used efficiently in such a way that it helps growth and efficient allocation of resources
in the long run. Debt is used efficiently if the ratios of debt service to total revenue [...] fall or
remain constant. The underlying assumption is that the projects for which borrowed money is used
would generate sufficient output and exports for debt repayment.’

The Government Finance Officers Association recommends that state and local governments adopt
comprehensive written debt management policies, to include debt structuring practices. Debt
structuring practices provide guidelines for maximum term, average maturity, debt service patterns
(i.e. equal payments or equal principal amortization), and other structuring practices such as
capitalizing interest during the construction of a project and deferral of principal.'

According to GEDA, GovGuam does not have a formal debt management strategy and that debt
management is highly dependent on the current Administration and Legislature’s fiscal policy.
Standard and Poor’s also recognized that GovGuam does not have a formal debt management plan
in place. However, Guam’s Fiscal Policy Team does have an informal policy which includes the
issuance of some debt at investment grade, restructuring of short-term liabilities to long-term debt,
deferring principal payments and capitalizing interest, and increasing the debt ceiling to
accommodate increased debt.

Performeter and A.F.T.E.R. Analysis Debt Level Indicators

The Performeter and Audit Findings, Timeliness, and Exception Resolution (A.F.T.E.R.) Analysis
developed by Crawford and Associates, P.C. is one of several methods utilized to assist the
Department of the Interior, Office of Insular Affairs in assessing insular governments’ tracking of
their financial health and performance. It is an overall rating of the government and is intended to
complement GovGuam’s annual financial reports, and should not be used as the only source of
financial information to evaluate performance.

Since the effective date of the Performeter in 2002, GovGuam’s score remains below 3.0 ffom a
rating scale ranging from 0 (poor) to 10 (excellent). GovGuam received an overall score of 2.81,
its second highest score over a ten year period, in the FY 2012 Performeter. The score was
attributed to GovGuam’s improved financial position and positive performance in FY 2012. While
GovGuam did show some improvement with its $30.0M fund balance in FY 2012, its Performeter
score remained under satisfactory levels.

2012 2011 2010 2009 2008 2007 2006 2005 2004 2003
2.81 2.73 1.27 [.30 1.31 2.66 1.32 1.70 2.86 2.21

One of the reasons why the Performeter score did not significantly increase is because GovGuam
shifted certain debt from short-term to long-term. By shifting certain short-term obligations,
GovGuam reduced the General Fund deficit on a modified accrual basis. On a modified accrual
basis, long-term debt is not considered in debt calculations. However, a deficiency in net assets

® Dr. Mohammad Ishfaq (2010, July 19). Macroeconomic Model of Public Debt Servicing Capacity and Debt
Management. http://www,dof gov.ae/en-us/publications/Pages/Publications.aspx

1Y Government Finance Officers Association. (2012, October). Best Practice, Debt Management Policy.
hitp://www.gfoa.org/downloads/debt-management-policy.pdf
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remains on the Government-Wide financial statements, which utilizes the full accrual basis of
accounting.

The Performeter also reported the following debt-related ratios:

o Debt-to-assets. Despite a decrease from 121.3% in FY 2008 to 113.3% in FY 2012,
GovGuam’s debt-to-assets ratio remains unfavorable because it owed its creditors and
vendors $1.46 for every $1 of assets it owned.

o Debt-per-capita. GovGuam’s debt burden to its citizens has steadily climbed from $5,945
per capita in FY 2008 to $8,810 per capita in FY 2012. This is the highest debt burden on
its citizens compared to previous years and amongst other insular governments. For
example, in FY 2012, Palau’s debt-per-capita was $1,187, American Samoa was $540, and
Chuuk was $252.

o Unlike the states, Guam’s FY 2010 debt-per-capita of $7,228 from the Performeter

s is calculated using GovGuam’s long-term debt and provision of tax refunds in the

: debt calculation. For informational purposes only, Puerto Rico and the 50 U.S.

i States” debt-per-capita ranged from a low of $13 (Nebraska) to a high of $10,474

(Puerto Rico) based on Moody’s Investors Service 2011 State Debt Medians
Report. See Table 6 and Appendix 10.

Table 6: Top 5 nghest Debt-per—Caplta (FY 2010)

1_‘Pu_5:_l_rto Rico

b 10,474

2 Comectiout  $ 5236
3 Massachusetts § ) 4711

_AHawai_ S 4,236
? 5§New Jersey % 3,940

Other Debt Indicators
As part of a debt management strategy, GovGuam’s Fiscal Policy Team should consider other

- financial indicators along with the Performeter ratios and a review of GovGuam’s ability to pay
its total liabilities as these indicators should not be viewed in isolation. Examples of other debt
indicators include ratios of:

o Debt-to-GDP — measures a country’s government debt in relation to the country’s GDP.
Debt-to-GDP is a commonly used indicator of a country’s ability to pay back its debt. The
higher the ratio, the less likely the country will pay its debt back and the higher its risk of
default.!! The IMF suggests a debt-to-GDP limit of 60% for developed countries and 40%
for developing and emerging countries, with the implication that crossing these limits
threaten fiscal sustainability. Per the World Bank, Guam is considered a “high income”
economy, which means that Guam is considered a developed country for comparison
purposes.

o Debt service to total revenues —measures a government’s debt service payments (principal
and interest) in relation to the government’s revenues. It is the government’s ability to fund
annual debt payments. The higher the ratio, the more the government is using revenues to
pay its debt.

1 Amadeo, K. About.com. Debt-to-GDP Ratio. http://useconomv.about.com/od/glossarv/g/Debt-to-GDP-Ratio.htm.
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o Debt service to total expenditures — measures a government’s debt service payments in
relation to the government’s expenditures. It is how much debt service payments make up
the government’s spending. The higher the ratio, the more the government is spending on
debt.

Debt-to-GDP

We made various comparisons of GovGuam’s debt-to-GDP with groups of other entities.
GovGuam’s ranking varied depending on which grouping the comparison was based on. While
GovGuam generally fared well compared to many entities, there is significant room for
improvement.

We calculated GovGuam’s debt-to-GDP from 2008 to 2012. Debt-to-GDP of U.S. state
governments is based on outstanding long-term debt. For comparative purposes, we used
GovGuam’s long-term debt (GO and LO bonds, COPs, notes payable, loans, and judiciary debt)
rather than its total public indebtedness.

GovGuam’s debt-to-GDP ratio increased by 206.5% from 8.6% in FY 2008 to 26.4% in FY 2012.
GovQGuam’s debt increased by 236.4% from $374.0M in FY 2008 to $1.26B in FY 2012.
Meanwhile, Guam’s GDP increased slightly by 9.7% from $4.34B in FY 2008 to $4.76B.
Although GovGuam’s 2012 debt-to-GDP ratio is 26.4%, below IMF’s threshold of 60%,
GovGuam’s increase in debt of 236.4% outpaced Guam’s economic growth of 9.7%. GovGuam
is taking in more debt at a faster rate than Guam’s economy is growing. This translates to
GovGuam’s ability to pay future debt service at a slower rate. See Table 7 below and Appendix 5
for details of the long-term debt components.

Table 7. GovGuam Debt-to-GDP (FY 2008 to FY 2012)
GovGuam Debt to GDP 08 . . 2009 20 011 2012' % change
Long-Term Debt $ 374,000,000 1 $ 826,000,000 | § 828,000,000 | § 931,000,000 { $1,258000,000 [ 236.4%
30,000,000 | $4,541,0 $4,555,000,000 | $4,761,000,

343 _ _
8% 3.0% . 204%

We compared Guam’s 2011 debt-to-GDP to U.S. states and local governments. We found that
Guam debt-to-GDP of 20.4% ranked 13" amongst the US states where New York was the highest
at 28.61% and Wyoming was the lowest at 6.21% by state and local debt-to-GDP. According to
Moody’s, the debt-to-GDP ratio is usually higher for governments outside of the U.S. because debt
issuance outside of the U.S. is more centralized.

New York’s high state and local debt-to-GDP ratio is primarily attributed to its high debt (one of
the highest in any U.S. state). According to the State Budget Crisis Task Force’s 2012 New York
Report!?, New York uses debt extensively to finance capital needs, occasionally to finance
operating deficits, and to finance local assistance. Under its state constitution, New York can only
issue GO bonds for a single purpose, which requires voter approval. In order to expand its debt
capacity, New York issued debt (such as lease-backed bonds) that do not require voter approval
but depend on annual appropriations for debt service. New York also relied on other complex
mechanisms to finance capital that do not require voter approval. These mechanisms constrain the

12 State Budget Crisis Task Force. (2012, December). New York Report. http://www.statebudgetcrisis.org/wpems/wp-
content/images/NY -Report.pdf
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state’s financial flexibility. See Table 8 below for details and Appendix 11 for the FY 2011 U.S.

State and Local debt-to-GDP listing.

28.61

_1{New York . 17.08
2|Kentucky 8.78 16.32 25.1
__3|South Carolina 9.09 15.24 24.33
_ 4|Rhode Island 18.56 5.6 24.16
. _5)Massachusetts 19.13 4.69 23.82
6| California 7.84 14.1 21.94
~_7[Mlinois 9.67 12.04 21.71
_ 8|Nevada 3.25 18.16 2141
.9 Pennsylvania 779 13.46 21.24
_10[New Mexico 10.21 10.72 20.93
_11|Washington 7.88 12.87 20.75
12{New Jersey 12.98 7.76 20.73
13} Guam 20.4 0 20.4
14{Florida 5.82 14.53 20.35
15|Kansas 5.11 15.01 20.13

We estimated the debt-to-GDP ratio for the U.S. territories based on available data found in various
sources such as the respective governments’ {inancial statements and the U.S. Dept. of Commerce
GDP reports. When we compared Guam’s 2011 debt-to-GDP of 19.3%*"3 to other U.S. territories,
we found that Guam was lower at 19.3%, while the US Virgin Islands was the highest at 44.7%.
See Table 9 below for details.

tory

U.S. Virgin Islands | § 1,945,834,000 | § 4,356,000,000 44.7%
Puerto Rico $§ 31,816,589,000 |5 98,757,000,000 32.2%
Guam 3 879,506,494 1 § 4,555,000,000 19.3%
CNMI $ 98917431 | & 651,000,000 15.2%
American Samoa Not available $ 648,000,000 | Not available

For informational purposes, the World Bank’s most recent world central government debt-to-GDP
listing is for FY 2011 and a ranking can be found in Appendix 12.

We estimated the debt-to-GDP ratio for some of the PASAI members also conducting this
cooperative audit (Federated States of Micronesia (FSM) — National, FSM — Kosrae, FSM —
Pohnpei, and Palau) based on available data found in various sources such as the respective
governments’ financial statements and the U.S. Dept. of Commerce GDP reports. When compared
to these PASAI members, Guam’s debt-to-GDP is the third highest. Financial data on the other
cooperative members (Cook Islands, Fiji, Samoa, and the Republic of Marshall [slands) were not

13 For this caleulation, we excluded the debt of autonomous agencies that were backed by the full faith of GovGuam.
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readily available as of our report issuance. See Table 10 below and Appendix 12 for the FY 2011
World debt-to-GDP listing.

: PASAI Debi-to-GDP (FY 2011) ___

it TermDebt R i

FSM - Kosrae | § 5787068 | § 17,200,000 33.6%
FSM - National | $ 54,603,201 | $ 246,300,000 22.2%
Guam 3 879,506,494 | §4,555,000,000 19.3%
Palau $ 16,655,287 | $ 212,903,320 7.8%
FSM - Pohnpei | § 5,815,013 | § 115,900,000 5.0%

According to an article from About.com, debt-to-GDP allows investors to compare debt levels
between countries.' In 2009, Greece had a budget deficit of 12.9% of its GDP, which lowered its
credit ratings and drove up interest rates. Greece’s debt crisis soon spread to become the Eurozone
Debt Crisis."”

