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Office of the Speaker
i

Honorable Judith T. Won Pat, Ed.D. dudith T A on Pat, Ed.D
Speaker

I Mina Trentai Dos Na Liheslaturan Guahan
155 Hesler Place

Hagatna, Guam 96910

Dear Speaker Won Pat:

Hata Adai! Transmitted herewith is OPA Report No. 14-04, Department of Revenue and Taxation
(DRT) Hotel Occupancy Tax (HOT).

Due to DRT’s interpretation of the law to protect taxpayer confidentiality, the Office of Public
Accountability (OPA)Y was denied access to HOT data. As a result, we could not venify the HOT
data’s completeness, reliability, and accuracy. Therefore. we have no assurance whether HOT filings,
payments, and collections were in compliance with Public Law 32-068 for the six calendar vears
{(CY) 2008 10 2013

Based on our limited analysis, we found:

e Accuracy of $3 million (M) in uncollected HOT receivables could not be verified;

s Inconsistent and uncomparable data pertaining o the number of hotels reported;

«  $2.2M HOT exemptions claimed by eight taxpayers within CY 2008 and CY 2013 could not
be verified; and

¢ Between CY 2008 and CY 2013, taxes due from [0 taxpayers were inaccurately assessed at
the obsolete HOT tax rate of 10% instead of the current HOT fax rate of | 1% or the Gross
Receipts Tax rate of 4%,

Based on discussions with DRT and members of the 32™ Guam Legislature, we recommend that the
Legistature clarify the faw to allow OPA full access to taxpaver returns and other information in the
conduct of audits and reviews of focal Guam taxes. consistent with the duties outlined by | GCA §
1909.

For vyour convenience, you may also view and download the report in its entirety at
www.ggamopa.org. Should vou have any questions. please comtact Rodalyn Gerardo. Audit
Supervisor at 475-0390 ext. 204, or Michele Brillante. Audit Staff at ext. 205.

enser amenie,

RECEIPT ACKNOWLEDGED:
/
g rb By: "’fﬂ’/ U

Doris Flores Brooks, CPA, CGFM Date: ];J;
Public Auditor {
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EXECUTIVE SEMMARY
Department of Revenue and Taxation Hotel Occupancy Tax
OPA Report No. 14-04, December 2014

Due to the Department of Revenue and Taxation (DRTY's interpretation of the law to protect taxpayer
confidentiality, the Office of Public Accountability (OPA) was denied access to Hotel Occupancy Tax
(HOT) data. As a result, we could not verify the HOT dara’s completeness, reliability, and accuracy,
Therefore, we have no assurance whether HOT filings, pavments, and collections were in compliance
with Public Law 32-068 for the six calendar years (CY) 2008 to 2013

As the Teurist Attraction Fund (TAFY's primary source of revenue, HOT s annuelly audited by
contracted, ind“pmdem auditors Deloitte and ?oucha LLP (DTT) Because DTT is required to comply
with the American Institute of Certified Public Accountants (AICPA) Auditing ’@tmda.rdb and the
Government Auditing Standards, OPA places general reliance on DT s annual TAF financial audits.

HOT is an excise 1ax assessed at 11% that hotels are required to collect and file with DRT and pay at
Treasurer of G TOGY en a monthly basis. The tax payments are deposited 1nto the TAF and

recorded by ﬂae Dupar&nmx_. of Admimnstration (DOA).

Audit Scope L imimtion Due to Restricted Access
DRT management directed its statf, as well as DOA and DTT to provide ovly redacted HOT data 1o
OPA.

DRT’s Taxpayer Service Division {TSD) Adminstrator provided data for HOT filings with “hotel”
code names, while DRT's Tax Enforcement Division (TED) -~\c,1m-<7 Tax Collection Supervisor
provided a summary of HOT accounts receivable with “taxpayer” code names. The redacted
information made itdifficult, if notimpractical, to perform dats analyses. For example, TSD and TED s
data: (1) did not specify whether the code names represented the hotel or other lodging faciliey
{establishment) or taxpaver; (2} did not specify whether the reported amounts were based on the
establishment or taxpaver; and (3} used code names that could not be matched between taxpavers and
the establishment they owned.

We requested HOT tax pavment data from DRT, DOA, and DTT. DRT stated it was difficult to extract
the pavment information from its financial management system (AS400) due to; (1) the period when
tax payments were due, (2) the timing of when tax payments are made, and (3) the actual amounts paid.
DOA provided only monthly summaries of total HOT payvments from fiscal vear (FY) and CY 2009 to
2013, D1T provided redacted hard copies of HOT payments from FY 2009 w FY 2013, We made

aumerous attempts to reconcile, but the redacted data provided by DRT (HOT ifilings detail), DOA

(HOT payments summary), and DTT {HOT payments detail) did not reconcile.

We requested 1o review the redacted filings and payvments for two specific prominent hotels. DRT's
TED Administrator did not honor our request because it is specific to two hotels. We bubbaquemiv
obtained confirmation of faxes due and payvments from these two hotels. However, since all the
information we obtained from DRT was redacted, we could not readily match the figures for one of
the hotels.

Suite 401, I)lﬁ. Huitding
238 Archbishop Flores Streel, Hagadtia, Guam 96010
Tel (671} 4760380 » Fax (671) 472-7951
www guamepa. org - Hotline: 47AUDIT (472-8348)



Based on numerous attempts to recencile the redacted data, we found:

s Accuracy of $3 million (M) in uncellected HOT receivables could not be verified. As of May

2014, five taxpayers owed a cumulative balance of $3M in HOT from CY 2002 10 CY 2013, with
outstanding balances from $120 thousand (K) to S1.6M. While DRT may seize the debtor’s
property to collect on unpaid taxes, DRT has not seized properties since the 1990s;

s Inconsistent and Uncomparable data pertaining fo the number of hotels reported. DRT does

not have a comprehensive list of all hotels subject to HOT. We attempted to verify the 38 hotels in

DRT TSD's CY 2013 HOT filings against other listings from DRT TED, Bureau of Statistics and
Plans, Guam Visitors Bureau, and Guam Hotel and Restavrant Association. TSD's HOT filings
data did not match or were not comparable with the other listings. In addition, we could not verify
whether TSD s HOT filings included all hotels subject 1o HOT;

o 8220 HOT exemptions claimed by eight taxpavers within CY 2608 and CY 2013 could not
be verified. In our analysis of the redacted tax returns, we found instances where Hotel 9
consistently ¢ I&imcd identical exemptions for both HOT and Gross Receipts Tax (GRT) totaling
$1.2M whereas the other seven taxpavers did not. In addition, there were missing exemption
schedules an Ad the amounts on amended returns were not reflected on the database provided: and

e  Between CY 2008 and CY 2013, taxes due for 10 ‘éa*&pavers were inaccurately assessed at the
obsolete HOT tax rate of 10%. As a result of our mnguiry, DRT determined that at least one
taxpayer should have been assessed at the 11% HOT tax rate and others at the 4% GRT tax rate.
These errors resulted in over- and understazements in both HOT and GRT, which cumulatvely
understated HOT by $9.2K. As suggested, DRT updated the GRT 1ax return by changing line 207s
tax rate from 10% 10 11% in June 2014

Systems Not Fully Interfaced

Since 2011, DRT and DOA’s AS400 svstems have not mnterfaced so as to have complete HOT
information. The lack of system interface between DRT, DOA, and TOG, as described in OPA Report
No. 13-01, contributed to major delays during the TAF and Government of Guam financial audits of
FY 2012 and FY 2013 In FY 2013, DRT and TOG s svstems interfaced incorrectly and resuited in the
creation of a $64M suspense account, which had an adjusting entry as high as $1. 1 billion. DOA and
DRT subsequently reconciled to S270K as of June 2014, As of report issuance. DRT continues to
manually input tax returns in the AS400.

Conclusion and Recommendation

DRT did not concur witb majority of the audit findings and emphasized that the law [Title 11 Guam
Code Annotated (GCA) § 261207 and their “due diligence to protect confidential taxpayer information”
are what prevented them from allowing OPA access to un-redacted HOT data. Due to this scope
limitation, we could not verify the completeness, reliability, and accuracy of DRT’s redacted HOT
data. As such, we have no assurance that all HOT filings, pavments, and collections were made in
accordance to law. Based on discussions with DRT and some members of the 327 Guam Legislature,
we recommend that the Legislature clarity the faw to allow OPA full access to taxpayer retwrns and
other information in the conduct of audits and reviews of local Guam taxes, consistent with the duties
outlined by 1 GCA § 1909,

Doris Flores Brooks, CPA, CGEFM
Public Auditor
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GF P CE O F PUBLIC ACCOUNTABILITY
Doris Flores Brooks, OFA, COGIrM
FPublic Auditor

Introduction

This report presents the results of owr compliance audit of the Department of Revenue and T 'mation
(DET) s Hotel Qccupancy Tax (HOT) for a six-vear period from January 1, 2008 to December 3
2013 or calendar vears (CY) 2008 to 2013, In October 2012, the D@pa.rtmzm of Admmzstxaﬁmn
{DOA) provided certain senators with a list of 10 taxpavers who did not timely remit HOT
payments. DRT stated that the list was overstated, not finalized, and should not have been
disclosed. Although Public Law (P.L.) 32-068 called for a forensic andit of HOT, the Vice Speake
of the 32" Guam Legislature agreed to the Office of Public Accountability (OPA) conducting a
compliance audit of HOT. Our audit objective was to determine the compliance of HOT filings.
retum payments, and collections with applicable laws and regulations. The {m ective, scope,
methedelogy, prior audits, and monetary impact are detailed in Appendices 1 to 3

Background

HOT 15 a monthly excise tax assessed and collected from transient oceupants of room(s) in a hotel,
lodging house, bed and breakfast, or similar facility [establishment] in Guam. The tax rate is 11%

of the rental price char g ed or paid per occupancy per dav. The tax is coliectible when a sale is
made and is paid by the consumer to the operator or owner of the hotel or rooming house facility!