The Eurozone Debt Crisis severely affected Portugal, Ireland, Greece, Spain, and Cyprus. Each of
these countries has extensive debt and is a member of the Eurozone, a monetary union of 18
European countries that use the Euro as the common currency.!® About.com explained that the
European Central Bank held a lot of the Eurozone members’ debt and its future is at risk. The
Eurozone itself would be at risk without a central bank to bail its members out. The rippling effect
of an uncontrolled debt defaults could create a recession, if not a global depression. 7

Debt Service to Revenues and to Expenditures

We also calculated GovGuam’s governmental funds debt service to total revenue and debt service
to total expenditure from FY 2008 to FY 2012."% We used the Statement of Revenues,
Expenditures, and Changes in Fund Balances (Deficit) Governmental Funds for this calculation
because it included debt service payments, in contrast to the primary government’s Statement of
Activities. For the calculation, we used total revenues and total expenditures, and excluded other
financing sources (uses).

Part of GovGuam’s revenue is used to make debt service payments. Debt service accounted for
5.1% of revenues in FY 2008 and increased to 9.0% in FY 2012. Part of GovGuam’s expenditures,
which were for debt service payments increased from 4.7% in FY 2008 to 8.5% in FY 2012.
Although GovGuam’s debt service to revenues and debt service to expenditures were relatively
low, GovGuam’s debt service payments almost tripled at 142.7%, compared to the increase in
revenues of 37% and expenditures of 34% over the same period. See Table 11 below for a summary
and Appendix 13 for details.

4 Amadeo, K. About.com. (September 2013). Debt-to-GDP Ratio. htip:/fuseconomy.about.com/od/glossarv/e/Debt-
to-GDP-Ratio.htm

Y Amadeo, K. About.com. (October 2013). Sovereign Debt Crisis.
http:/fuseconomyv.about.comyod/fiscalpolicv/a/Debt-Crisis.htm

16 Buropean Union. Eurozone Portal: Euro area member states. hitp://www.eurozone.europa.ev/euro-area/euro-area-
member-states/

7 Amadeo, K. About.com. (2012, July 19). What is the Eurozone Debt Crisis?
http://useconomy.about.com/od/Eurepe/p/Eurozone-Crisis. htm

18 GovGuam’s FY 2013 unaudited figures for its primary government revenues and expenditures were not available
at the time of this report.
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Table 11: Governmental Funds Debt Service to Total Revenue and to Total Expenditures

(IFY 2008 to FY 2012)

- % Change

Total Governmental Funds (in 000's) FY2003  FY2009  FY2010  FY2011  Fy20n2 ROAUWERIW)

[A]  Total Debt Service Payments S 41383 S 47200 S A6 S 79630 § 100435 TN
B]  Total Revenues $ 816338 § 868434 S 042,557 § 1099809 § 1,117,753 &
[A]/[B] Total Debt Service as % of Total Revenues 5.1% 5.4% 7.9% 72% 92.0%
€] Total Expenditures 5880564 S LOITSTT $ L0SL64T S LIs6314 S 1179653 PR
]A] /7 [C) Total Debt Service as % of Total Expenditures 4.7% 4.6% 6.9% 6.7% 8.5% '

In order for GovGuam to increase investor confidence, promote financial sustainability, and ensure
effective management of its total public indebtedness of $1.57B, we recommend the GEDA
Administrator develop and adopt a formal debt management strategy that is to be updated on an
annual basis at the minimum. The strategy should use guidelines and best practices established by
organizations such as the IMF, World Bank, INTOSAIL, Working Group on Public Debt, and
GFOA, and include:
¢ Consideration of not only the government’s current financial condition, but also its long-
term fiscal outlook, including a comprehensive understanding of the magnitude and nature
of potential draws on future budgetary resources;
¢ Identifies the timing (when to issue), amount (how much), type (debt subject to or not debt
ceiling), purpose (operations, capital improvements, debt restructuring, etc.) and duration
(short- term or long-term, number of years, etc.) of debt issuances;
¢ Determining total debt service under different scenarios, such as sensitivity to credit ratings
(investment grade) and interest rates; and
e Strategic benchmarks, such as debt indicators, investment grade, etc.

Other Significant Matters
Other significant matters came to our attention during our audit. These pertain to the new
requirement to recognize the unfunded pension liability and the revaluation of properties on Guam.

Recognition of Unfunded Pension Liability
An unfunded pension liability is the amount by which future payment obligations (i.e. guaranteed
benefit payments to its DB plan members) exceed the present value of funds available to pay the
obligation. As of FY 2012, GovGuam’s unfunded pension liability was $1.5B. GovGuam has two
types of retirement plans:
o Defined Benefit (DB) Plan - The DB plan provides for the guaranteed retirement, disability,
and survivor benefits to plan members who were hired by GovGuam prior to October 1,
1995. Title 4 GCA § 8137 requires GovGuam’s unfunded liability to be completely funded
within 80 years from May 1, 1951 to April 30, 2031.
» Defined Contribution (DC) Plan - Employees hired on or after October 1, 1995 are required
to participate in the DC plan. Under the DC plan, employees are required to contribute 5%
of their base salary and the government contributes the same amount for retirement. DC
plan members with five years of service are fully vested with the government contribution
plus any earmings thereon. Unlike the DB plan, the DC plan provides no guaranteed benefit.
A DC member receives only the amount of money accumulated in the member’s retirement
account.
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The underfunding of the DB plan continues to be an ongoing problem as GovGuam frequently did
not meet its annual required contribution for DB plan employees in prior years. As of FY 2012,
the actuarially determined contribution rate was 30% of payroll, of which 24% is for the unfunded
liability of the DB plan, 2.4% is for the cost of the DB plan, and 3.6% is for the contributions to
the DC plan. GovGuam was required to contribute $§129.8M into the plan, but was only able to
contribute $113.9M.

As of FY 2012, the Actuarial Valuation Report noted that $2.81B is needed for future retirement
contributions, but the government currently only has $1.33B worth of assets for that anticipated
future payment. The difference of $1.48B is the government’s unfunded actuarial accrued liability
(UAAL). Guam’s UAAL-per-capita is considered to be high, which is $9,304 in FY 2012. By law,
GovGuam must fund the unfunded liability by 203 1.

The GASB Statement No. 68, Accounting and Financial Reporting for Pensions, requires
governments with DB plans to disclose a “net pension liability” on their balance sheets for periods
beginning after June 15, 2014. GASB takes the position that pension costs and obligations should
be recorded as employees earn them, rather than when the government contributes to a pension
plan or when retirees receive benefits. The pension obligation will take into account cost of living
increases, future salary increases, and future service credits. In addition, more extensive note
disclosures and required supplementary information will be required of employers with DB plans.
Accordingly, GovGuam will be required to recognize the actuarially-determined unfunded pension
liability directly on its financial statements starting in FY 2015.

Island-Wide Property Revaluation

Due to the effect of real property tax appraisals on GovGuam’s debt ceiling and with the last island-
wide appraisal and revaluation approximately 20 years ago, Guam was in need of an updated
appraisal. In March 2013, DRT issued a Request for Proposal to enlist professional services for
appraisal and revaluation services. A contract is currently in place and the property revaluation is
estimated to be completed in August 2014. This long-awaited revaluation is expected to result in
an overall increase in appraised value, which will then result in an increase in GovGuam’s debt

ceiling.
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Conclusion & Recommendation

In our audit of the Gov(Guam’s public debt for the six-year period from FY 2008 to FY 2013, we
found that GovGuam’s total public indebtedness (debt subject to the debt ceiling, debt not subject
to the debt ceiling, and other primary government liabilities) increased by 54% from $1.02B in FY
2008 to $1.57B in FY 2013 (unaudited). Public indebtedness was comprised of:
e Debt subject to the debt ceiling of $1.11B in FY 2013, nearly quadrupled (273%) from
$296.9M in FY 2008. The largest increase from year to year was between FY 2008 and FY
2009 when the debt subject to the debt ceiling nearly tripled (148%) from $296.9M to
$736.2M;
e Debt not subject to the debt ceiling COPs, notes payable, and loans) of $148.6M in FY
2013 nearly doubled (93%) from $77.1M in FY 2008; and
» Other primary government liabilities (short term obligations due within one year such as
tax refunds, court-ordered payments, and other long-term liabilities) declined by over half
(52%) to $309.5M in FY 2013 (unaudited) from $641.6M in FY 2008.

While GovGuam does not currently have a formal debt management strategy, we found the
following in its execution of an informal strategy:

o In order to accommodate the increased debt, GovGuam’s debt ceiling was raised three
times from 2007 to 2012, going from 35% to 100% of Guam’s total real property’s
appraised value;

e GovGuam restructured some of its liabilities to long-term debt;

e GovGuam deferred principal payments and capitalized interest of $34.1M; and

¢  Gov(Guam acquired some of its debt at investment grade.

As a result of its informai debt management strategy:
¢ GovGuam’s annual debt service requirements nearly doubled (93.5%) from $41.4M in FY
2008 to $80.1M in FY 2013, and is expected to increase to $106.9M or 33% by FY 2018;
and
e GovGuam’s 2012 debt-to-GDP ratio of 26.4% was below the IMF’s 60% benchmark, yet
other debt indicators reflected GovGuam’s debt burden as high in comparison to the insular
governments and states.

Recommendation

We recommend the GEDA Administrator develop and adopt a formal debt management strategy
that is to be updated at least on an annual basis. The strategy should use guidelines and best
practices established by organizations such as the IMF, World Bank, INTOSAI, Working Group
on Public Debt, and GFOA, and include:

e Consideration of not only the government’s current financial condition, but also its long-
term fiscal outlook, including a comprehensive understanding of the magnitude and nature
of potential draws on future budgetary resources;

¢ Identifies the timing, amount, type, purpose, and duration of debt issuances;

¢ Determining total debt service under different scenarios, such as sensitivity to credit ratings
(investment grade) and interest rates; and

» Strategic benchmarks, such as debt indicators, investment grade, etc.
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Management Response and OPA Reply

We transmitted a draft report to the Governor’s Chief Fiscal Advisor and GEDA on March 17,
2014 for their official response. We met with the Governor’s Chief Fiscal Advisor and GEDA
management on March 24, 2014 to discuss the audit finding and recommendation. We received
the official management response signed by the GEDA Administrator and Directors of DOA and
BBMR on April 16, 2014, wherein they concurred with our audit recommendation. See Appendix
15 for the official response. However, they provided clarification or expressed disagreement with
certain elements of our report, specifically:

e Changes in GovGuam’s Public Indebtedness. Between FY 2008 to FY 2013,
GovGuam’s total public indebtedness (debt subject to the debt ceiling, debt not subject to
debt ceiling, and other primary government liabilities) increased by 54% from $1.02B to
$1.57B, but this is an increase over the six-year period and not attributed to just one year.
Therefore, the comments within the report remain.

e Debt-per-capita and Debt-to-GDP Comparisons. Management contends that Guam
should not be compared to the 50 U.S. states, insular governments, or PASAI countries
because of Guam’s “unique set of challenges”. As part of its debt management strategy,
GovGuam should determine Guam’s financial position in comparison to some
benchmark(s), and we merely provided examples of benchmarks to consider. Therefore,
the comments within the report remain.

e Deferral of Principal and Capitalization of Interest. We recognize that interest
payments cannot be deferred and that certain bonds had capitalized interest wherein the
interest payments due in earlier years were paid from bond proceeds, leaving less funds for
the intended projects. Accordingly, we edited certain statements within the report.

o Changes to Public Indebtedness. The public indebtedness figures provided in the
management response differed from the figures used in this report, with the largest
discrepancy ($106.4M) due to the unaudited FY 2013 primary government other liabilities,
$203.1M versus $309.5M. While both preliminary amounts were provided by DOA to
GovGuam’s independent financial auditor, the $309.5M used in the report was the updated
figure. Other differences in indebtedness amounts were due to timing.

The legislation creating the Office of Public Accountability requires agencies to prepare a
corrective action plan to implement audit recommendations, to document the progress in
implementing the recommendations, and to endeavor to have implementation completed no later
than the beginning of the next fiscal year. Accordingly, we will be contacting the GEDA
Administrator to provide target dates for the implementation of the recommendation.

We appreciate the cooperation and assistance shown during the course of this audit by the staff of
GEDA and the Governor’s Fiscal Policy Team.