HOT payments are paid through the Treasurer of Guam (TOG) with the monthly returns filed with
DRT on or before the 20" day of the following month in which the tax was incurred. The general
provisions of the Business Priviiege Tax (BPT) Law apply with respect to penalties for failure 1o
file timely returns, informal hearings, adjustments, review, stay of collection, suits for refund,
perfecting appeals, decisions, interest, perjury, examination of books and witnesses, and ingpection
of tax returns and information and other administrative matters referred to therein”. DRT
administers HOT, while DOA records HOT pavments. See relevant laws and additional
background on HOT in Appendices 4 to 6.

Overview of DRT

DRT is charged with the enforcement of Guam tax laws and the collection of revenue.
Additionally, DRT is responsible for licensing and registration, as well as allied and connected
enforcement functions®. DRT s mission “is to promote quality service to all taxpavers, and increase
taxpaver’s voluntary compliance by helping them understand and meet their responsibilities by
applying the tax law with integrity and faimess to all”.? Within DRT, the Taxpayer Service

'Title 11 of the Guam Code Annotated (GCA)Y $30101
211 GCA 30103

* Chapter 1 of Title 11 GCA

* Department of Revenue and Taxation, (n.d). Our Mission. Retrieved from
kitps www. guamtax.comvabout/mission himl,

Sufte 401, i}:&ﬁ\ Building
238 Archbistiop Flores Street, Hagdtna, Guam 28910
Tel (67 1) H75.0390 - Fax (671 472-7T951
www guamopa.org « Hotline: $7AUDIT (472.8348)



Division {TSD) and Tax Enforcement Division (TED) are responsible for the administration and
enforcement of HOT filings, return payvments, and collections.

Taxpaver Service Division

TSD is responsible for the administration of Guam Territorial Income Tax and BPT laws. The
division is charged with providing a LGhﬁpth\,Hbl\ taxpayer service program which includes
timely assessment of taxes due, 1dentification of non- mefs maintenance of accounts receivables,
tax compliance clearances, and maintenance g_nd storage of all taxpayer records. TSD is comprised

of( six branches: Income Tax Assistance and Processing, BPT, Electronic Data Processing, State

L)

Wage and Information Collection Agency, Accounting, and Central Files

Tax Enforcement Division

TED, as DRT’s enforcement arm, is responsible for executing Guam tax laws, TED is comprise
of the Collection, Examination, and Criminal Investigation branches for which each éuncﬂon 15
separate yet interrelated to instill taxpayers’ voluntary c(}mg}hame with tax laws. TED administers
and collects taxes.

Overview of DOA

DOA is rb:,pmﬂbie for maintaining the financial data of all Government of Guam {GovGuam)
line agencies, except for the Department of Education. Inregards to HOT, DOA is responsible for:
{1} the fair presentation in the basic financial statements of the Tourist Attraction Fund (TAF), as
well as (2) establishing and maintaining effective internal control over the financial reporting of
TAF. Within DOA, the Division of Accounts is charged with providing a uniform financial
management system and internal accounting controls for line organizations of the government, in
order to provide accurate and tmely financial information for management to comply with
stafutory requirements. Within the Division of Accounts, TOG and Revenue Accounting branches
are primarily involved in the recording of HOT payments,

Tourist Attraction Fund

TAF was established to fund various recreational projects and visttor industry activities. All HOT
collections are to be deposited into TAF, not to be commingled with the General Fund, and kept
in a separate bank account. TAF expenditures, including funding of the Guam Visitors Bureau
(GVBY's operations, are made through legislative appropriation. TAF's financial statements are
annually audited by contracted, independent auditors.

Treasurer of Guam

The Treasury Office (TOGY's responsibilities mclude daily cash collections, deposit and
investment of GovGuam revenues, and control of receipts and cash for government services and
charges through the Point-0f-Sale system i conjunction with DRT. TOG provides a centralized
depository svstem for funds received and paid on behalf of GovGuam.

Revenue Accounting Branch

This Accounting Branch has several responsibilities including: (1) recording of government
revenues collected throughout the fiscal year; (2) reviewing documents attached to journal
vouchers and pavments on drawbacks and rebates prepared by DRT to ensure proper entries and
payment requirements; and (3) reconciling cash and suspense accounts.
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ﬁzsults of Audit

Due to the DRT’s interpretation of the law to protect taxpayer confidentiality, OPA was denied
access to HOT data. Therefore, we could not verity the HOT data’s completeness, reliability, and
accuracy. As such, we have no assurance whether HOT filings, payments, and collections were In
compliance with P.L. 32-088 for the six-year period of CY 2008 to 2013, However, as TAF's
primary source of revenue, HOT 15 annually audited by contracted, independent auditors [ Deloitte
and Touche, LLP (DTT)]. Because DTT 15 required to comply with the American Institute of
Certified Public Accountants (AICPA) Auditing Standards and Government Auditing Standards,
OPA places general reliance on DTT s annual TAF financial audits.

HOT data provided by DRT, DOA, and DTT was redacted to mamtain taxpaver confidentiality,
After numerous attermnpts to work with the redacted data, we could not verify the reliability of
DRT’s HOT data due to limitations identified.

Based on our limited analvsis, we found:

s Accuracy of $3 million {M) in uncollected HOT receivables could not be verified:

¢ [nconsistent and uncomparable data pertaining to the number of hotels reported;

e $2.2M HOT exemptions claimed by eight taxpayers within CY 2008 and CY 2013 could
not be verified; and

s  Between CY 2008 and €V 2013, taxes due from 10 taxpavers were inaccuratel
at the obsolete HOT tax rate of 109 instead of the current HOT tax rate of 1
Gross Receipts Tax (GRT) rate of 4%,

v assessed
1% or the
Since 2011, DRT and DOA’s AS400 svstems have not fully interfaced to have complete HOT
information. The lack of system interface between DRT, DOA, and TOG, as described in OPA
Report No. 13-01, contributed to major delays during the TAF and Government of Guam
{GovGuam) financial audits of fiscal year (FY) 2012 and FY 2013, In FY 2013, DRT and TOG's
systems interfaced incorrectly and resulted i the creation of & 504M suspense account for GRT
collections (including HOT), which was subseqguently reconciled to down to $270 thousand (K) as
of June 2014, DRT continues to post tax refurns manually.

Audit Scope Limitation Due to Restricted Access to HOT Data

Generally Accepted Government Auditing Standards (GAGAS) require auditors to obtain
sufficient and appropriate evidence to provide s reasonable basis for their findings and
conclusions.” Evidence is not sufficient or not appropriate when it has significant limitations,
given the audit objectives and intended use of the evidence or the evidence does not provide an
adequate basis for addressing the audit objectives.®

OPA’s enabling legislation states that every government agency is subject to a review and shall
b & J & o J i
offer its complete cooperation to the Public Auditor so that the review mayv be accomplished.” The

* GAGAS paragraph .56
5 GAGAS paragraph 6.71b
T1GCA, 31917



legislation also states that disclosure of ’priyiie«*ed azenzmuﬂi{:&iéon or information in violation of

Section [909.1 shall be a felony of the third degree

The TAF tinancial audit confract with DT states that the independent auditor is required to
conform o the requirements imposed by the law establishing the OPA and must allow the OPA
access to their work papers and draft reports.

During the Entrance Conference with DRT w1 February 2014, DRT management was open to OPA
receiving HOT data. Five davs later, during the second meeting with DRT, DRT ofticials explained
that DRT's Disclosure Officer must review and approve HOT data prior to 1ts release. The audit
team was also required to sign DRT's Oath of Non-Disclosure acknowledging that the team will
abide by the nondisclosure requirements of the Internal Revenue Code and 11 GCA §26120. These
steps were taken in order to prevent public disclosure of taxpayer identities.

In March 2014, DRT"s TSD Administrator provided OPA redacted data for HOT filings in
Microsoft Excel spreadsheets from FY and CY 2008 to 2013, The data showed amounts for gross
sales, exemptions taken, net gross. and taxes reported on GRT returns by faxpavers wh‘o%m
identities were repéaced with mnconsistent and randomly assigned “hotel” code names (e.g. Hotel
I or Hotel JITI). DRT’s TED Acting Tax Collection Supervisor alse provided OPA a redacted
summary of HOT accounts receivable. The data showed amounts of un paid HOT taxes due
penalties, and interests of taxpayvers identified by “taxpaver” code names.

The redacied information made it difficult, if not impractical, to pertorm data analvses. TSD and
TEDs data: (1) did not specify whether the code names represented the establishment or taxpaver:
2 )d d not specify whether the reported amounts were based on the establishment or taxpayer; and
{3) used code names that could not be matched between taxpavers and the establishment they
owned.

DRT did not provide HOT payvments data to OP because it purportediy required significant
amount of time and effort for DRT 1o extract the information from its AS400. According to DRTs
Disclosure Officer. organizing the data to retflect the payments in their true, separale sequences
would be difficult. A taxpaver with multiple properties can make payvment for three ditferent hotels
in 2 month. Additionally, DRT records the tax due amount for the return's reported period, instead
of the actual payviment recetved on the date received.

‘e requested HOT pavments information trom DOA, since it compiled the information for the
T%F financial audit report. Because of DRT's restricted access, DOA provided only lump sum,
monthly summaries of HOT revenues from FY and CY 2009 to 2013, itenuzed by collections
through direct bank deposits, TOG cashiers, and mailed in check payments.

Qur alternative method was to request HOT data from DTT. To avoid duplication of efforts, GAS

aliows auditors to use other anditor’s completed audit work if it is related to the objectives of the

current audit and may be facilitated by contractual arrangements that provide for full and timely
cess to appropriate audit documentation.”

1 GCA §1909.1(d)
GAGAS paragraphs 6.41 and 6.83,
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However, DTT stated that before they could release information to OPA, we must first obtain
DRT’s approval because the HOT data contained confidential taxpaver information. ln addition,
we learned that DTT received redacted HOT data for all the years in which they audited anv tax-
re:late;; information from DRT. DTT was not permitted o obtain any data on taxpaver
dentifications [company name, DBA (doing business as), and GRT (gross receipts tax) number].
DTT performed alternative procedures, such as direct confirmations of HOT tax pavments

In April 2014, we met with DR'T, DOA, and DTT to discuss the possibility of permitting OPA full
access 10 HOT data. DRT made it clear to all parties that only DR T-approved redacted data would
be provided to OPA. Before any of the parties could release HOT-related data to OPA, DRT's
Disclosure Officer must ensure that the data did not reveal any taxpaver’s identity.

Subsequently, DTT provided redacted, hard copie% of their TAF audit work papers from FY 2009
to FY 2013, The work papers used the same “hotel” code name as DRT TSD and showed HOT
revenues coliected for m& month. The work papers mndicated which hotels DTT verified against
the monthly GRT tax return, wrtten confirmations provided by hotels, and journal vouchers
initiated by DRT. Additionally, the work papers showed the amount of audit adjustments made
and, for FY 2013, amounts filed by the hotel, but were unpaid,

We requested DRTs permission to review the redacted filings and payments specifically for two
prominent hotels. DRT’s TED Administrator ra:pomf.-.c% that DRT will not honor our request
because it is specific to two hotels. DRI had not changed 13 position regarding t‘za disclosure of
any taxpayer information to OPA. Subsequently, we obtained confirmation of taxes due and
pavinents from these two hotels. However, since all the information obtained from DRT was
redacted, we could not readily match the figures for one of the hotels.

Due to timing of when payments are made and the pﬁxmmt amounts, we were unable 1o match the
taxes due noted in TSD s HOT filings data with the pavments information from DOA and the TAF
revenues in the audited financials. As stated inthe FY 2 Jl TAF Financial Audit Highlights, there
are certain taxpavers who filed, but did not pay at the time of filing. On a rolling average. this
approximates to $600K. Although we ourselves could not verify the amount ot HOT tax pavments,
since we are aware that DTT complies with the AICPA Auditing Standards and GAGAS, we place
general reliance on their work related to the annual TAF aundit.

Even with strict contidentiality rules and regulations governing OPA, DRT still imposed on DOA
and DTT the requirement that only DR T-approved, redacted HOT date could be provided to OPA.
As a result of DRT’s directive, we could not reconcile, nor verify the accuracy and completeness
of DRT's HOT data against DOA’s HOT payments or DTT’s HOT revenue work papers.

Accuracy of S3M in Uncollected HOT Receivables Could Not Be Verified

The HOT rate 1s 11% of the rental price charged or paid per occupancy per day. The tax 1s
collectible when a sale 1s m de and is paid by the consumer to the operator or owner of the hotel
or rooming house facility'”

Y11 GCA §301I0



In response to a Freedom of [nformation Act request from a member of the 32nd Guam Legislature,
DRT reported that as of August 2013, there were 10 delinquent taxpayers who collectively owed
$2.2M in HOT dating back to CY 2004, Afier further reconciliation with DOA’s records, DRT
amended their prior statement three months later to report that as of August 2013, $1.7M in
delinquent HOT was owed by tive taxpayers dating back to CY 2004,

Based on the HOT Sumumnary of Accounts Receivable provided in March 2014, DRT reported that
five taxpayers owed a cumulative balance of $3.2M in HOT dating back to CY 2002. The largest
ammount owed was $1.6M and the smallest was $125K."" Although we could not verify whether
these were the same taxpayers previously reported, we recognize that the outstanding balances
change as the taxpayers make payments or as penalties and interest accumulate.

Title 11 GCA §26205 established the statute of limitations for collections of unpaid taxes due on
GRT returns at 10 years after the tax is assessed. In accordance with the statute, Taxpayer D's
taxes due for CY 2002 should have been collected no later than the end of CY 2012, and CY
20037s taxes due collected no later than the end of CY 2013. However, DRT’s 2014 summary
shows these past due amounts as collectible, Refer to Table 1 below.

ts R

2002 - 3 - - 1.850 $
2003 5 - 3 - $ - 3 4250113 - &
2004 3 - £ - 5 - b 41,7331 % - 5
2005 3 - 5 - Y - 3 380161 § - 5
2006 b - 3 - 3 - h) 122281 % - 3
2007 b - 8 - b - h 2962 | 3 306t
2008 5 - 3 - b - 3 14288 1 3 3101218 45,300
2009 5 106,430 ] 62,0811 % 172,587 | & 91711 § 20203 1§ 376472
2010 3 111,044 5 % 2249251 3 441,257 1 % 449 | 24589 1§ 806,411}
2011 b 27,4251 % 1814311 % 370,147 1 § - $ 19,520 1 § 598523
2012 b 138,577 1 3 2156291 % 384,256 1 § - 3 15498 1 § 753,959
2013 5 65,521 1 & S 247,147 1 § b 5,291 1 § 459,012

in June 2014, an updated HOT Summary of Accounts Receivable was provided, reflecting a
decrease of $191K from $3.2M as of March 2014 to $3.1M as of May 2014. Refer to Table 2
below. The collection efforts of DRT for the five delinquent HOT taxpayers for the tax periods up
to 2013 are as follows:'*

o Taxpayer A’s accounts receivable decreased by S187K;
¢ Taxpayers B and C’s outstanding balances did not change;
¢ Taxpayver D’s delinquent balance increased by $787; and

" The HOT Summary of Accounts Receivable, as of March 2014, reflected a sixth taxpayer (Taxpayer F), but this
taxpaver was omitted from Table | because it had a zero balance.
2 The HOT Summary of Accounts Receivable as of May 2014 refiected a sixth taxpayer (Taxpayer FY, but this
taxpayer was omitted from Table 2 because it had a zero balance.
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¢ Taxpayer E’s accounts receivable decreased by $5K.

DRT's HOT Summary of Accounts Receivable as of May 16, 2014

3 $ $ g $
by - 5 - $ k3 - g
B s E g - Ts
5 E R 3 R

2006 | % R K 5 L

2007 |8 NRE s 5 27361 S

2008 |5 K E g 28,956 | &

009 | 3% 77033 | § 82081 | § 5 243591 § 346229
{2000 1S 43132 | % 24925 % 5 23607185 742441
BEETERE 1,566 1 $ (21431 | % $ 2023718 37338)

5 134,195 | % 215,629 | § 5 16570 [ 5 750,650
5 NE 1416531 § 5 37061 5 392,808

When taxes become delinquent, DRT s AS400 automaetically calculates the 5% penaliy and 0.01%
interest on the taxpayer’s account. The 5% penalty 1s assessed every 30 davs on the taxes due
amount, while the §.01% interest 15 compounded daily on the total balance due. According to the
DRT Tax Accounting Technician responsible for GRT (including HOT) recetvables, invoices are .-
printed daily for HOT delinquent accounts and then forwarded to DRT’s Collection Branch.