OFFICE OF PUBLIC ACCOUNTABILITY

Y/ )

Doris Flores Brooks, CPA, CGFM
Public Auditor
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Appendix 1:
Classification of Monetary Impact

Other
Financial
. Impact?. -

Public Indebtedness Increased by 54% and Debt Ceiling

Raised Three Times
) s  Changes in Public Indebtedness g S
o Summary of GovGuam’s Debt Issuances ) )
s Subsequent Debt Issuance for FY 2014
e Future Debt Proposals under Consideration
Debt Service Payments Almost Doubled in Six Years
5 e Deferral of Principal Payments and Capitalized 5 3
Interest?! ) )
*  GovGuam Bond Credit Ratings at Investment
Grade
No Formal Debt Management Strategy
3 e Performeter and A.F.T.E.R. Analysis Debt Level | § - 15 -
Indicators
e Other Debt Indicators
Other Significant Matters
4 e Recognition of Unfunded Pension Liability 3 E )
¢ Island-Wide Property Revaluation

19 Questioned Costs are the costs questioned because of:
(a) Axn alleged violation of a provision of a law, regulation, contract, grant, cooperative agreement, or other
agreement or document governing the expenditure of funds;
(b} A finding that, at the time of the audit, such cost is not supported by adequate documentation; or
(c)} A finding that the expenditure of funds for the intended purpose is unnecessary or unreasonable.
* Other Financial Impact is the amount of lost revenue opportunities and unrealized revenue to the government,
2l From FY 2008 to FY 2013, GovGuam included in its bond borrowings a total of $84.1M in capitalized interests,
which could have been used to find other projects or used to lower the total principal amounts.
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Appendix 2:
Objectives, Scope, and Methodology ~ Paselofrz

This report presents the results of our cooperative performance audit on GovGuam’s Public Debt
from October 1, 2007 to September 30, 2012 and unaudited figures for September 30, 2013, The
audit objectives were to determine the growth and magnitude of GovGuam’s indebtedness and
whether GovGuam has a formal debt management strategy. For purposes of this audit, GovGuam’s
total public indebtedness does not include debt issued by autonomous agencies (state-owned
enterprises), such as GPA, GIAA, GWA, GHURA, GHC, PAG, GCC, and GEDA.

This cooperative audit on public debt was conducted in conjunction with PASAI and eight other
member countries (Fiji, Samoa, Cook Islands, FSM — National, FSM — Pohnpei, FSM — Kosrae,
Palau, and the Republic of Marshall Isiands). Cooperative audits involve different SAls working
together on an audit to raise the capacity of the Supreme Audit Institutions (SAIs) and to produce
high quality joint audit reports and national reports.

Audit Methodology
Qur audit methodology included a review of laws, policies, and other information pertinent to
GovGuam’s public debt. We also performed the following:
1. Interviews of key officials from GEDA and DOA;
2. Compiled and analyzed the following information:
a. GovGuam Long-term Debt Abstract 2011 to 2014,
b. Government-Wide FY 2008 to FY 2012 Basic Financial Statements,
c. GCC, GEDA, GIAA, GHC, GPA, GWA, and PAG FY 2008 to FY 2012 audited
Financial Statements,
d. EMMA Official Statements (for bond and COPs issued from FY 2008 to FY 2012),
e. FY 2012 Perfometer and A.F.T.E.R. Analysis debt to asset and debt-per-capita
ratios for GovGuam and other insular governments. The Performeter debt to asset
and debt-per-capita ratios for GovGuam includes GovGuam’s primary government
long-term debt and provision for tax refunds,
f. Debt-to-GDP comparisons (FY 2011) for U.S. state and local governments, U.S.
territories, and PASAI Public Debt audit members. While Guam’s initial debt-to-
GDP calculation included GO bonds, LO bonds, COPs, notes payable, loans, and
other primary government liabilities such as tax refunds, COLA payments,
retirement contributions, etc., only long-term debt was included in Guam’s debt-to-
GDP calculation to ensure comparability with available debt-to-GDP of the 50 U.S.
states. This major change for Guam’s 2012 debt-to-GDP of 34.5% to 26.4%
required a new draft report to be transmitted to the Chief Fiscal Advisor and GEDA
Administrator.
g. The World Bank’s Central Government debt-to-GDP (FY 2011), and
h. GovGuam Retirement Fund FY 2012 Actuarial Valuation;
3. Obtained definitions of public debt, capitalization of interest, and credit ratings;
4. Obtained reports on the New York and Eurozone Debt Crisis; and
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Objectives, Scope, and Methodology  PageZof2

5. Obtained best practices derived from:
a. IMF and World Bank Guidelines on Public Debt,
b. INTOSAI and Working Group on Pubiic Debt Guide for Auditing Public Debt
Management, and
c. GFOA on Debt Management Policy.

We conducted this audit in accordance with the standards for performance audits contained in
Government Auditing Standards, issued by the Comptrolier General of the United States of
America. These standards require that we plan our audit objectives and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our findings and conclusions
based on our audit objectives. We believe that the evidence obtained provides a reasonable basis
for our findings and conclusions based on our objectives.
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Appendix 3:
Prior Audit Coverage

OPA Report Nos. 07-10 GovGuam Debt Ceiling Calculation and 07-13 GovGuam Debt
Ceiling Calculation Per P.L. 29-19

In 2007, OPA performed two calculations of GovGuam’s debt ceiling. In OPA Report No. 07-10,
OPA calculated the ceiling according to the U.S. Supreme Court ruling, which ruled that
GovGuam'’s debt ceiling must be based on 10% of the assessed value of property in Guam. Based
on the assessed value of $4.07B, OPA calculated GovGuam’s debt ceiling as of October 2006 to
be $406.9M. In OPA Report No. 07-13, OPA re-calculated GovGuam’s debt ceiling according to
the provisions of P.L. 29-19, which amended the assessed value to 70% of the appraised value of
property. Based on the new assessed value of $8.14B, OPA calculated GovGuam’s debt ceiling
for October 2006 to be $813.7M.

U.S. Government Accountability Office Report No. GAO-10-90R

In November 2009, the Government Accountability Office (GAQ) indicated that GovGuam’s debt
ceiling and operating deficit hinders GovGuam?’s ability to finance off-base infrastructure projects
and programs to support the military buildup.”? While GovGuam’s debt ceiling limits Guam’s
public indebtedness to “10% of the aggregate tax valuation of the property on Guam”, “not all
government obligations are included in this ceiling.” Until the form and terms of debt that
GovQGuam considers for the military buildup is known, the impact of the debt ceiling on the ability

of GovGuam “to incur such debt is unclear.”

GovGuam'’s operating deficit was approximately $415.0M at the time of the GAO report and the
deficit affects Guam’s ability to borrow and pay additional debt service. According to the Bureau
of Budget Management and Research, GovGuam will face difficulty in simultaneously funding
the deficit and infrastructure projects related to the military buildup. However, despite the deficit,
GovGuam was able to issue $473.5M in bonds to help pay for cost-of-living adjustments, tax
refunds, and construction of a new landfill. According to GAO, the military buildup could
potentially improve Guam’s ability to finance infrastructure projects due to improved local
economic conditions.

OPA Report No. 13-03 DRT Real Property Taxes

OPA Report No. 13-03 reported that the appraised value used in the debt ceiling was derived from
the last completed island-wide valuation of taxable land and land improvements. The debt ceiling
was calculated at 10% of the assessed value, in which the assessed value was calculated as a
percentage of the appraised value. The Guam Legislature increased the debt ceiling when it
redefined assessed value three times: (a) In 2007, P.L. 29-19 raised the assessed value from 35%
of appraised value to 70%; (b) In 2009, P.L. 30-7 raised it from 70% of appraised value to 90%;
and (¢) In 2012, P.L. 31-196 raised it from 90% of appraised value to 100%. To update the island-
wide valuation, DRT issued a Request for Proposal in March 2013 to enlist professional services
for appraisal and revaluation services. However, the only bidder that submitted a proposal could
not meet the delivery requirements established in the RFP.

2 Beginning 2009, approximately 8,000 marines and their 9,000 dependents were to be relocated to Guam from
Okinawa, Japan as part of an agreement between the U.S. and Japan.
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Appendix 4:
Applicable Laws & Regulations

Organic Act of Guam (48 United States Code Annotated)

§1423a: No public indebtedness of Guam shall be authorized or allowed in excess of 10 per
centum of the aggregate tax valuation of the property in Guam. Bonds or other obligations of the
Govemment of Guam payable solely from revenues derived from any public improvement or
undertaking shall not be considered public indebtedness of Guam within the meaning of this
section. All bonds issued by the Government of Guam or by its authority shall be exempt, as to
principal and interest, from taxation by the Government of the United States or by the Government
of Guam, or by any State or Territory or any political division thereof, or by the District of
Columbia.

Title 5 of the Guam Code Annotated, Chapter 1

§1503: The Governor of Guam is authorized to borrow funds by the issuance of General Obligation
Bonds, provided such bonds are issued pursuant to 12 GCA § 2103(k).

§1503(a): The Governor is also authorized to create debt or debts of the Government of Guam [...]
provided, however, that the terms and conditions of the debts shall be approved by the Legisiature
by statute and the debt or debts shall not cause a violation of the debt limitations of 48 USC §

1423a.

§1505(f): The Governor is authorized to execute, on behalf of the Government of Guam, any
appropriate agreements, certificates, or other instruments relating to the debt or debts and the sale

of the debt or debts.
Title 12 of the Guam Code Annotated, Chapter 50

§50103(k): GEDA serves as the central financial manager and consultant of GovGuam agencies
requiring financial guidance and assistance. GovGuam agencies can only issue bonds and other
obligations through GEDA and must provide GEDA estimates of financial needs so that GEDA
may coordinate a long-term plan for obtaining funds. Before GEDA can issue or sell any bonds,
the Guam Legislature must approve the terms and conditions of the bonds.

§50103.1: For each bond issuance, GEDA procures for and/or utilizes the foliowing: (1) bond
counsel, (2) underwriters, (3) trustee, (4) depository, and (5) municipal paying agent. In addition,
GEDA must use its best efforts to provide an opportunity for Guam residents or residents of other
jurisdictions to buy a portion of any bonds issued or sold by GEDA on behalf of GovGuam.
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Appendix 5:

GovGuam’s Outstanding Debt (Detailed) Page 1 of 2

Description_of Indebtedness Oustanding Principal Balance as oft
h FY 2013
FY 2008 FY 2009 Y 2010 FY 2011 FY 2012 {Unaudited)
A Public Indebtedness Subject to Debt Ceiling
i} General Obligation Bounds and Other General Obligations
Ceneral Obligation Bonds, 1993 Serics A hy 37,280,000 $ 37,280,000 3 34,370,000 $ 31,300,000 % 28,065,000 % -
Cencral Obligation Borxls, 2007 Scries A $ 146483,729 3 146,671,704 § 146,859,670 % 147,047,654 & 147,141,641 % 151,935,000
General Obligation Bonds, 2009 Series A A - 3 261,447,509 $ 261,768,259 § 258,869,009 % 258,532,096 § 260,845,000
GWA Loan (2010} per P.1., 29-130 % - % - % 29,385,504 & 26,752,042 % 23925764 % 20,806,970
GMHA Loan (2011) per P.L. 30-200, P.L. 30-235 $ - 3 - 3 - 3 11,890946 3% 11292872 § 10,753,125
Subtotal, General Obligation Bonds and Other General Obligations 3 183,763,729 § 445399213 % 472383442 & 475859.65] % 468,957373 % 444,340,005
i) Limited Obligation Bonds and Other Limited Obligations
Limited Obligation Infrastruciure Improvement Bonds, 1997 Scrics A § 41,595,000 $ 36,345,000 & 31,385,000 § - % - % -
Limited Obligation {Section 30} Bonds, 2001 Series A $ 36,875,627 % 28217,083 % 19,123,539 % 9,565,000 % - 3 -
Limited Obligation Highway Refunding Bonds, 2001 Serics A 5 21,560,000 % 16,510,000 & 11,250,000 & 5,765,000 & - 8 -
UOG Rural Development Loan Amocuu per P.1., 26-48 $ 13,119.885 % 12,930,123 &% 12787473 % 12615802 % 12,396,023 % _N,wavhow.‘
Limited Obligation (Scction 30) Bonds, 2009 Series A % - % 196,781,996 3 197,007,716 % 197,233,436 % 199,088,943 % 197,835,000
Limited Obligation (Hotel Occupancy Tax) Bonds, 2011 Serics A $ - % - % - % 88,547831 % B87,783485 & 87,255,000
BPT Bonds, Series 2011 A $ - % - 3 - 3 - 3 243,216,571  § 235,000,000
BPT Bonds, Serics 2012 B-1 and 2012 B-2 $ - % - 3 - % - % 114,621,522 § 108,700,000
BPT Bonds, Scries 2013 C 3 - 3 - % -~ % - % - % 22,640,000
Subtotal, Limited Obligation Bonds and Other Limited Obligations $ 113,150,512 290,784,202 % 271,553,728 % 313727069 % 657,100,544 & 663,683,463
Subtotal Public Indebiedness Subject to Debt Ceiling $ 296,914,241 § 736,183,415 § 743,937,170 $ 789,586,720 % 1,126,063,917 § 1,108,023, 558
B Debt Not Subject to Debt Ceiling
Notes Payable (2002) $ 5023537 $ 3949267 3 3,949,267 % 2823256 % 1,656,534 3% -
Nete Payable (2008) 3 13,800,000 $ 10,746,507 $ 7,183,280 % 3363219 % - $ -
Subtotal, Notes Payables 5 18,823,537 % 14,695,774 & 11,132,547 % 6,186475 % 1,656,534 % -
Guam Education Financing Foundation (GEFF) COPs b 51,582,250 % 63385000 $ 62,470,000 % 59410000 § m@mcobo.c; b 52,830,000
GDOE COPs % - % - 8 - % 657350007 % 643550007 % 64,120,000
GEFF COPs, Okkodo Expansion 5 - % -8 - % - % - 5 22,818,000
Subtotal, COPs $ 51,58225¢0 % 65,385,000 % 62470000 § 125,145000 & 120,555,000 % 139,778,000
Judicial Building Fund Revenue Notes (2006) 5 06,669.296 § 9,514,526 % 10,175434 % 9,847,089 § 9,345,108 $ 8.813,215
Subtotal Deli Not Subject to Debt Ceiling b 77,075,083 & 89,595,300 3% 83,777,981 $ 141,178,564 $ 131,556,642 § 148,591,215 M
C Subtotal, Long-Term Debt [A+B| ¥ 373,989,324 § 825,778,715 $ 827,715,151 % 930,765,284 $1,257,620,559 § 1,256,614,773
B Other Primary Government Liabilities - See Appendix 11
Iincome Tax Refunds 5 283,135,000 §% 259,158,468 % 284,868,839 % 326,034,953 % 100961462 § 89,872,321
Retiree COLA Paymentls 5 96,327,556 % 26,932,491 % 23,100,732 % 21,020,002 $ 5459327 % 4,858,941
Otlser Liabifitics 3 262,106,363 % 279000206 % 332,255,195 % 342962460 % 341,202,755 % 214,796,260
Subiotal, Other Primary Government Liabilities h 641,568,919 % 565,084,165 % 640224706 % 690,017,505 % 447,623,544 % 309,527,522
E Total Public Indebtedness {(Long-Term Debt & Other Primary
Government Liabilities) |C-+D] $1,015,558,243 5 1,390,862,880 § 1,467,939,917 § 1,620,782,789 § 1,705,244,103 § 1,566,142,295
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Appendix 6:
Changes in Public Indebtedness

Page 1 of 2

m./m.n::m:m

: Additions Additions
. |Changes in Total Public Indebtedness (Reductions) (Reductions) ions)
A jPublic w..ﬁﬁ@m.m@.Eﬁ Subject to Debt OE_, et S — e e 3
i), Genecal Obligation Bordds and Other General Qbliga R T e s
.1 Guam Ge 1 Seriggs A $ s AN EocoS (3,070, coou
...Guam Ceneral Obligation Bonds, 2007 Series A~~~ " S_ 187975 187975 187975
_Guam General Obligation Bonds, 2009 Series A $§ 261,447,509 i 32 AN 399,250)
1. Guam Emﬁngonrm Authority Loan (2010) per | v L. Mcu_wo , 3 (2,633,462)
ity Loan (2011) per P,L. uo,moo p.L. uc-Mum 3 - 11,890,946
5 261,635484 20,984,229 3476,209
by 5 (4,960,000 (31,385,000)
_ Limited Obligation (Section 30) Bonds, 2001 Series A S (8,658,54 S (9,003,504)) b (9,558,539)
. Limited Obligation Highway Refunding Bonds, 2001 ma:cm A R 3 (5,050,000 3 (5,260,000);: $. . {5485,000)
: University of Guam Rural Development Loan Awoowv perP.L.2648 § (189,702 % . (142,650); o L171671)
_ Limited Obligation (Section 30) Bonds, 2009 Series A $ 196,781,996 3 225,720 225720
: Limited Obligation (Hotel Occupancy Tax) Bonds, wo: mo:ﬁ.b, o 5 - L8 . 88,547831
ege Tax (BPPT) Bonds, Scries . o $ - % i
. mzm_:rmm Privilege Tax (BPT) Bonds, Series 2012 B-1 and 2012 B-2 5 - 5
Business Privilege Tax (BPT) Bonds, Serics 2013 C L : $ - $ : -
ted Obligation Bornds and ( O:_n_. Limited Oc__mw:.o:m 113,150,5124 § 177,633,690 $ (19,230,474)& 42,173,341 !
m:c»cg_ Public Indebtedness Subject to Debt Ceiling _ 417 $439,269,174 3 7,753,755 45,649,550 ;
bt Ceiting S e : .
... Notes Payable (2002) " IR e B (1074270 R N, 2
.t Ddote Payable (2068) S s ¥ (3,053493 3 (3,563,227} (3,820,061).
i . Subtolal Notes Payables . $ (4,127,763 14,605:774°% % (3,563,227) (4.946 072)!
Guam Education _J__E:n_:m._lo:_i ion (GEFF) COPs $ 13,802,750 653850004 8 (2,915,000 ~(3,060,000)
MIUS L C 5 - $ - 65,735,000
. GEEE COPs, Okkodo Expansion $ - S $ _ig
_ Subtotal oom, $ 13,802,750 65385.000.1 § (2,915,000) i'S 62,675,000
y . 3 2,845,230 9514,526: $ 660,908 I'$ (328,345)
. m._cr.: _.co_: z&@.ESE. cnﬁ Ceiling ) $ 12,520,217 § 89,595,300: $  (5,817,319)}\§ 57,400,583
m:rBSr Long- .nmw.:_ Debt Tﬁ..E.. - o i $451,789,391 S §825,778,715 § 1,936,436 103,050,133
) O:::. _:..:_.:Q O=<,r..=_=o=» —‘...__u.__nom = s :
Oc::un:n.mﬂrn_ absences, aceounls _umus_u_r accrued _umu;o: _u_dSm"o: for tax
refunds, COLA Tiabiity, due to pension trust fund, due to primary govermmnent,
due to component units, due to IRS, deferred revenues, unfunded pension liability, 1 :
and siclk lcave liability LHe41568 9191 § (76,484,750 75,140,601 $ 49,792,739
Total Public H:aa_:na:n.wm Arc..r-,_ erm Debt & Othey —v::_.:.w i i : i !
.iGovernment Liabilities) [IC+p] Z81,015,558,243% $375,304,637 -$1,390,862.880" 77,077,037 {$1,467,939,917 $ 152,842,872

35



H(BOBI0I'GET) § FEOTHFESOLLS: YIE TS [@+D1 (sonpquery uswwias0D ‘,
: : h.:.E:.- o ¥ Jqaq P—.:w:ow-v SSIUPAGOPUE NN )01, a,
ANpquen) SABa) yors pii
“Apqen uorsuad papuryun ‘sonusass pauayap ‘I 01 anp ‘snun jusuodiuos o enp:

Guattirescs Arewnid of anp ‘puny 1sna uoisuad 01 anp Amqey VIOD Spuys

(196 €6 hT)

(rEs'os9T)

o aoomvu_sm?m..ﬂoz....

TTL991' D)

xel 1of :o_m;o.& _mctama cu_:uum ‘apqeied spmooor ‘saouasqe paesuadwio)):

o o : B, ) s o N h saumIquI] WD A0D KiewiLi g 190
ELLIRIOTOSTITS gL S00°T) & umm..c.mcﬂmnéw., SLT'SER'VTE § PBTSHLI0EG: & e _m+<_ 12¢ W -Fuo] n_ﬁm_a:m :
SIT165 8k ELEPENLL (TT6°179°6) §  v9SBLIUIRL § © 7 8ume) jqod o3 190fqng 30N 190 eesgng |

${e68'1€5) H{I867108) $ Tes0ivge i g T (9007) s210N anusasy) pun,] Swppng perapnf
] 5 000G = : ~ $400 fuoang
uosI8ce — $ . $: uarstiedx;] OpopIO ‘SAQD Jd80 |
(ooo‘see) ~ 8 < (000'08€ 1) 00°SE $. o C SdODHOAD
{000'0LE5C) g H000°01T°E) % Lo00'0TFes g lilee) CLJUv :o:mc::or_ Surbueulg :c:mu_.ir_..c..m_.__u :
FES959'1) 3 A P66T5Y) ; . ~ s9quAeg saIoN qmiciging
$

£
erzenc’e) %
$

T T T dmipay g a g 01 199igng ...u:ﬁuu: ENCTIIT LR

m:o:mm:ﬂo payury 1o pue SpUOg} UoNESqO pamury qerogng

D €10t saag spuog (1Ld4) XuL 0BapAi seomsng” :

N-m TI0T _u:r €1 107 o0 spuogy ([ J€) xe 1 d8ojially ssatisng
V 110Z souag ‘spuceg (Ldg) xel, 98opaLLg mwo:_w:m

Y 31308 1107 ‘spuogy (xe ], Koteduooy |9101]) toneSyqo pagury

W 83198 6O0T spuogl (0F tonoeg) uonedqQ poaimiiy

8b-9z " 1"d 1od (£007) ure ] Wwewdapoaad (R WEND Jjo AUSISAIUN

' V saleg [00¢ ‘spuog] Suipunjay] AemySi uoneSiqo painu

7TV saLag 100 ‘Spuog (O¢ uonosag) uonesiqo pamury

< murﬁm £661 ‘spuogy judtreaoadui] saonuseyuy vonudnqd PR

TsuoneSqO ponwi] s pue spuog uoneSiqo pHkr (i}

suonesqQ |elaua O pue spuog ﬁo:mw_EO [easus

_ S€C0E Td oo_mhome.%

LGILLYOEE §
SLVGLEErE %
- . mo—h
TTSITOPIT
1L891Tcre ¢
(obepor} %
$
$
%

] o_o 9L50
0000792
(zzghize's)
A{1L5912'8)
j(ear'sTs)
HErG'EsT')
(o9szr)

LOS'SSS’T
{6LL°61T}
{000'9LS)

“o00's9se) %

$
$
%
$
G
'3
§
§
$
kY
$

LT L19WT) «sﬂoﬁsm‘

(LpL'6ES)

@9&_4 (N3

(LT C069)
FL0S6s)  §
(8LT'oes ‘%

.H l_.#_ Q _omu mmod b oL

POG'TIE L & €16'9¢€) $ v 591195 600T ‘Spude uonmiygG [e1ouspy ticns
L esEERLY TS Ipely . £86'c6 § S Ty sanag 00 ‘spuogl ionesiq jreiion iy
o00'so0’sz) $ ) $.{ooo'sez) T s V S3Lag €661 “Spuost uonESIqQ [ereusry Ul
..... SUCHESIQ [P JOUIQ) put spuod uonedyqo je1esusn G
Sumpa) 199¢ 03 Polqug SSOUPIIGIPUT MCIE]
" (suoitonpay]) {sucnanpay) N sSoupaNIpuy Mqng [E10] Ul soSusg)!

i suonppy SUOIPPY

730 7 9%eg SSOUPIqIPU] I[N UI SIFuBY))

19 xrpuaddy
!lfsllﬁllll.?lJlfllf!lﬂll;ll;[l




ﬁ
Appendix 7:

Issued Debt Page 1 of 2

T T Ry 2010
o LO(Seetion 30) 'GDOE COPs,. GO GWA Loans:
2009 Scries A " Bouds, 2009 2010 Series A~ [.& 11,2010,

d, " GO Loan 2008 5 GEFF COPs
2007 Series A [ ; : ..N.e..u.m.m.w.ﬂ.m..ur..