The invoice is sent as the first collection notice to the taxpayer, for which they have ten calendar
days to respond. Depending on the taxpayer’s response, TED takes the following steps:

o Ifthe taxpayer does not agree with the balance of taxes due, further research on the tax
assessment or other tax delinquencies may be required from the Collection Agent;

e [tthe taxpayer is unabie to pay off their taxes due in its entirety, the taxpaver has the option
to make arrangements with the Collection Branch to settle their debt through an Installment
Agreement.

o [f the taxpaver neglects to, or refuses to, pay their overdue taxes, the Collection Branch
may issue a lien or levy against the taxpaver’s real or persenal property. A lien is 2 claim
used as security for the tax debt, while a levy 1s the actual seizure of property to satisfy the
tax debt.

As the GovGuarmn agency responsible for the enforcement of Guam tax laws and the collection of
revenue, DRT has certain legal powers to ensure taxpayvers comply with tax law. The TED
Administrator explained that TED s Collection Branch Revenue Officers “issue levies constantly”,
and while DRT is capable of conducting asset setzures, it has not conducted property seizures since
the 1990s."?

In addition, DRT has the power to deny the 1ssuance or renewal of business licenses without
clearance from the DRT Director. Title 11 GCA § 70132 states that no person may obtain or renew

3 We believe that the DRT TED Administrator meant liens instead of levies. The Internal Revenue Service defines
a levy as a legal seizure of property to satisfy a tax debt, while a lien is a claim used as security for the tax debt.
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a business license without clearance that all income, BPT, and withhelding tax returns (which are
due) have been filed, and that all taxes due thereon have been paid; unless, DRT approved an
extension {(that has not expired} for the filing of tax returns or payment arrangements (that are
current} have been made with DRT. DRT has not denied a HOT taxpaver’s business license
application due to a lack ot clearance on tax filings and tax payments.

Inconsistent and Uncomparable Number of Hotels Reported

We found that while DRT maintains a listing of hotels subject to HOT, the redacted data provided
by DRT's TED and TSD did not match. Since TSD’s data was redacted, we counted the unique
code names (e.g., Hotel 43 or Hotel CCCC) provided in the HOT filings data, which may have
represented either taxpayers or hotels,

We attempted to compare TSD’s inventory to those of DRT TED, GVB, Bureau of Statistics and
Plans (BSP), and Guam Hotel and Restaurant Association (GHRA), but found that the histings
were inconsistent and not comparable due mainly to the reports’ timing and purpose. See Table 3.

Table 3: Inventory of Hotels™*

36 33 34 §

n'a 34 34 39 41 42
n'a wa na na wa 44
35 34 33 35 35 oa
25 25 23 23 23 24

Based on GVB’s listing, 44 hotels were likely subject to HOT as of December 2013, or six more
than TSD’'s inventory for 2013. Meanwhile, the latest BSP listing was as of 2012, wherein it lists
35 establishments compared to the 36 establishments in TSD’s 2012 data. Because GHRAs listing
included oaly its members® data, it was deemed not comparable with TSD’s count.

According to the TED Administrator, TSD’s list may have a higher number of taxpayers than those
recogrized by GVB, BSP, and GHRA because TSD's listing “includes smaller entities that may
no longer be active or are ‘bed and breakfast’ operations, TLAs ‘temporary lodging
accommodations’, or consolidated entities due to sale/purchase.”

However, we zlso found the listings between DRT's TSD and TED were not comparable.
According to the list provided by DRT TED, for the business license term ending June 30, 2013,
there were 37 taxpayers licensed to operate 42 hotels subject to HOT. TED s list was compiled
based on the licenses issued for the “service rental” business categery for the business license
terms ending June 30, 2009 to 2014. Again, because TSD’s data was redacted, we could not verify
which of the hotels from TED’s listing was not included in TSD’s inventory.

$2.2M HOT Exemptions Are Not Verifiable
Provided that the entities had obtained exempt status under provisions of the BPT law, HOT shall
not apply to the proceeds from entities orgamzed and operated exclusively for the benefit and

4 According to a Research and Statistics Analvst from GVB, GVB does not keep a hotel inventory from prior years.
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promotion of the commumty and soctal welfare, such as religious, charitable, or educational
purposes'’. Based on DRT's database, between CY 2008 and CY 2013, eight taxpayers claimed a
total of $2.2M in HOT exemptions. The cumulaiive amounts claimed ranged from $21 by Hotel L
to $1.1M by Hotel 9. The larger amount of exemptions claimed by Hotel 9 were duning CY 2009
and CY 2010. Refer to Table 4 for details.

Table 4: TSD’s HOT Exemptions Filed (CY 2008 to CY 2013)

&

Hotel ¢

b 71366 15 318491 | % 3 3 3 - 51122691

Hotel 14 3 89 | Ay $ 3 £ 3 39
Hotel 33 b 2178971 % - ¥ i) -1 5 3 -1 8 217,897
Hotel 36 $ 303439 8 33,687 | % 93736 | % 3 3 -1 3 630,866
Hotel 38 3 -1 % - 3 95,049 1 % 16218 - % 20624 5 118,833
Hote] HH 5 84401 3 - ¥ 3 -1 %5 3 -1 5 88401
Howel HHEH | 3 75251 % -1 8 -1 8 -: % -1 3 $ 7.523
Hotel L g -1 % 5 - % -1 % $ -8 21

The decline of exemptions filed beyond 2010 may have been due to the passage ot P.L. 30-143 in
May 2010, The public law repealed the exemption related to transactions involving a sale for any
activity or function engaged in by any government. For example, if a hotel provided temporary
lodging to active duty military personnel, then the active, military personnel would be exempted
from paying the HOT and, as such, the hotel taxpayver would be exempted from remitting HOT
trom that sale. Again, due to restricted access to HOT data, the audit team could not verify whether -
the exemptions claimed by these taxpayers were 1n accordance with law.

During our exit meeting with DRT management in November 2014, DRT emphasized that the
only way to verity the exemptions clammed by the taxpayers is for DRT to conduct tax audits on
the specific hotels. DRT subsequently provided redacted tax retums for the hotels claiming
exemptions. Based on our review, we found several anomalies, including:

e«  Hotel 97s fax returns for CY 2008 to CY 2010 indicated identical exemption amounts for
line 3 (GRT Service) and line 19 (HOT) totaling $1.2M. This was more than the $1.1M
total exemption shown in Table 4 above because DRT provided a tax return for February
2009, which was not recorded in TSD’s database. In contrast, the other taxpayers that
claimed exemptions on HOT generally did not claim any exemptions on line 3 (GRT
Service).

B 11 GCA §30106(d)
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s In 13 exemption schedules for Figure 1. Hotel 9's September 2010 redacted tax return showing
Hotel 9, the taxpayer provided a  identical exesmptions for lines 3 and 19.

reason  for the exemptions o %W&szwm *'a-'m ] IE@ %ug Eﬂﬁﬁlﬁmlﬂ o
claimed for line 3 only, but not e o= e oA e

. ’ T _ 032013
for line 19. i

LR

o In CY 2010, Hotel 36 claimed
exemptions on HOT tor “BR20
RENTAL™ for three months -
totaling $93,739. There were == vsvasray | 22153099 | tesisiit
amended returns filed for July "®7 T ? ——
and  August 2010, but the ..
amended amounts were not e
reflected in TSD’s databage, ==
Although the exemptions were
excluded in  the amended . we
returns, the amended gross v

amounts were identical to the ™
P - e ; “ TATASLL AMCHNY — Bt Doy bk b sl bw |23 Tt T Wri\Troel o covmtal - "
taxable amounts tound mn the il

o [F2X T Y T T ) 3
inttial retums. s

» Similarly, although Hotel 38s  —————— -
May 2010 amended tax retum semsssssm

and  amended  exemption "™ sresezss | prierioa | veedsien

schedule indicated a decrease 1n e . o
N ~ N pERpEv e lx-p-n:x m“mwnm-n‘-—aAmimmmq-—‘ X

HOT exemption irom the initial  Se=rmmsmmm = =

$98,049  to  the amended —SsesEimammEem I s
$78,288, the amended amounts were not reflected in TS[Y's database.

¢ Theonly HOT exemption claimed by Hotel HHHH was for 100% of the gross amount filed
for HOT ($7.525). However, the basis for exemption 1s unknown because the exemption
schedule was not included.

¢ There were some instances in which the exemptions schedules were not provided with the
tax returns,  Acting TSD Admirustrator explained that the redacted tax retumns were
retrieved and printed directly from their system. Acting TSD Administrator could only
assume that the missing exemption schedules were due to the way DRT's Optical Image
Scanner processed the tax retums. In addition, had DRT retrieved the hard copies from
storage, 1t would have taken more time.