(Debt backed b u.wa. m”.a.:.._.mn..w... h.na.a..o_.z..:n...-v.ﬂnn.mﬂi m:.ma.a...—.w.u."

o Serjes A
Pumpose (Uses of Funds b e e,
A; Operations e : <. i
L Taxrefunds . e e e | eg00000;: - ;3 111,600,000 ¢
COLA e . |'$ _1apoopoo T e e %92,000,000 ;
A, moratoriun project and operations, and GMHA, operations = 3.
GBDOE and GMIHA past du o %
... Heallh insurance premiums . L .
.. Guam Solid Waste Authority (GSWA) federal receiver expenses o o ;
... Payment for delinquent utility billings X N . 13,800,000
. DISID and DMESA Permanent Injunction e 5 .. 5200,000 o 4
Other b 753474 : by 215,000
Subtotal Opcrations £ 39,853,474 | 3 13.860.000 | $ - $225,000,000 i § 20,826,285 | § 215,000 : $ 30,000,000
B, Capital Improvement Projects (R Y
GSWA Ordot Dump and Layon Landfitl SO S . e
2 . . i 26800000 IS 7335001 T g 49,947,100
48
San Vitores Road, Plaza de Espana, and other various cultural and
tourisme-related projecis R e eeeese e e o | e e s e , .
LUOG - e | B 3238941 - O VU SR
GMEILA 3 2,300,000 $ 11,000,600 :
Subtotal Capitat Improvement Projects & 29,423,894 : § - $ 7,335,091 | § 11,000,000 | $ 139,742,206 | $ 49,747,100 1 § -
G. Refunding of Prior Debt, e e e ST S U TRUUU [ T
Guam GO Bonds, 1993 Series A e+ e . 73,035,359 8 R I O U ISR D
LQ Infrastructure mprovement Bonds, 1997 Series A :
Subtotal Refunding of Prior Debt 3 75635359 % - $ - $ - ‘3 - b - bl -
. Bond Issuance-related Costs e e et - - . IS A e e e v s
Capilalized interest — T I8 23,504025 8 18,793,562 S | 54
Service/Delt 1 s e L .. |s . mosere t$ 15673287 & 51319383
! suance costs 1 4,851,963 | 8 280300 3 5,008,027 | $ 3,608,795 | & 4,195,244
Underwriters' discount i
Subtotal Bond Issuance-related Costs 5 4,851,963 : % - b 483,919 % 28,512,052 | § 38,075,644 | § 14,766,630 { § =
Subtotal Purpose (Uses of Funds): $149,764,690 | § 13,800,000 | % 7,819,010  $264.512.052 ' § 198,644,135 | $ 64.728.,730 | & 30,000,600
Discount/Premium on Bonds______ e s T a0 5 32,225 6,357,948 | $__ 3,780,865 | & 1,006,270
Interest Income and Other . e e I P ! B (331,235) Lh
Funds from 1 Bonds Trustec 3 (1,970,771} ;
Principal Amoune: $151,935,000 { § 13,800,000 | & 7,520,000 : $271,070,000 | § 202425000 | § 65,735,000 | $ 30,000,600

Source(s): Guam Economic Development Authority’s 2011 to 2014 Government of Guam Long-Term Debt Abstract from http:/www,investgnam.com; and
Government of Guam’s 2007 to 2013 Official Statements from hitp://emma.msrb.org/default. aspx.

Note: An underwriter buys bonds from the issuer and then resell them to investors. In doing so, it assumes a financial risk and expects o make a profit on the transaction.
The difference between the purchase price paid by the underwriter to the issuer and the price at which the bonds are resold to investors represents the underwriter's profit
or discount. [Source: Public Bonds, (2004, June). Underwriting Basics. http://www.publichonds.ore/major playersfunderbasics.hitim]
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Appendix 8:

Annual Debt Service Requirements Page 1 of 16
e ———

$151.9M GO Bond 2007 Series A2

Period 2007 Series A
Ending Gutsinnding

Noveinber 13 BondsY Principal Tuterest Total® Total®™
2007 £1,004,539 $ 1004534
2008 2,005,065 $ 5150935  § §,180.93% 16,190,006
2009 4,919,063 7,874,700 7,574,700 12.793.768
2010 4.922.653 7,874,700 7.874700 12,797,355
2011 4572,643 7,874,700 7.874.700 12,797,343
2012 4.918.761 7,874,700 7.874.700 12,793 461
apls 4,920,743 7.874,700 7,874,700 12795445
204 4,922 750 7,874,700 7,874,700 12,797 480
2015 4,918,390 7.874.700 7.874.700 12,793,090
3016 4.915.200 7,574,700 T.874,700 12792900
2017 4,921.400 7,574,700 7874700 12,796,100
2018 4,922,150 7.874.700 7,874,700 12,796 850
2019 $ 4926000 7874700 12,794,700 12,794,700
2020 5,170,000 74628700 12,798,700 12,798,700
2021 3425 000 737032065 12,793,260 12,795,200
022 5,695,000 7.098.9508 12,793,950 12,793 950
2023 5,985,000 6.814.200 12,799.200 12,799.200
2024 6,280,000 6,514,950 12,794,930 12,794 950
20625 6,600,000 6,193.100 12.793.100 12,793,100
2026 5,945,000 5,854,850 12,799 850 12,799,850
027 7.295.000 5498919 12,793 919 12,793,910
2078 7,670,000 S,125.050 12,795,050 12,795,050
209 8,075,000 4723375 12,797.375 12.797.375
a03c 8,503,000 4.198.438 12,803,438 12,803 438
2033 8,046,000 3,851.925 13,791,925 12,701,925
3032 9,415,000 3.382,575 12797575 12,797,573
2033 9,905.000 2,588.288 12,793,288 12793288
2034 10430000 2,368.2735 12798275 12,798.3275
jitER] 10,975,000 1,820,700 12,793,700 12,795,700
2036 ¥1.550.000 1,244 513 12,794 513 12,794,513
037 12,155.000 6358 138 12,795,138 12,793,138

TOTAL $52.320,420 £151.535,000 S5178,116,782 $330.051,782 $382,272.202

> Clonsists of debt service on the Prior Jonds that ate not being defeased and redeamed with proceeds of the Bonds.
The Govemment of Guam also has 5 genersl obligation joan cwremly cutstending in the smouat of
56682470, which is not included in this table. See “GUAM FINANCIAL OPERATIONS -~ Existing
Indebtednass ™

 Torals taay not add due to rounding.

2 Government of Guam. (2007, October). Official Statement. $/5/,935,000 Government of Guam General Qbligation Bonds 2007 Series A.
http://femma.msrb.org/default.aspx
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Appendix 8:

Annual Debt Service Requirements Page 13 ot 16

$108.7M Business Privilege Tax Bonds Series 2012B%

Series 2012B
Fiscal Year Series 2011A Series 2012B Series 2012B Series 2012B Capitalized

Ending Sept. 30  Net Debt Service Principal Interest Total Interest Net Total
2012 - - $364,309 5364309 §(364,309) 50
2013 - - 5,246,046 5,246,046 (5.246.046) 0
2014 $ 5,974,006 - 5,246,046 5,246 046 (2.623,623) 8,397,029
2015 11,943,013 - 5,246,046 5,246,046 - 17,194,659
2016 11,943,013 - 3,246,046 5,246,046 - 17,194,059
2017 16.350.513 $2.305,000 5,212,244 7.517.244 - 23,867,756
2018 16346763 2370000 3139324 7,508,324 - 23,856,086
2019 16351.388 2450.000 5.057.320 7507320 - 23.858.707
2020 16,346,888 2,535.000 4.958.878 7493878 - 23.840.763
2021 16,347,138 2,650,000 4,845,249 7493249 - 23,842 386
2022 16,349,013 2,765,000 4,726,579 7491579 - 23,840,391
2023 16,349,138 2,885,000 4,595 547 7,480,547 — 23,820 684
2024 16,349,138 3.025.000 4,451,254 7476,254 - 23,825,302
2025 16,348,263 3.175.000 4,299 881 7474881 - 23823144
W26 16,350,638 3,325,000 4,141,119 7.466.119 - 23,816,757
2027 16.350.388 3.435.000 3.974.000 7.409,000 - 23,759,588
2028 16,351,638 3,605,000 3,798,000 7403000 - 23,754,638
2029 16,348,513 3,785,080 3,613,250 7398.250 - 23,746,763
2030 16,350,013 3973,000 3,419,25¢ 7.394.250 - 23,744,263
2031 16350013 4,175,000 3215500 7,390,500 - 23,740.513
2032 16,350,269 4,380,000 3,001,625 7.381.625 - 23,731,894
2033 16,348,394 4.600.000 2,777,125 7371125 - 23725519
2034 16,348,956 4,830,060 2,541,375 7371375 - 23,720,531
2035 16,350,381 5,075,000 2,293,750 7.368,750 - 23,715,131
2036 16,351,004 3.325.000 2,033,750 7358.750 - 23,709,844
2037 16,347,491 5,590,000 1,761,313 7.351.313 - 23,698 803
2038 16,348,666 5,870,000 1,475,250 7345250 - 23,693 916
2039 16,350,631 6.165,000 1,174,375 7,339,375 - 23,690,006
2040 16346722 6.475,000 858,375 7,333,375 - 23,680,097
2041 16,350,016 6,705,000 526,625 7.321,625 - 23,671,641
2042 16,348 463 7,135,000 178.375 7.313,375 - 23.661.838
TOTALS" $454.950,530 $108.700.000 $105,417,826 $214,117.826 $(8.233,37%) $660.834,097

* Totals may not add due to rouading.

¥ Government of Guam. (2012, June). Official Statement. $81,325,000 Government of Guam Business Privilege Tax Bonds, Series 2012B-1; $27 373,000 Government
of Guam Business Privilege Tax Bonds, Series 2012B-2 (Taxable). htip://femma.msrb.org/default.aspx

51



cs

XASEI[E]ap/310 QIS s/ di
"DETOT S21498 'SpuOg X0 231N SSAUISHG WDNY JO JUdUi140D) 0G0 DF9'7Z$ TUBWDNRIS [BIONIO “(AI1BNIga] ‘€10Z) Tuens Jo JUBSWILIAAOL) | o

- FUTPUNOT 103 yar AvoE s]eto ] .