Inaccurate Assessment at 10% Rate

The HOT tax rate is 11% of the rental price charged or paid per eccupancy per day.'® Prior to June
2014, the HOT section ont Form GRT-1 had line 19 “hotel/motel” assessed at an 1 1% tax rate and
line 20 “others”™ assessed at a 10% tax rate, which has not applied since March 31, 1995 per HOT

511 GCA §30101



legislation. However, DR failed to update its Form GRT (April 2004 version) and Form GRT-1
(November 2008 version) to retlect line 20 at the current 1 1% tax rate. Refer to Appendices 7 and
& for details.

Between CY 2008 and CY 2013, 10 taxpayers had a cumulative amount of $2M in HOT taxable
income on line 20 for which the applied obsolete 10% tax rate derived a total of $198K. in HOT
taxes due. Based on our inquiry, DRT indicated that at least one taxpayer should have been

assessed at the 112 HOT tax rate and the others at the 4% GRT tax rate.

The inaccurate assessment of the 10% obsolete tax rate resulted in over- and understatements in
both HOT and GRT. For the taxpayers that should have been assessed the 4% GRT tax rate, this
was a $4K understaternent in GRT and a 37K overstatement in HOT. For the taxpayers that should
have been assessed the [ 1% HOT tax rate, this was a $16K understatement in HOT. As a result,
HOT was cumulatively understated by 39K from CY 2008 to CY 2013. Refer to Table 5 for
details.

Tabl OT Filed under Line 20 (CY 2008 to CY 2013)

©lGG [ §

2008
2005

fHo
F

Hatel J
Hotel K

Howel G |3 5 $ 5 3 0

2010 Howi2d | § 7745708 $ B 3,098 | 8 4,647
Hotel BB | § 1318 3 g 2ls 2

124 1S : g $ 5 $ ‘

Note: The highlishied rows indicate the clerical or system errors of DRT.

Upon our inquiry, the TSD Administrator realized that the line 20 ammounts reported between CY
2008 and CY 2013 were due either to the taxpaver’s reporting error or DRT’s clerical error.
Taxpayers mistakenly reported on line 20 instead of line 13 “others” under GRT. DRT mistakenty
recorded the line 20 amounts in the wrong account or should have recorded the amount in line 19
under HOT.

The line 20 errors may have been corrected sooner had DRT monitored taxpayer filings. The audit
team suggested for DRT to update Form GRT-1 to remove the cause of confusion with line 20.
Based on our suggestion, as of June 2014, Form GRT-1 was updated to have line 20 calculated at
the current 11% HOT rate. Although this addressed the risk of assessing HOT at the obsolete rate
of 10%, it does not address the risk of mistaking HOT s “others™ (line 20} for GRT’s “others” {line
13). As a line item for GRT, line 13 is assessed at the GRT rate ot 4% and not 11%.
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Svstems Not Fully Interfaced

Since 2011, DOAs AS400 svstem has not interfaced with DRT7s system. DRT has information
on HOT taxes due, payvments, and coliections, while DOA has information on HOT pavments
through TOG. In addition, DRT’s webstte does not have a feature for accepting tax payments
online. Taxpavers who file their GRT torms online would sull need 1o make payments at TOG,
adding to the inefficient processing of tax refums, which continues to be manually inputted as of
report i$suance

TOG’s point-of-sale (POS) svstem'’ was integrated and interfaced with DRT s AS400 system,
prior to its expiration in November 2011, In response to the expired interface, DOA developed a
bridge system that allowed DOA (o view lump sum tax payments received by TOG. DOA had

temporary access to tax returns in order to record the tax collections in the corresponding revenue
accounts in DOA’s AS400.

According to DR, when DRT and DOA’s management met in May 2013, the parties agreed that
DOA would no longer be allowed to view tax returns in order to protect taxpayer confidentiality.
Since then, DOA has to wait until DRT provides the breakdown of the GRT collections (including
HOT). DRT's TSD manually inputs GRT collections by categones into DRT’s AS400 before
providing the figures to DOA. The restrictions placed on DOA’s access to tax data, coupled with
the lack of system interface between DRT, DOA, and TOG (as deseribed in OPA Report No. 13-
01) contributed to major delays during the TAF and GovGuam financial audits of FY 2012 and
FY 2013,

Despite having regularly recetved redacted data from DRT, reconciliation of HOT revenues was
problematic for DTT during the FYY 2013 TAF financial audit. When DRT implemented a revised
POS tax system in October 2013, it interfaced incorrectly with TOG s Payment Records System.
This resulted in a $64M GRT suspense account fo temporarily house tax payments received: thus,
resulting in additional work for DOA.  As part of the reconciliation, we noted a §1.1 billion

adjustment in this suspense account. The $64M suspense account impacts the specific analysis of

GRT collections by source, According to DOA’s Deputy Financial Manager, as of June 2014,
DOA was zble to bring down the FY 2013 GRT suspense account to $270K.,

According to a DRT Tax Accounting Technician [I1, the tax payments recetved by TOG are now
interfaced with DRT's system on a daily basis, with the consolidation of tax data occurring only
at night. The following day, all HOT payments can be viewed by TSD's Accounting staff. Still,
with DOA’s continued lack of m’s:,rfuae with DRT’s system, DOA attempts tc manually extract
HOT revenue amounts from the lump sum payments inputted by TOG.

We reiterate DTT's recommendation from the FY 2013 GovGuam Single Audit Reports that
collections from the POS system be interfaced with TOG’s Payvment Records System, DRTs
systern, and DOA’s system to minimize reconciliation complications. DRT and DOA should be
able to view both information, real time, on their respective accounting systems without having to
wait on each other for the information. Misclassifications can occur among revenue accounts based

7 POS system refers to the application software utilized by DOA and TOG tor accounting and the recsipt of HOT
payments.
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on the nature of the taxes paid, uitimately resuiting 1n an understatement or overstatement of TAF
tax revenues.

GRT E-Filing Payment Limitarions

Within DRT, the BPT branch has only six emplovees processing monthly GRT returns filed. The
emplovees continue to manually p{m tax returns into DRT's AS400. As previcusly mentioned,
DOA conducts its own manual processing by attempting to distinguish HOT revenues from lump
sum payments. These manual processes are labor-intensive and are susceptible 1o input errors, but
can be reduced if taxpavers file GRT forms online (e-file).

While e-filing is currently available tor taxpavers to file their tax returns, DRT7s websi‘ e currently
does not offer the option to make payvments online, which then forces taxpayers to visit TOG to

malke fax payments. Prior fo FY 2012, taxpayers had the option to pay taxes online, but there were
high bank charges associated with credit card transactions. In FY 2012, DOA shifted the cost of
the convenience of credit card payments from the Uovemmem to the taxpavers. This additional
cost may be a disincentive for taxpayers (o pay by credit ca

The DRT Director noted that ap“i‘(}xim&iﬁl"' /3 of business taxpayers fife online. Because e-filin
does not require DRT stafl 1o maoually input tax return data, DRT encourages taxpavers to tak
advantage of this option.

GQ

[

In OPA Report No. 13-01, the OPA recommended that DRT esiablish and meet a specific target
date for the fransition to fully implement e-filing of GRT. inclusive of onling payments. Should
the assoctated bank charges decrease and online payments be made available, the number of
taxpayvers’ e-filing mav increase. An increase in e-tiling could reduce BPT’s manual processing of
tax retums.



Conclusion and Recommendation

DRT management cited Title 11 of the Guam Code Annotated §26120 as its reason for denying
OPA’s access to HOT data. Therefore, we could not veritfy the completeness, reliability, and
accuracy of DRT’s redacted HOT data. As such, we have no assurance that all HOT filings,
payments. and LOHLLHGH‘; were made in accordance to law. Because the TAF annual financial
audits are conducted by contracted, independent auditors that conducts 1fs audits in accordance
with AICPA Auditing Standards and GAGAS, OPA is placing general reliance on DTT's annual
TAF financial audits.

Based on discussions with DRT and members of the 32° Guam Legislature. we recommend that
the Legisiature clarify the law to allow OPA full access to taxpaver returns nd other information
in the conduct of audits and reviews of local Guam taxes, consistent with the duties outline by 1
GCA ¢ 1909,
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A draft report was transpuitted to the management of both DRT and DOA in October 2014 for their
official response. We met with DRT and DOA m&mg ment in November 2014 to discuss the audit
findings and recommendation. During our exit meeting and in DRT’s management response. DRT
did not concur with majority of the audit findings a "d cmphaﬂ;gd that the law (11 GCA § 26120
and their “due diligence to protect confidential taxpaver information” are what prevented zhuh
from allowing OP A access o un-redacted HOT data. See Appendix 9 for DRT s official response.

DRT also %‘Eated theyv have net ever allowed any a&dimrs or the Office of the Attorney General’s
Investigators access to tax re turns, unless subpoenae

Although provided an opportunity to respond, DOA did not submit an official response.

We also met with and provided draft reports to the Vice Speaker and Oversight Chatrperson in
November 2014, Sumw our meetings, the Senators an_ianoui d{rad that OPA should have the
authority to have full access to audit and review Guam taxes and concurred with our

recommendation to clarify he law.

We appreciate the assistance shown during the course of this audit by the staft of DRT, DOA, and
DTT.

OFtICE OF PUBLIC ACCOUNTABILITY

Doris'Flores Brooks, CPA, CGFM
Public Auditor
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Appendix 1
Classification of Monetary Amount Page 1 of 1

Finding Description

1 Audit Scope Limitation Due to Restricted Access to HOT Data | § -3 -
5 .-ﬁcc':tiracy of $3M 1 uncollected HOT receivables could not be 5 1s 3100032
verified,

Incoopsistent and Uncomparable Data on the Number of Hotels "

3 Reported ik i

! 4 $2L2?A HOT ?xemptions ciairnid py eight taxpayers within CY S s 2186328
2008 and CY 2013 are not verifiable. ’

3 i Inaccurate Assessment at Obsolete 10% Rate or 4% GRT Rate | $ -3 9,169

) Systems Not Fully Interfaced _ 3 -1 8 -

' Questioned Costs are the costs questioned because of:
{a) An 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 i1s not supported by adequate documentation; or
{cy A finding that the expenditure of funds for the intended purpose s unnecessary or unreasonable.
¥ (Osher Financial Impact is the amount of lost revenue opportunities and unrealized revenue to the government,
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MAppendix 2
Objective, Scope, and Methodology Page 1 of 3

Our audit objective was to determine whether DRT complied with applicable laws, rules, and
regulations in the administration of HOT filings, pavments, and collections. Ilw scope of this
engagement was from January 1, 2008 to December 31, 2013 (CY 2008 to CY 2013;

Scepe Limitation

During the Entrance Conference with DRT i February 2014, DRT management was open to OPA
receiving HOT data. Five days later, during the second meeting with DRT, DRT officials explained
that DRT’s Disclosure Officer must review and approve HOT data prior to its rtlﬁd‘:c Ti m.. audit
team was also required to sign DRT's Oath acknowledging that the teamn will abide by the
confidential and nondisclosure requirements of the Internal Revenue Code and 11 GCA $26120.
These steps were taken in order to prevent public disclosure of taxpayer 1dentities

in March 2014, DRT’s TSD provided OPA redacted data tor HOT filings in Microsoft Excel

spreadsheets from FY and CY 2008 10 2015, The data showed amounts for gross sales, exemptions
taken, net gross, and taxes reporied on GRI fchﬁt‘na by taxpayers whose identities were replaced

with inconsistent and randomly assigned “hotel” code names (e.g. H el 1 or Hotel JJJI). DRT’s
TED also provided OPA a redacted summary of HOT accounts receivable. The data showed
emounts of unpaid HOT taxes due, penalties, and interests of taxpa}--'ers wdentified by “taxpayer”
code names,

The redacted information made it difficult, it not impraetical, to perform data analvses. TSD and
TED s data: (1) did not specify whether the code names represented the hotel or other lodging
facility {establishment) or taxpaver; (2) did not specify whether the reported amounts were based
on the establishment or taxpayer; and (3) used code names that could not be matched between
taxpavers and establishment they owned.

DRT did not provide HOT payments data to OPA because 1t purportedly required significant
amount of time and effort for DRT to extract the information. According to DRT’s Disclosure
Officer, organizing the data to reflect the payments in their true, separate sequences would be
difficult. A taxpaver with multiple properties can make payment for three ditferent hotels in a
month.

We requested HOT pavments information from DOA, since it compiled the information for the
TAF financial audit report. Because of DRTs restricted access, DOA only provided lump sum,
monthly summaries of HOT revenues from FY and CY 2009 to 2013, itemized by collections
through direct bank deposits. TOG cashiers, and mailed in check payments.

Our alternative method was to request HOT data from DTT. To avoid duplication of efforts, GAS
allows auditors to use other auditor’s completed audif work 1f it 1s related to the objectives of the
current audit and may be facilitated bv contractual arrangements that provide for full and timely
access to appropriate audit documentation [GAGAS paragraphs 6.41 and 6.85].
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Appendix 2
Objective, Scope, and Methodology ~ Pesc2of3

However, DTT stated that before they could release information to OPA, we must first obtain
DRT’s approval because the HOT data contained confidential taxpayer information. [n addition,
we learned that DTT had received redacted HOT data for all the vears in which they audited any
tax-related information from DRT, because DTT was not permitted to obtain any data on taxpaver
wdentifications [company name, DBA {doing business as), and GRT {gross receipts tax) number}.
Instead, DTT performed aliemative procedures 1o confirm HOT tax payments.

In April 2014, we met with DRT, DOA, and DTT to discuss the possibility of permitting OPA full
access to HOT data. DRT made it clear to all parties that only DRT-approved redacted data would
he provided to OPA. Before any of the parties could release HOT -related data to OPA, DRT’s
Dhsclosure Officer must ensure that the data did not reveal any taxpaver’s identity,

%]

ubsequently, DTT provided redacted. hard copées of their TAF audit work papers from FY 2009
o FY 2023. T‘hz, work papers used the same “hotel” code name 23 DRT TSD and bhou ed HOT
revenues collected for each month. The work papers indicated which hotels DTT verified against
the monthly GRT tax return, written confirmations provided by hetels, and journal voucher
initiated by DRT. Additionally, the work papers showed the amount of audit adjustments mgdt
and. for FY 2013, amounts filed by the hotel but were unpaid.

We requested DRT’s permission to review the redacted filings and payments specifically for two
more pmmmen*’ hotels. DRT s TED Administrator responded that DRT will not honor our request
because 1t 1s specific to two hotels. DRT had not changed its position regarding the disclosure of
any taxpaver information to OPA.

Due to timing of when pavments are made and the payment amounts. we were unable to match the
taxes due noted in TSD’s HOT filings data with the payments information from DOA and the TAF
revenues in the audited financials. As stated in the FY 2013 TAF Financial Audit Highlights, there

re certain taxpayers who filed but did not pay at the time of filing. On a rolling average, this
&ppi.om*naieb to S600K. Although we ourselves could not verify the amount of HOT tax p&}me}ms,
since we are aware that DTT complies with the AICPA Auditing Standards and GAGAS, we place
general reliance of their work related to the annual TAF audit.

Methodology
The methodology inciuded, but was not limited to:

1. Obtained and summarized applicable laws, regulations, policies, and procedures, relative

to the administration, payment, and collection of HOT;

2. Obtained prior audit reports and hotling tips or citizen concerns to identify previous
internal control weaknesses relative to HOT, such as the lack of system interface between
DRT, TOG, and DOA;

Interviewed management and/or key personnel and performed a walkthrough to

L]

understand DRT’s administration of HOT filings and collections, TOG's acceptance of

HOT payments, DOA’s recording of HOT payments, and DTT’s auditing of HOT
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Appendix 2
= Objective, Scope, and Methodology Page 3 of 3
5 revenues;
§ 4. Obtained copies of Form GRT (April 2004) and Form GRT-1 (November 2008);
5. Obtained, reviewed, and analvzed HOT filings data (CY & FY 2008 t0 2013) from DRT

TSD to:
a. Caleulate total amount of taxes due for cach vear from CY 2008 1o CY 2013
b, Identify any trends, such as the amount and frequency of exemptions taken,
c. identify any abnormalities, such as the amounts reported under line 20;
Obtained and attempted to compare total TAF HOT Revenue Summary (CY & FY 2009
to 2013} from DOA against DRT’s total HOT taxes due from CY 2008 to CY 2013;
Obtained and attempted to compare and trace HOT revenues data and hotel confimmations
from DTT against DOA’s total HOT pavments and DRT’s total HOT taxes due data per
taxpaver per year from CY 2008 to CY 2013;
, 8. Obtained and reviewed HOT Summary of Accounts Receivable data from DRT TED to:
% a. Identify trends, such as number of taxpavers and amount of unpaid taxes due, and
b. Compare the HOT Summaries of Accounts Recelvable on August 2013 and March
and Mav 2014 against each other to determine DRT TED’s collection eftorts;
9. Obtaned and compared the following hotel data:
a. DRTTSD HOT Fiiings Summ ary {C‘z "’U% 10 2013},
b, Listing of hotels with business licenses set to expire June 30, 2014 from DRT TSD,
¢. Lisung of hotels with buszmxs license umb::rs from June 30, 2009 to 2014 from
DRT TED,
GVB Hotel Room Inventory as of December 2013, and
BSP 2012 Guamn Statistical Yearbook's (Table 21-11) Hotel Occupancy Taxes
Collected from 2008 to 2012 and (Table 21-12) Visitors Accommodations
Inventory for 2012;
(. Obtained print screens of DOA’s AS400 HOT transactions and GRT suspen
1. Requested tor and was denied permission from DRT to view FY 201
payments, and collections of two randomly selected hotels; and
2. Obtained written confirmations of the two randomly selected hotels” HOT information:
a. When they filed their monthly HOT returns {month filed),
b. How much they reported they owe (amount filed),
c. When they paid the amount (date paid), and
d. How much they paid (amount paid).