GLEFFY L30S TBT 609°0T% I8 6968 GO0 OF9TES LGGFER 0995 STVLOL
BESTT99'ET - - - 8€8'199°ET TFOT
P9 1L9°¢T - - - IFQTLOET T
LEG'O8S'ET - - - LEO'0S9EE ov0T
900°069°ET - - - 900°069°ET G6E80T
V16 E69°ET - - - OIS CEO°ET 880C
€08 S69°ET - - - C08'869°5T LEOT
FHE°60LET - - - FFYG0LET 9£0T
IET°61L°6C - - - IE1°61L°ET £E£0T
1EE°0TLEC - - - 1££0CL°EE $E0T
G16°CTLET - - - 61§'CTLET £E0T
TES IEL ET - - - FOSTELET TE0T
ETS 0FL ET - - - CICOFL ST 1€0T
EOTFFLET - - - £9TTFLET 0£0T
EOL IPLET - - - EQL'OFLET 6TOT
SEOFSL LT - - - BEOFSLET 80T
BBEHCLET - - - S8EGCLET LTOT
LEL918'ET - - - LELRIBET 9E0T
FFUEL'ET - - - FFI'ET8'ET STOE
E6E°CTRED - - - THECTRET ¥EOT
59 6TSET - - - ¥S96TRET £T0T
165 0F8'ET - - - 165°018'ET TIOT
93¢ THE LT - - - 9BCTHRET 120T
COLOFRET - - - COLOVEET 0ToT
T8C0CH°3C SLEI6L Y CLEO1T 000'¢LY'F LOLT8SR'ET 610T
T1E°959°8T CTI'008F CTICFE 000°SSE 980°9¢8°ET 810T
9CT 0LY' BT 00S TOBF 005 TYe DO0°0FT'F 95LLOTEL L10T
6SLE00°ET 00L°608'F Q0L 6L Qo0 0en'y 65061 LT 910T
GETEI0'ET QOI'G18 ¥ 0017608 DO0OIG’E GLOFET LT <10
GTE'E06°01 008'90€E°T 005°900°1 op0OOt’ T % 6TO°L65'E % +10T
TRE6LT 8 TEEGLT  § C8E°6LT & - —~ E£10T
fCIC 30N 121k 3IS3TIIUY [edoniry DI I N gf 1dag Supuy
DELOT s3G5 DETOL SAHAg DFI0T SR i (i1 des 3 [essyy

pue YII0T SIS

peIEL0T SALIAG spuog Xe |, 989IALL] ssouIsng JA9' 774
§
o1 Jo §1 98eqg wwﬁwawhm—-—un«m PIAIS JJ2( [enuuy

:g xipwaddy
§




ﬁ

Appendix 8:
Annual Debt Service Requirements Page 15 of 16

ﬁ

$22.8M Guam Education Financing Foundation I (Okkoedo High School Expansion Project

B000000 - BISER0I0 ] U18800000

Service Balance 6B G0N aagg H_:ﬁg_g A 13,508,000.00

Date Principal Interest Total Debt Service Fiscal Year Deht Qutstanding .z.HN‘__ENN

22,818,000.00

798, mwc co

Emn 12,72300000

LG BnMem o Wsws RBsasl g
smez_,

12fu1f24

22.438,00000°
Nw.gw.cocba.

H :m\ucm.oc ,

10,043,000.00

N;wmsas. "_,.Ewob.m.n Rt S
21,213,000.00; " H@stww 930,000.00 351,505.90 1,281 505.00

2,358,835.00

078

000,00
20,326,000.00

1,477,455.00.

2,354,685.00

E_ﬁa,g , 19,863, 898 &

_ 1,23, mcg
i19; 378, occ ao

2,356,685.00

GSONM  MEIN LI

2 wmmm.ws 00

H.mpuwm..gc.%

T %A
535,000.00 m_w:mwp% el

+1,178,80500

.S. m..p,.m 006 mc
H.\ ,268,008.00

B0 WASEH 1374500
2,356, wwm oc ;

e
584,255,00

16,693,060

16,098,00000 .

:mm gc 0 ; mmog . :g 55000

563,430, 00 1 178,43000
ma.r_ mcm co

220 _ %Sg - - BT 328958000
iy 2355 39500 NABH 1,537,039 4,355,039 40355,039

Hm bmw cao oo

% Guam Economic Development Authority (J anuary 2014). Government of Guam Long-term Debt Abstract. htip:/{www.investeuam.com
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Appendix 9:
. -
GovGuam Bond Credit Ratings® Page 1 of 2
Serics Standard & Paors Fitch i Moady's
Date Rating Outlook Date Rating Outlock Date Rating Ontlook
(overnment of Guant General Obfigation Bondy m
General Obligation Bonds Series 1993 A 10/27/99 BBB Nepative
5126159 BBB- Negative
3/28/02 BB Stable
5/6/03 B Stable
12/15405 B Stable —
319407 B Credit Watch b
GR0T B Stable w
10/28/08 B+ Stable W
General Obligation Bonds Series 2007 A 10/15/07 B Stable w
613112 Br Stable o
10/16713 BH- Stable :
Genoral Obligation Bonds Serics 2009 A 51808 B+ Stable i
51511 BY Siable o
T/T6/15 _ BB- Stable ] I~ .
T e AT e e e s e i i)
Q.aen__.uini of Giam h....:..__..i Q_g.n&__.b... Bonds i
Limited OWligation (Section 30) Bonds Series 2009 A 5520009 BBB- Stable m..ww
6/13/12 BBB+ Stable wm
10221/13 HBB+ Stable b
Hotel Occupancy Tax Revenue Bonds Series 2011 A 39411 BBB+ Stable _%
6/13/12 BBEB+ Stable !
10/15/13 BEB- Stable ]
Husiness Privilege Tax Bonds 113411 A Stable A~ Stable m_r
519112 A Stable A- Stable WP
1/30/13 A Stable A- Stable )
1071813 A Stbl Wy
a.\q :.3_9.5. Nuqn::& Ha:n.,q N |1
GIAA General Revenue Bands 2003 Scrics A, B, C, D 5/20/99 BBB Stable 9124103 Baa} Stable
T/26/02 BBB- Stable T18/07 Bas2 Stable
9/23/63 BBB- Stable 2/13/11 BaaZ Stable
10/16/06 BEB Stable
12431708 BBB Stable
12730710 HBB Positive
312 BBD Stable b
813713 5
O;D General Wn<q==n mcam mo_u mn:nm ABC D u:u:u B/16/13 Bra? Stable
Guam Power Authority Senior Revenue Bonds 2010 Series A 5/28/10 613710 BEB- Stable 6/7/10 Bal Stable
9725112 624110 BBB- Stable 1/19/11 Bal Stable
HWINE BEE- Stable
9724712 BRE- Stable
Guam Power Authority Subordinate Reventic Bonds 20 L0 Series A 5728710 6/3/10 BE+ Stable 6/7/10 Bal Stable
5/28/10 6/24/10 BB+ Stable V1911 Ba2 Stable
7130711 BB+ Stable
/24712 BB+ Stable Al
Gusm Power Authority Revenue Bonds 2012 mn_,—_.mm A 9125112 912412 BBB- Stuble _l 9724712 Baad Stable

36 Guam Economic Development Authority (January 2014). Government of Guam Long-term Debt Abstract. hitp://www.investpuam.com
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Appendix 10:
FY 2010 State and Puerto Rico Debt-per-Capita®’ Page 1 of 1

Moody’s 2011 State Debt Medians Report

1 Puerto Rico $ 10474 27 Virginia $ 1,058
2 Connecticut $ 5236 28 Ohio 8 1,007
3 Massachusetts $§ 4,711 29 Arizona S 910
4 Hawail $ 4236 30 South Carolina 887
5 New Jersey $ 3940 31 Nevada 3 878
6 New York § 3,149 32 Maine $ 865
7 Delaware § 2,676 33 Alabama % 856
8 Washington $ 2,626 34 New Hampshire $ 812
9 California § 2542 35 North Carolina  §$ 782
10 THinois $ 2383 36 Missouri b 775
11 Rhode Island § 2,191 37 Michigan A 762
12 Oregon $ 2006 38 Vermont A 747
13 Kentucky $ 1,961 39 Oklahoma $ 634
14 New Mexico § 1,827 40 Texas $ 612
15 Wisconsin $ 1,795 41 Colorado $ 524
16 Maryland $ 1,681 42 Tdaho 3 519
17 Mississippi § 1,534 43 Indtana $ 471
18 Lowisiana $ 1,308 44 Montana $ 371
19 Alaska § 1257 45 Arkansas 3 361
20 Kansas $ 1239 46 Temmessee $ 345
21 Utah $ 1222 47 South Dakota $ 328
22 West Virginia §$§ 1,221 48 North Dakota 3 315
23 Minnesota $ 1,159 49 Iowa S 270
24 Florida $ 1,150 50 Wyoming 5 71
25 Georgia $ 1,103 51 Nebraska $ 3
26 Pernsylvania  $ 1,075

37 Office of the Vermont State Treasurer. (2011, June). Moody's Investors Service. 2011 State Debt Medians Report.
http:/www. vermonttreasurer.gov/debt-management
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Appendix 11:

Sorted by 2011 State and Local Debt % to GDP*® in descending order.

State and State and
State State Debt Local Debt LocalDebt  State State Debt  Local Debt Local Debt
| New York 11.54 17.08 B61 27 Wisconsin 9.03 844 {747
2 Kentucky 8.78 16.32 %1 28 Indiana 7.79 9.59 17.38
3 South Carolia 9.09 15.24 2433 29 Maine 11.25 5.87 17.11
4 Rhode Island 18.56 5.6 416 30 Minnesota 4.61 (2,09 16.7
§ Massachusetts 19.13 449 282 31 West Virginia 11.2 542 16.63
6 California 784 14.1 2194 32 Alabama 5.08 11.34 1642
7 Hinois 9.67 12.04 2171 33 Louisiana 771 8.5 16.27
§ Nevada 325 18.16 2141 34 Utah 5.79 10.39 [6.18
9 Pennsylvania 7.7% 13.46 2124 35 0ho 632 9.5 15.81
10 New Mexico 10.21 10.72 2093 36 Montana 10.96 439 15.35
11 Washington 7.88 12.87 2075 37 Virginia 6.11 8.0 14.72
12 New Jersey 12.98 7.76 2073 38 Maryland 8§.27 6.34 14.62
13 Guam 204 { 204 39 Mississippi 6.94 7.61 14.55
14 Florida 5.8 14.53 2035 40 Tennessee 24 1229 14.53
15 Kansas 511 15.01 2013 41 South Dakota 8.51 3.2 13.76
16 Alaska [2.93 7.38 19.9 42 Nebraska 244 11.01 13.45
17 Arizona 553 14.36 1989 43 Georgia 12 9.31 130
18 Colorado 6.17 13.54 .71 44 Delaware 9.02 1.8 12.86
19 Texas 292 16.63 19.55 45 Arkansas 3.52 9.19 1271
20 Michigan §.04 113 917 46 lowa 5.19 7.36 1255
21 Hawai 11.3 781 1911 47 Oklahora 6.57 573 123
22 Missouri 8.29 10.19 1848 48 North Carolina 4.25 743 11.74
23 Connecticut 13.54 487 18.41 49 North Dakota 515 5.91 11.07
24 Oregon 744 10.95 1839 50 Idaho 6.88 4.03 10.91
25 Vermont 13.13 4.69 1782 51 District of Cohumb 0 16.52 10.52
26 New Hampshire 13.34 44 1774 52 Wyoming 157 263 0.21

3% Chantrill, C. U.S. Government Spending. Compare States Debt.

http:/www.usgovernmentspending . com/compare_state_spending 2011pHQc
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Appendix 12:

FY 2011 World Debt-to-GDP _____ Faseloft

Sorted by 2011 Total Debt % to GDP?° in descending order.*

I Japan 189.8 36 Mongolia 46.9
2 Jamaica 120.4 37 Urnguay 46.8
3 Iceland 118.9 38 Turkey 459
4 Cyprus 112.6 39 Slovak Republic 45.5
5 Ttaly 110.9 40 Tunisia 44
6 Singapore 110.2 41 Lithuania 43.5
7 Greece 106.5 42 Uganda 427
8 Barbados 1044 43 Latvia 422
9 Ireland 104.3 44 Belarus 40.8
10 United Kingdom 101.2 45 Hong Kong SAR, China 392
11 France 93.7 46 Czech Republic 383
12 Portugal 92.5 47 Sweden 383
13 Belgium 91 48 Mauritius 36.4
14 Malta 34 49 Nepal 33.9
15 United States 81.8 50 Bahamas, The 325
16 Hungary 81.6 51 Georgia 325
17 Seychelles 75.3 52 Australia 30.6
18 Austria 75 53 Thailand 302
19 Maldives 606.6 54 Switzerland 277
20 Netherlands 66 55 Ukraine 27.4
21 New Zealand 63.9 56 Indonesia 26.2
22 Jordan 61.9 57 Guatemala 24.1
23 San Marino 59 58 Moldova 237
24 Bhutan 56.8 59 Trmidad and Tobago 21.9
25 Morocco 56.8 60 Norway 20.2
26 Germany 35.6 61 Peru 19.5
27 Spam 55.2 62 Luxembourg 16.8
28 Brazl 52.8 63 Bulgaria 15.4
29 Colombia 52.7 64 Kazakhstan 10
30 Canada 52.5 65 Russian Federation 9.3
31 Malaysia 51.8 66 Estonia 7.1
32 Denmark 50.6 67 Azerbaijan 6.4
33 India 48.5 68 Oman 5
34 El Salvador 47.8 69 Nigeria 3
35 Finland 47.7

3 The World Bank. Central government debt, total (% of GDP).

http://data. worldbank.org/indicator/GC.DOD.TOTL.GD.ZS?order=wbapi_data value 2011+wbapi data value&sor
i=desc

40 Other countries were excluded due to no available debt-to-GDP data.
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Appendix 13:
Debt Service Ratios Calculation Components

Page 1 of 1

Statement of Revenues, Expenditures, and Changes in Fund Balances (Deﬁcit)”'1

‘Governmental Funds (in 000's) o . Y2008 FY2009 " FY2010  FY2011
Revemues: - o L )
Taxes o 5 506275 S 485, 776 § 499,796 -8 533346, 8 636,503
Federal conmibutions $ 234282 S 278425 $ 324,927 § 425638
-La:enses, ﬁ:es and perimts $ 51923 S 45{9m§2w§ . 56,794 5 59951
Section 30 Fec!eral income tax co_ll_e_c_tl_qrrs $ 38869-5 139, 028 5 46357
Use ofmoney and properly .5 5773 8§ 3 5 0)? A,S 3.914 ¢
Indirect cost reimbursement -5 3 470 5 (56) o
Coniriutions from component units 4,864 % 3, 199 e
_Ilmnlgratio fees o o o 1,755 S 1,968 )
Guam Public School System ‘ .5 2,831 § 4273 S 1,429
Oder e s oagsi’s 5593 S 5,063
Enterﬂovermnemal $ 381,338
_‘_Lacemesandpennﬁs - $ 57,083
_Charges forservices s
Flnes and jﬂl’feﬂ.s . e T Th ST R D v e v omos s em H ..S
_Interest and ivestrment eammgs 'S
Contrbutions from component units )
Indirect cost reimbursement 5
Other 5
i lrevenues S 816338 8 868434 § 943,557 51,099,809 S 1,117,753
Expendituces: e o ) o
General government g 94 933 S 87811 8§ 103 168 $ _‘118 834 $ 151,569
Protection of life and property $ 93, 257 § 107,256 § _101 082§ 107, 3 18 'S 105,852
Public heakh S 76,392 3 168,905 5 190,850 § 200, 147 $ 220,699
Comnunity services S 35508 S 37464 5 38208 § 36201 § 25632
Recreation : . .S 4381 § 5365 ,5, 4377 S 4,144 - § 3,367
Irxli _ual and co]]ecmc n:,hls % 51,379 5§ 49 177 5 52,229 § 54915 § 27,493
Transportation § 15733 8 15693 S 19,175 § 17,285 § 19,398
Public education S 242465 S 25021978 247650 S 265228 5 282,545
Environmental protection $ 12,020 S 9,392 % 10,732 § 12,766 % 29,978
Economic developiment N 9,894 § 10,102 § 21,108 $ 10,479 § 9,634
Payments o2 | .
_GovGuam Retlrement Fund ] 1,330 5 1,283 & 1,803 § 1,644 . § 3,790
Guam International Airport Authon':y 33,089 8 1,212 3 38 ‘
~ Chamorro Land Trust Commission S 48’7 .S 641 5 564 8 579.8 492
 Guam Communiy College . S 15758 S 15961 S 16911 S 15553 $ 14,094
Guam Educational Tele, Comp, o ) 593 S 396§ 522§ 530 § 181
Guamn Housing and Urban Renewal Authorxty. o ) s 4939 § 2,508
_ Guam Memorial Hospital Authority 5 21,063 § ) 519,091 § 16985 5 32,487
‘Guam Preservation Trust - 1,125 § 1,200 § 699 ' 4,627
 Guam Power Aukorky S 85908 7407°S a7's 612
o 5. 4744 § 4051 S 2908
L S13290s 123595 13538 S 14329 S 16260
GuamWaterworks Authonty S 420§ 774 ) S 5818 102
Port Authority of Guam S 145 8 210§ 2,063 § 2915 % 1,460
University of Guam ... 334128 327995 33318 S 33,0735 34203
M LS appropriations S 19,839 § 20,636 S 19,464 § 27 985§ 53,510
Int ther charges S 17310 $ 46609 $ 18,027 S 23,109
CapnalprOJects - S 71,188 S 60431 § 82,131 S 134856 § 36927
_Total expendnures (wfout debt ser\nce) § 839,181 § 970,377 § 1,007,161 S 1,107,184 : $ 1,079,218

Cost of ssuance

S 41,383 S 47,200 S 74,486

s 765
(878865

S
Bond issuance costs e : - 76
Interest and ﬁscalcharﬂes N ; S 62,297
Totaldebt service 4 S 41,383 S  47.200. S 74,486 S 79,630 S 100,435

1 Government of Guam. (2008 to 2012). Government of Guam Basic Financial Statements, Additional Information

and Independent Auditor’s Report. http://www.guamopa.org/.
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April 15, 2014 TIME:__,___I'}_q___SH—————DA“

Doris Flores Brooks, CPA, CGFM
Public Auditor

Office of Public Accountability
Suite 401, DNA Building

238 Archbishop Flores 5t.
Hagatfia, Guam 96910

Hafa Adail Public Auditor Brooks:

Governor Calvo and his Fiscal Policy Team applaud your initiative in auditing public debt. It is a lang
overdue discussion that should be out there for public awareness and comprehension as it is not a well
understood issue. On lanuary 11, 2011, almost immediately upon taking office, Governor Calva
requested your office to conduct an assessment of GovGuam's liabilities. The report dated April 2011
covered the period October 2008 through March 2011, affirmed the growing deficit, over $200M in
ungaid tax refunds, other unfunded liabilities and revenue collections falling below projections. The
dire fiscal condition of the General Fund, compounded by its alarming cash position, dictated the need
for restructuring of debt and the immediate infusion of cash just to keep the General Fund afloat. The
fiscal hemorrhaging had to be stopped in order to get control of the fiscal downward spiral. This led to
the issuance of the BPT Bonds in FY2012, which was issued at the lowest interest rate (4.9%/4.6%) of
GovGuam bonds and with the highest credit rating (A/A-). In FY2012, a year and a half after the QPA
report, the General Fund was stabilized and the General Fund realized a surplus.

The Bureau of Budget and Management Research {BBMR) has prepared an analysis of debt and the
deficits of previous fiscal years which has been graphically summarized in the chart in APPENDIX A
{enclosed} and covers two decades of debt. The chart reveals that in the 20 year period, each fiscal
year ended with a deficit and in the fiscal years where external financing was incurred, it was only in
FY2012 that a surplus was realized. This is attributed to the restructuring of debt, GASB 54 {however,
this was in place since FY2011), conservative revenue projactions and fiscal discipline. Savings
generated were used to pay off old debts some going back to 1992 and without the sacrifices of our
government employees and the patience of our taxpayers and vendors, the FY2012 General fund could
have easily ended with a deficit over 5100M (see Table 1).
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Table 1

Certaln Gost Contamment and Flacal Disclp e Toltlatve
OPERATIONS:
Roll back of Hay pay raises (annual cost} S
Freezing of salary increments [
Payment of prior years obligations S 70,006,000
|lmpiementation of Approgriation Reserves $§ 16,000,000
Sub-tatal FY12 5 108,338,750
S
§
S

Josamarany

R R T

15,002,000
7,339,790

Paid down decades old unpaid merit bonuses 6,188,752
Paid down prior years unpaid promised compensation 735,519
Sub-total FY13 5,924,271
Total OPERATIONS S 115,264,061

OTHER;

Saving the loss of GLOE ARRA funding by Gov. Calvo seeking federal
spproval to off-set GF salaries with CiP funding, thus saving the GF fram

funding neaded CIPS. S 60,000,000
Payout of TY11 and prior, tax refunds without borrowing and not having o
burden taxpavyers by not paying refunds as in prior vears, 5 B1.000,060

Payout of T¥22 tax refunds in the year filed with General Fund money and
WITHOUT external financing {unprecedented]and nat having this money
owed to taxpayers for refunds as in priar ywars, S 122,000,000
Tatal OTHER 5 263,000,000
GRAND TOTAL $ 378,264,061

The audit of public debt covered the period FY2008 to FY2013. However, the OPA audit compares
FY2008 directly with FY2013 {unaudited) resulting in a 42% increase. This would mean that $463M in
additional debt was acquired in FY2013 which is NOT the case. Table 2 below, shows that during the
period FY2008 to FY2013, "Public Indebtedness and Other Indebtedness” increased 37% in FY2009 and
began declining to 4% in FY2012 and the unaudited FY2013 reflects a decregse of 14% (see Tzble 2

below).

e R S o e

GovGoan [ndebtedness L

(GEDA "gross” fiagres based on sadify) P08 FY 2408 FY 10 FY 31t Lk (Veaudited)
Cereral Obantion Bl and Oiher Grsrdl Obpalions §ONBMENTIS MMOTHIY RIS ABSOTE SLIIM|T HMAM
Liedied Ctfasticn Bords 2ed Qe Eiabed Oblgations §OIAMAE T IAMIRIE VAT |Y MM eSS s
Total Goilaan: Public Fndebiedness Subject to Debi Colling § UGRARIS THAMEM (S THITMOGS  SIAOMS |5 LLEAN (S LEiaAM
Grérel Obfizatons Vet Tramied o2 Public indebtedess §OGLGMIS BNSMEIS BLIGN0 IS IRASNE LAESH'S M0
Judioie Brdng Fund Remvmee Nodes (2009) or 2L 261 and P 2068 § 0 GARAIEIT MY NN P RS MMUNEIS  pam
Ofhes Primary Govermmsos Lizhiflieg §OBHTCHTIE SHIMISIY MEIMIS[S @RS MTRIME MdAIm
Total GovGrutin Public kndebtedness Nod Sebjest to Debi Celling § OTHMEAE[S GBS WIDEINS  AMMBIMIL BLIBGL|T BN
TOTAL GosGasm Indsbtedres § LU0 S LARIAEEE 1S LGOI |5 LAS00E0TS LARI0SE | Lidorse
' Compacleon of FYI008 15 FYIDI3 petenl itemebearesce 3t 10% ) % 1%
" Comparisea of rear-aver-year parcen! fnersase'dserense ! 4%
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Table 2 shows a 10% increase in debt between FY2010 and FY2011. This increase is atiributed to the
HOT Bonds issued with hotel occupancy taxes pledged for its repayment and does not have an impact
on the Ganeral Fund. The 4% increase in debt between FY2011 and FY2012 is a result of certain jtams
added by the Legislature t¢ be funded by the BPT bend proceeds not previously recorded as General
Fund liabilities.

Externzl financing of debt

When determining the government of Guam’s propensity to borrow in the past eight years, several
factors both regulatory and financial or economic in nature become evident. Many of these
borrowings do not constitute a myriad of financial options available to Guam but rather necessary
obligations imposed upon the government by lacal as well as federal mandates. Although it is in the
best interest of the island to minimize debt and keep the debt-to-GDP ratio low, this is easier said than
done particularly during a recessionary period that is further exacerbated by trickle up inflation, tighter
federal spending and high unemployment in the local economy which occurred at the onset of your
audit period.

Table 3 delineates the purpose of each financing which can be traced to the need for facilities
renovation/repair, payment of court-ordered judgments, unfunded federal mandates and unpaid tax
refunds. If funds had not been acquired for the renovation/building of schaols, these deteriorating
facilities would have been a threat to the lives of students and faculty. Court ordered payments (i.e.
COLA and EITC) and unfunded federal mandates {i.e. DMHSA/DISID permanent injunctions and the
Landfill Closure) required immediate cash disbursements which GovGuam did not have available.