]

sy

2

o o

ense account;
3 GT filings,

i) R
-
i~

We conducted this audit in accordance with the standards for performance audits contained in
Government Auditing Standards, issued by the Comptz‘oﬂer 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
hased on our audit ohjectives. Except for the scope limitation noted above, we believe that the
evidence obtained provides a reasonable basis for our findings and conclusions based on our
objectives,
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TAF Reports on Internal Control and Compliance (FY 2008 to FY 2013)

From FY 2008 to FY 2013, independent auditors DTT found that TAFs financial statements were
presented fairly, in all matenial respects. Nor did DTT 1dentity any material weaknesses or
significant deficiencies with the internal control over TAF financial reporting during FY 20068 w0
FY 2012, However. in FY 2013, DTT identified a material weakness for the mability to timely
reconcile tax revenues due to the lack of an adequate POS system in DRT. This resulted in an
understatement of TAF revenue by $1.5M. DRT was also unable to locate 28 tax returns due to its
inadequate document retrieval system, with no scanning system to organize large amount of tax
data and its manual processing of tax returns. Additionally, certain taxpayers do not pay their taxes
due at the time of their filings. On a rolling average, this approximated S600K,

GovGuam Financial Audit Reports and Single Audit Reports (FY 2011 to FY 2613)

InFY 2011 and FY 2012, DTT cited a material weakness with DRT s inability to scan tax refurns
for timely computations of the income tax refund liability. DRT obtained a scanner, which did not
ﬁmction as designed and caused DRT to formulate the tax refund hiability based on manually
processed tax returns.

Also in FY 2012, DTT cited 2 material weakness with the lack of interface between the TOG
Payment Records Svstem and DRT and DOA AS400. From December 2611 to March 2012, all
cash receipts were entered into a non-POS system which did not interface with TOG Payment
Records Systern or DRT7s AS400, For this reason, a delav occurred n recording GRT collections
to corresponding revenue accounts. As such, a GRT suspense account was created by DOA with
a final unreconciled balance of $5M, as of FY 2012 end. This was due to the termination of the

previous POS and the installation of the new POS which delayed the posting and application of

collections to the corresponding DRT receivable sub-ledgers and to the correct revenue sub-
accounts. According to DTT, delays in collection etforts, misclassifications, and financial
statermnent errors ¢an result from the condition.

In FY 2013, the absence of an adequate POS system and the lack of interface between TOG s
Pavment Records System, DRT’s AS400 and DOA’s AS400 continued to be a material weakness,
With still no adequate POS system in place during FY 2013, monthly GRTs, use tax, HOT, liqud
fuel tax, automotive surcharges tax, tobacco tax, and alcoholic beverages tax were not completely
reconciled to allow for timely distribution of revenue to the correct general ledger accounts. This
resulted in an overstatement of approximately $3.7M in GRT revenues, which resulted n a
proposed audit adjustment. Furthermore, due to the termination of the interface between the TOG
Payvment Records System and DRT's AS400, a delay occurred in recording GRT collections to the
corresponding revenue accounts (for monthly GRTs, use tax, HOT, liquid fuel tax, automotive
surcharges tax, tobacco tax, and aleoholic beverages tax), which resulted in a suspense account
being created in the General Fund.
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As suggested by DTT, the tollowing recommendations would assist in {héz compliance with HOT
filings, pavments, and collectnions: {1) formalize the manner in which the tax data from DRT's POS
tax svstem will interface with DOA, and (2) interface collections from 1“9 POS system and f\on-
POS system with TOG s Pavment System Records, the DRT system, and the DOA AS0400 1o
minimize reconciliation complications.

OPA Performance Audit Report Nos, 13-01 and 14-02

OPA Report No. 13-01, DRT GRT Exemptions. reported no assurance that all GRT revenues were
being collected and 'reported completely and accurately. From 2011 to 2012, DRT was unable to
utilize its optical image scanner and system interface for processing GRT forms; did not have
contingency procedures for handling system failure; and reverted to manual processing n the
interim, Cumpms ating controls with the recording of GRT payments at DOA and TOG were
rendered ineffective due to incomplete data. Only cash pavments made by taxpayvers at TOG were
recorded in TOG's POS and DOA’s AS400 systems. DOA and DRT’s AS400 systems were
separate and independent rather than integrated or interfaced systems. The lack of mterface
between their systems was due to the expiration of the POS agreement between DOA, DRT, and
the vendor.

OPA Report No, 14-02, GovGuam Use Tax, reported a high probability of lost revenues for
GovGuam and suscept bum to fraud, waste, and abuse due to non-assessment and improper
exemptions of Use Tax. The Customs and Quarantine Agency, DOA| and DRT were unable to
ascertain the total amount of Use Tax assessed and collected between FY 2011 and FY 2013 Data
from the three agencies were problematic, incomplete, and did not recencile.
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P.L. 32-068: Chapter X Section 14. Forensic Audit of Hotel Qccupancy Tax

The sum of Fifty Thousand Dollars {$50,000) is appropriated from the [TAF] to the [DOA] to
procure a comprehensive audit of HOT filings, retwmn payments, and collections. The audit must
be conducted by a Certified Forensic Financial Analyst and the audit period shall be for no less
than the five (3) tax years prior to the enactment of this Act. The Public Auditor shall administer
said funds and shall assist in conducting the audit to the greatest extent possible. Notwithstanding
the general provisions of § 30107.1, Chapter 30, Title 11 GCA and tlus Act, this appropriation
all continue 1o be available until expended.

‘b

1 GCA Chapter 19: Public Auditor
§ 1909.1(d). Confidentiality of Investigations. Disclosure of a privileged communication or
privileged information in violation of this Section shall be a felony of the third degree

§ 1917. Program Evaluation and Justification Review, Every government agency (GovGuam
line agencies, autonomous or semi-autonomous, boards, bureaus and commissions} shall be
subject to a program evalaation and justification review by the Public Auditor. Each agency shall
offer its complete cooperation to the Public Auditor so that such review may be accomplished.
Everv department head, agency head or head of a program in the government of Guam must
maintain records in a manner consistent with the easy evaluation of program results and
compliance with performance standards established by I Liheslaturan Guéhan. Everv department,
agency or program head in the government of Guam shall comply with recomumendations made to
them by the Public Auditor with respect to proper record keeping to facilitate the purposes of this
Chapter.

11 GCA Chapter 30: Monthlv Excise Tax on Occupancy of Hotel and Similar Lodging House
Facilities
§ 30101, Tmposition. An excise tax is hereby levied and imposed which shall be assessed and
collected monthly, against transient occupants of {room(s)] in a hotel, lodging house, or similar
facﬂi!:y located in Guam according to the following schedule:
(1) From September 1, 1993 through March 31, 1993, the rate shall be ten percent (10%) of
the rental price charged or paid per occupancy per day;
(2} From April 1, 1993 and thereafter the rate shall be eleven percent {11%) of the rental price
charged or paid per occupancy per day.
If the {room(s)] are rented more than once within a twenty-four {24) hour period, each time of
occupancy shall be subject to the tax for such accommodations.

This tax applies and is collectible when the sale is made, regardless of the time when the price is
paid or delivered. It shall be paid by the consumer to the operator or owner of the hotel or reoming
house facility.

§ 30103, Payment of Tax; Penalties. The tax levied by § 30101 shall be paid to the Commuissioner
with the monthly return which shall be filed on or before the 20th day of the month following the
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month during which such taxable incidents occurred. The general provisions of 11 GCA, Chapter
26, Article 1 are applicable with respect to penalties for failure te file timely returns, mformal
hearings, adjustments, review, stay of collection, suits for refund, perfecting appeals. decisions.
interest, perjury, examination of books and witnesses, and inspection of tax retums and
information and other administrative matters referred to therein.

§ 30106(d). Exclusions and Exemptions, The taxes imposed by this Chapter shall not apply to
the proceeds of any transaction entered Info by any of the following persons: corporations,
associations, or societies organized and operated exclusively for religious, charitable, scientific or
educational purposes, hospitals, infirmaries and sanitariums, business leagues, chambers of
commerce, boards of trade, civic leagues, public schools, and organizations operated exclusively
for the benefit of the communify and for the promotion of soctal welfare; provided, such persons
have applied for and obtained exempt status under the provisions of 11 GCA, Chapter 26.

§ 30107. Creation of Tourist Attraction Fund. (a) Separate and apart from other funds of the
GmGuam, a fund known as TAF. TAF shall not be commingled with the General Fund and shall
be kept in a separate bank account. All proceeds tmm [hotel occupancy] taxes collected shall be
deposited in the TAF and shall be expended exclusively for purposes authorized in § 9107 and §
9113 of 12 GCAL

TAF may also be used to fund the following projects:

(1) Creation, improvemnent or beautification of roads, avenues, boulevards, parkways,
intersections, bicycle paths, motor bike trails, footpaths, biking trails, stairways, rivers,
streams, estuaries, lagoons, or other means of access and transportation;

{2) Development and restoration of points of natural beauty or historic sMai or cultural
significance, including means of access, parking, safety devices, concessions, restrooms,
view points and information pavilions;

(3) Construction of monuments, mermaorials, statues, fountains, arches, and similar projects;

{4y Construction of buildings to be used for pnblm purposes including zoos and aguariums,
museums, athletic facilities, cultural centers, and performing arts complexes;

{5} Landscaping, provision of decorations or the enhancement of beauty of any of the projects
listed in this Section;

{6) Accessory projects reasonably necessary to projects listed in this Section;

{7) Projects and programs identified in the Tumon Bay Master Plan.

(b) All expenditures of the TAF shall be made exclusively by appropriation of the Legislature. The
TAF shall not be used for any purposes other than those enumerated or reasonably inferred herein
or for purposes other than those relating to Guam tourism.

11 GCA Chapter 26: Business Privilege Tax Law
§ 26111, Penalties. The following penalties are hereby levied and shall be assessed and collected
by the Tax Commissioner:

J
LA
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Late payment. In case of failure to pay the amount shown as tax on any retum required
under this C %mpaf,r on or before the date prescribed for payment of such tax, unless it is
shown that such failure is due to reasonable cause and not due to willful neglect, there shall
bei urzp@get in addition to other penalties provided herein, a specific penalty to be added to
the tax in the amount of five percent (5%) of the amount of such tax if the failure is not
more than thirty (30} days, with the additional five percent (5% for each additional thirty
(30) days, or fraction thereof. not to excead twmfv—ﬂve pfez‘cem (23%) in the aggre ga
Provided, that the minimum penalty shall be the lesser of the amount of taxes due
Twentv-five Dollars (825.00).

§ 26120, Inspection of Tax Returns and Information: Prohibition. Tax returns and other
information required to be filed or furnished by the taxpayer, or any other person, shall notbe open
for pubiic inspection or divulged except when testifving in any judicial or administrative
pro edm@ in which the government of Guam, or any of its officials in an official capacity, are a
party, and in which the government of Guam has an Interest in the result; except zha,t any commitiee
of the ghiatz re, duly created, authorized by resolution of the Legislature, may require that it be
furnished any data contained in any tex return for use by such comimittee in executive session only,

o

unpaid taxes due on business privilege tax returns shall be ten vears after the tax is assessed. For
amendment, correction, adjustment, chalienge, determination of correctness of the amount of taxes
paid, or audit of income reported and the correctness of the amount of tax liability shown on the
business privilege tax returns, the statute of limitations shall be three years after filing and payment
of taxes due. There shall be no statute of limitations on unfiled business privilege tax returns or on
the collection of taxes on revenues not shown or reported on Business Privilege Tax Returns.

11 GCA Chapter 70: General Provisions

§ 70132, Clearance Necessary that Taxes Due are Paid to Obtain Business License. No person

ma}f obtain or renew a business license without clearance from the Director of [DRT] that all
come tax returns, [BPT] returns and withholding tax returns which are due from that person have

bc,en filed {or an extension has been approved or granted thercon by the Director of [DRT], which

extension has not expired), and that all taxes due thereon have been paid or arrangements have

been made with the Director for payment thereon and such arrangements are current.

P.1. 30-143: An Act to Repeal § 30106 (¢) of Chapter 30, Title 11 of the Guam Code
Annotated, Relative to Exemptions from Hotel Occupaney Tax.

Section 2. § 30106 (¢y of Chapter 30, Title 11 of the Guam Ceode Annotated 1s hereby repeaied in
its entiretjy.

“§ 30106. Exclusions and Exemptions.

§ 26205, Statute of Limitations for Collections. The statute of limitations for collections of
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Section 3. Effective Date, This Act shall become effective upon enactment.

P.L.22-144: An Actto Amend §30101 of 11 GCA on the Hotel Occupancy Tax |...]
Section 1. §30101 of 11 GCA is hereby amended to read: "§30101, Imposition. An excise tax 1s
heréb‘f levied and imposed which shall be assessed and collected monthly, against transient
cmpgnt% of a room or rooms in a hotel, lodging house, or similar facility located in Guam
cording to the following schedule:
{a) From September 1. [993 through March 31, 1995, the rate shall be ten percent (10%) of
the rental price charged or patd per occupancy per day,
(b} From April 1, 1995 and thersafter the rate shall be eleven percent (119%) of the rental price
charged or paid per occupancy per day.

1f the room or rooms are rented more than once within a twenty-four (24} hour period, each time
of occupancy shall be subject to the tax for such accommodations. This tax applies and is
collectible when the sale is made, regardless of the time when the price is paid or delivered. It shall
be paid by the consumer io the operator or owner of the hotel or rooming house facility.”
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Additional Background on HOT Audit Page1of1

P.L. 32-068 appropriated $30.000 from TAF to procure 2 comprehensive audit of HOT filings,
return payments, and collections. The law required the audit to be performed by a Certified
Forensic Financial Analvst (CFFA) and the audif scope to be five {3) tax vears or more prior to the
law enactment.

In October 2013, the Public Auditor and Audit Supervisor met with the Vice Speaker to discuss
the legislative intent and the requirements of the law. The Vice Speaker discussed the possibility
of OPA conducting a compliance audit in lieu of the forensic audit.

in November 2013, the Public Auditor and Audit Supervisor met with DRT to discuss the
possibility of a compliance audit on HOT. Based on the meeting, the DRT Director provided an
official response in December 2013, The Director was concerned that a forensic audit implies the
occurrence of fraud and inquired whether the audit is on TAF or taxpavers” HOT reporting, filing,
and pavments. See the response on pages [ and 2 of Appendix 6.

In January 2014, the Public Auditor and Audit Supervisor met with the Vice Speaker to discuss
the feasibility of the OPA conducting a compliance audit of HOT in lieu of the forensic audit
described in law. Preliminary research was conducted and found that no CFFA was readily
available on island. The Vice Speaker agreed to OPA conducting a compliance audit in lieu of
procuring the services of a CFFA to conduct the forensic audit.
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Form GRT (April 2004)
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Form GRT-1 (November 2008) Page 1 of 2
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Form GRT-1 (November 2008) Page 2 of 2
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DRT Management Response
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whether the exemptions claimed by these taxpayars were in accordance with law”. DRT requires
voluntary compliance with Guam's BPT laws, Unless DRT conducts examinations on every Hotel
claiming these exemptions, DRT couldn’t verify if the exermptions claimed by these hotels were in
aceordance with faw, All periods identified in the report for years prior to CY 2011 wouldn’t be able to
be examined 25 the SOL would have expired for all timely filed returns.

Between CY 2008 and CY 2013 taxes due for 10 taxpayers were inaccurately assessed at the obselete
HOT tax rate of 10%.

DRT Response — We agree. Steps were Laken to comrest the finding a5 soon as it was pointed out.

b

The draft report made it apparent that OPA Staff were unable to verify the above mentionad issuss based an the
information provided. The report repeatadly referred to DRT's refusal to provide taxpayer information
requested os @ besis for the OPA's inability 10 complete the audit.  Although, the sath was administered 1o GPA
empioyees prior 1o the onset of the audi, the main purpose wes to ensure the confidentiality rules ars known
while OPA employees conducted o walk through interview of our office.

Ir additien, you stated in the exit confersnce that you are considsring taling the isue to the Legislature and
possibly the courts. We reminded you that it is the law thal prevents us fom providing the information,
Pursuant to §26120 of Chaprer 26, Title 11, GCA, “Tax returns and other information required 1o be Fled or
furnished by the taxpayer or any ether persens, shall not be open for public inspection or divulged cxcept when
testifving in any judicial or administrative procesding in which the government of Guarm or an of its officials in
an cificial capacity are a party, and in which the commintes of the Legislatre, duly ereated, authotized by
resolution of the Legislature, may require that it be furnished any data comtained in any tax retum for use by
sech commitiee in executive session only.” Based on this law, the Department cannot provide un-redactzd
taxpayer information,

if you have any questions of concerns, piease do not hositate to contaet me a1 (671) 635-1815.

Sincerely,
2 %
R 7o
;.H}‘i&,i\_/ ,\mmé&,,{iﬂw

FOEN P CAMACHO
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Department of Revenue and Taxation
Hotel Occupancy Tax
Report No. 14-04, December 2014

“Key contributions to this report were made by:
Michele Brillante, Auditor
Rodalyn Gerardo, CIA, CGFM, CPA, CGAP, CGMA, Audit Supervisor
Doris Flores Brooks, CPA, CGFM, Public Auditor

Objectlnty _T h

All information will be held in strict confidence.
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