In FY2012, 2 total of $258M was borrowed for Tax Year 2011 (and prior tax years) UNPAID tax refunds.
The first of two series of bonds were issued: BPT Series 2011A was used to pay $198M of tax refunds
and $20M was for COLA, an item added on by the Legislature and the second BPT Series 20128 was
used for $60M In tax refunds and the Legislature’s addition of funds to be designated for dabt owed by
DOE and GMHA to the Retirement Fund and for the payment of FY2012 health insurance if the fund
source (GWA} previously adopted for this budget item was not viable. After refunds were paid, and as
a result of the tawsuit that was filed relative to payment of tax refunds, the Court ordered that all tax
refunds be paid in 6 months. If Governor Calvo did nat have the foresight and determination to pay
out the refunds, thus seeking external financing, this government would have found itself with about
haif the fiscal year's cash being diverted from operations and debt service payments to the payment of
unpaid tax refunds. GovGuam would have defaulted on its bond covenants and loan terms thus
prompting bond holders, financial institutions and creditors to demand full payment of debts
outstanding. Confidence in GovGuam’s fiscal integrity would have been lost and it would have been
extremely difficult to restore.

What is not clearly understood by many, is that the unpaid tax refunds of prior tax years were deht
already on the books of the General Fund and thus, NOT new debt. By borrowing to pay this liability,
it simply meant taking this short-term debt and spreading it out long term. To iliustrate: we owe tax
refund money to taxpayers today. Now we owe that same debt over a longer period to a financial
institution. This begs the question: Would the taxpayers want to have their tax refund money
borrowed from them to fund the deficit caused by over expenditures and unrealized projected
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revenues as in years past, or would they want their money in their pockets? The answer is evident in
the number of citizens who have made repetitive and desperate calls to the Department of Revenue
and Taxation, the Governor's Office, the Department of Administration, the Bureau of Budget and
Management Research and the Offices of Senators and Mayors, requesting assistance to have their tax
refunds paid out. The majority of these tax refund requests were for emergency situations such as off
or on-island medical treatment, to help sick family members, for funeral services of loved ones, for
payment of rent to avoid eviction, and for payment of water and power bills to avoid disconnection.
Continuing the past practice of using their tax refunds to fund government over expenditures and
revenue shorifalis was not an option for the Calvo administration. The critical financial condition of
the government of Guam in FY201i1 left the General Fund without adequate revenues to pay tax
refunds. As such, external financing was sought through the issuance of Limited Ohligation Bonds in
order to pay the unpaid tax refunds.

Table 3

Flnnndng Purpnw— 1
TN eI R A ORE i Lot h Al 1y . o n oo - CURREMT I
OB T R Y S Y s 1474+ 2006 COP Suries A8 L+ - _ T
Southern Migh School Adocaa Mangitae Etern Schaol
UOG Building Proiacts tiguzn Terroce Dededo Elem: School
Tamuning Elementary School Astumbo Dededo Middle Schao!
Astumbo Elementary School Wertengel (Okkodo) High Schoof e
Upl Elementary Schoal Pradevelopment costs ]
Inaraan £Elamantary School 2007 Bhrlea A QGRS T T U S e
CirclotfChalan Pago Efemantary School PSS CIPS
Asan Elementary School GMHEA CIFS
Inarajan High School uas CiRs
NDE Earthguake Repairs HatveemComs 0000000000000 ]
RS T s 5y a2k AR e b N b s eu 2+ 4023 Tax Rafunds )
Publlc Azsistance prograrms ]ET revaluyation
DIGE allatment backios DISIE Permanant injunction

mn;nc&ﬁuﬂwv'**“ **“* Searraseday LIHSA Pormanont Injunction

1.5, District Caurt of Guarn Consent OLcrm: Forche (13 losiitiil tinsasrn Siatadre i B '-}. Tigaviae TRy
Salld Waste Munapremerst Division 1!)07'5::-!:3 A:“russem Qzufqmnnt P T 4 A i
OBtignarisaan e IR s 3T P TTTIaT I T Rafund 2001 Series A and B Sonds
SH’EP!lIth afrearape Sputhern Aegional Health Center RanofCIEs
3R L e ofirentivs w4 ] 2 - ,{hlomlm -Cangar Eladiatauﬂ Therapy Program
GRS payroli F T R PR S M S P T P T P TR T T
FIOUTH Beerion A0 RARIIITE o b os i1 42 s S I nd i A8 pOE: -
Refunding 1938 outstanding GWA Revanuc Sonds Furmture, Furnishing and Cguipment
Prepaying GMHA BOG loan Sifaite Infrastruciurm and Utilities
BOH ican Athletic field lighting
GWA CIPy 12009 Serfeia A Secttsh; 30 Boieln = 4 T i vacy movr T s
Issuanee Cast SoRd wWasts Fasility {Layon) $139.7M

éom.ﬁmmbs:qggg STaygdq E@Hléﬁfwiﬂd&’f;ﬁﬁ' mae

Al
b ¥

s
HET T e et ratilBoG Ioan aregiyment

GMHA CIPs 009 Serles A Bromde - n s 2n 1t 4 LERI I i
LCC CIPa COLA Sertfemant Agrsernent {59201
UG ClPs Tox Refunds 1511203
Youth Tobacoo Prevartian GMHA Cifs
B :

irement Fund Contr DOE/GMHSE [$22M)

F!efundillg 1“92 Serles A Bonds

f TRELgE i G pis ot cied Fabtwsd Project Srdmat
|Early Ratirement incentive Pragram Construction NMenltoring/developmant

A AR S T S Vv s A r 2 2RV SASF T M09 AT MOIT Helratiiom, Barid & o o0 « Lo oons Snaiaad
Tax refunds Museum
Vendor payabias Collection/rernoval of storm run off from S=n Vitoras ad | '
Paymants o governmant agencdes Hapawna Restovotion
2 Sexien W GOBLEL P ree 4 T T aas 33l lelmb. To Guam Preservatian Trist i

Tmr Rafunds ‘aricus Projects listed in PL.
X o & s L85 <

R e e i e e R T L A e
GevGuam debr ta Retirement Fund Unpald Tax Refunds {$198M0}

Upaid COLA (£20M)

Cost of ssuahice

20328 SbYidd B Bubindss Privllede Tag oz 2o uar -0 st
Urpaid 'hx Refuiids

Hotiroreant Fund

fssuance cogt

Unaxpendad proceeds for various GROE CIPs

30430 Serls.C  Buslnass Relvioge Tas tass sl s i 5T
Refund 1593 Ss'ws A Gos

ZOLEE0R - 13 o v
Dkkodo Hiph Schocl Expansion

D R T T
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This administration has been successful in establishing fiscal stability while demonstrating to cradit
rating agencies, investars and most especially our istand community, that it is committed to managing
finances and fostering economic growth to ensure fiscal sustainability and an improved standard of
living for our citizens.

Debt per Capita and Debt to GDP comparisons

The public debt audit discussed comparatives of ratios between debt to Gross Domestic Product as
well as Debt per Capita. We do not agree with certain comparisons of Guam to the 50 states for
several reasons. The factors that drive government of Guam debt are not readily comparable to that
which is found in the 50 states of the U.S most of which are contiguous and do not share similar
eccnomic or geographic attributes with Guam. Costs of living that are driven by U.S. federal policies
such as the lones Act, regional immigration, nen-reimbursement of the isfand government resources
allocated to support Compact Impact expenditures and constraints that limit economic diversification
and trade opportunities are afforded to the states but not to a possession. It is important to note that
the per capita cost of providing essential public services to residents due to certain factors discussed
earlier will always be in the upper range {my guess at top 3-5%} whean compared io other U.S. states
and territories.

When applied in the context of audit recommendations, it is perhaps much more appropriate to
compare Guam’s financial situation to areas in the United States that share similar population
attributes in terms of size and ethnic compaosition, GDP, location (i.e., economy with minimum natural
resources and geographic isolation) and without national political representation. Another option is to
use another island economy or country that is a territory or possession of a larger political entity or
country. The onset of this effort on your part began as a project with the Pacific Association of
Supreme Audit Institutions (PASAI). This group consists of many island entities such as American
Samoa, Cook Islands, the Federated States of Micronesia, Fiji, French Polynesia, Kiribati, the Marshall
Isiands, Naury, the Commonwealth of the Northern Mariana islands, Palau, Papua New Guinea, Samoa,
the Solomon Islands, Tonga, Tuvalu, and Vanuatu, as well as larger nations such as Australia, New
Zealand, New Caledonia and Queensland. The disparity of economies within this very organization
makes any comparison extremely difficult to either qualify or quantify. Guam is not accurately
compared to areas which have our unique sat of challengas and this should always he made clear in
any attempt to compare our home to any other jurisdiction.

The audit also compared Guam to Puerto Rico and other insufar governments yet zn important point
was not mentioned which is that Guam leads ALL insular areas in Median Family Income with 538,956,
U.S. Virgin Islands 331,071, American Samoa 323,892, CNMI 521,879 and Puerto Rico $18,589. We
must state for the record that Guam by far has the highest standard of living amongst ALL insular
areas, this desire to provide the hest for our residents comes at a price, but a price which includes, as
mentioned earlier, court ordered debt and legislative mandates to fund court ordered COLA payments
with debt instead of paying them as they come due, This is in addition to having to abide by U.S. EPA
clean water and air requirements without providing the federal financial assistance to comply with
such requirements.
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improved Investment Rating

To add to the public debt audit discussion of Standard and Poor's recent General Fund upgrade, it
should be noted that the upgrade was achieved as a result of the actions taken by the administration
which in the mind of the rating agencies, was a prudent method of addressing immediate liabilities by
restructuring them into long term debts. The government of Guam received high praise for instituting
this debt restructuring and was given 2 ratings upgrade. The audit states “Standard and Poor’s
reasoned that GovGuam has improved its fiscal management practices and enhanced its cash flow”.
To clarify, Standard and Poor's did not “reason.” The government of Guam, led by the Fiscal Policy
Team had to “prove” it had turned the sinking ship around and was indeed in calmer waters. This
effort took two years of constant dialogue, the implementation of un-popular cost cutiing measures,
the suspension of the Hay pay raises, updates on the deficit raduction efforts culminating with the
review of the FY2012 Government of Guam Audit and Deloitte and Touches’ independent and “clean”
audit of the government of Guam’s fiscal condition.

Deferral of Principal and Capitalized Interest

We disagree with the audit findings in this regard. While the government of Guam may defer
payments on principal, interest must always be paid immediately on the funds borrowed. Specifically
the draft audit states, “Beginning in FY 2008, we noticed a trend where capitalization and deferral of
interest and principal have occurred in several of the bonds and COPs issue.” The deferral of principal
payments allow for, In the case of the BPT bonds, the ability of Governor Calvo’s Fiscal Stabilization
Plan to be implemented and for BPT revenues to rise to meet expected debt service requirements. The
draft audit does not mention that BPT revenues have risen from less than $200M in FY 2011, to over
5230M in FY 2014 {adopted). This increase more than compensates for the issuance of the BPT debt
and more importantly, the morat obligation to pay overdue tax refunds to the very people who work
on Guam and call Guam home.

Formal Debt Management Plan

GEDA has been designated by Governor Calvo as the {ead agency for the development of a debt
managemeni policy in ccordination with the Bureau of Budget and Management Research,
Department of Administration and the Department of Revenue and Taxation. In closing, we would like
to note that currently there are at least five public laws authorizing future indebtadness of
approximately $170 million dollars dating back to the 29" Guam Leglslature for various government
capital improvement prejects which have not been addressed by the Calvo-Tenorio Administration as a
result of the utilization of existing best practices and prudent fiscal planning. We would be remiss if we
did not point out that this prudent planning resulted in an upgrade on Guam’s General Obligation
Bonds from Standard and Poor's in October of 2013.

5iYu'os Ma'dasel!

<
e —_——
4 irector Befita A. Manglona, Diractor Henry J. Taitana, Administrator
u of Budget and Department of Administration Guam Economic Development Authority
iagement Research

ENCLOSURE
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Appendix A

HISTORICAL TREND OF TOTAL LIABILITIES (Inclusive of External Financing) & DEFICITS (FY 1993 to FY 2012)
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‘ umannnu..u ..F»usmuc nnvu._n.hwn é‘ .numpmu.ukvﬁanﬂ
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