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December 30, 2010
Members of the Finance Committee and Board of Directors of the Port Authority of Guam
Dear Members of the Finance Committee and Board of Directors:

We are pleased to present the results of our audit of the financial statements for the year ended
September 30, 2010 of the Port Authority of Guam (the Authority) in accordance with auditing
standards generally accepted in the United States and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United States,
and have issued our report thereon dated December 30, 2010.

Statement on Auditing Standards No. 114, “The Auditor's Communication With Those Charged With
Governance", and other professional standards require the auditor to provide those charged with
governance with additional information regarding the scope and results of the audit that may assist
those charged with governance in overseeing management's financial reporting and disclosure
processes.

This report to the Members of the Finance Committee and Board of Directors summarizes our audit,
the scope of our engagement, and key observations and findings from our audit procedures. The
document also contains the communications required by our professional standards to the Members of
the Finance Committee and Board of Directors.

The audit was designed to express an opinion on the financial statement for the year ended September
30, 2010. In accordance with professional standards, we obtained a sufficient understanding of
internal control to plan the audit and to determine the nature, timing, and extent of tests to be
performed. However, we were not engaged to and we did not perform an audit of internal control over
financial reporting.

As required by Statement on Auditing Standards No. 114, we are bound to restrict the use of this
report to those familiar with the financial operations and systems used to produce the financial
statement. This report is, accordingly, intended solely for the information and use of the members of
the Finance Committee, Board of Directors, the Office of Public Accountability of Guam and is not
intended to be and should not be used by anyone other than these specified parties. However, this
report is also a matter of public record.

We appreciate this opportunity to meet with you to discuss the contents of this report and answer any
guestions you may have about these or any other audit-related matters.

Very truly yours,

Ermat ¥ MLLP
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Statement on Auditing Standards (SAS) No.
114 communications

Auditors' responsibilities under generally accepted auditing standards
(GAAS)

The financial statement is the responsibility of management. Our audit was designed in accordance
with auditing standards generally accepted in the United States and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller General of the
United States, to obtain reasonable, rather than absolute, assurance that the financial statements are
free of material misstatement. We were not engaged to perform an audit of the Authority's internal
control over financial reporting. However, as is typical for government entities and as allowed under
GAAS, we were not engaged to and we did not perform an audit of internal control over financial
reporting, i.e., an internal control audit.

Significant accounting policies

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

There were no changes in the Authority's significant accounting policies during the year ended
September 30, 2010, other than new accounting pronouncements which were adopted by the
Authority. The Authority continues to apply its accounting policies in an appropriate manner and is
disposed toward high quality financial reporting and application of accounting policies.

Auditors' judgments about the quality of accounting principles

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

The Authority has consistently applied accounting principles generally accepted in the United States
(US GAAP) and adequately disclosed required US GAAP disclosures in the financial statements.

Management's judgments and accounting estimates

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

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



Management's judgments and accounting estimates, continued
Management's judgment is called upon in:

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

2. Determining the adequacy of the recorded valuation of receivables and inventories, including
the need for any reserve.

3. Determining the adequacy of contingency provision on pending litigations, claims and
assessments.

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

Methods of accounting for significant unusual transactions and for

controversial or emerging areas
There were no transactions during the year for which the accounting is in a controversial or emerging
area.

Audit adjustments

We are required to inform the members of the Finance Committee and Board of Directors about
adjustments arising from the audit (whether recorded or not) that could in our judgment either
individually or in the aggregate have a significant effect on the financial statement.

During our audit, several post-closing entries were recorded while we were conducting our fieldwork
(see Appendix A - Post-Closing Journal Entries).

We also proposed adjusting journal entries, which the Authority subsequently agreed to be reflected in
the financial statements. Certain reclassifying journal entries have also been made to make the
financial statements for the years ended September 30, 2010 and 2009 comparative (see Appendix B -
Adjusting and Reclassifying Journal Entries).

Unadjusted audit differences considered by management to be
immaterial

Certain unadjusted audit differences accumulated by us (i.e., adjustments either identified by us or
brought to our attention by management) were identified during the audit and pertaining to the latest
period presented, which were determined by the Authority’'s management to be immaterial, both
individually and in the aggregate, to the financial statements as a whole (see Appendix C - Summary of
Unrecorded Audit Differences).



Fraud, and illegal acts

We are not aware of any matters that require communication. Furthermore, the Authority's
management has represented to us that they were not aware of any fraud or illegal acts for the period
from October 1, 2009 to December 30, 2010 (see Appendix D - Management’s Representation Letter).

Material weaknesses in internal control

We noted no material weaknesses in internal control; however, as described in the management letter
dated December 30, 2010, we noted a deficiency in internal control relating to the current
capitalization policy of the Authority and other matters. We also noted technology general control
deficiencies which are described in a separate letter dated December 30, 2010.

Disagreements with management on financial accounting and

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

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

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

Consultation with other accountants
During the course of our audit, we made consultations within the Ernst & Young practice leaders in the
Far East and Americas regarding industry practices on capitalization of certain expenditures.

Other information in documents containing the audited financial
statements

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

Independence

We are bound by professional standards as far as independence is concerned. We are not aware of any
relationships between Ernst & Young and the Port Authority of Guam that, in our judgment in
accordance with professional standards, may reasonably be thought to bear on our independence.
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December 30, 2010

Ernst & Young LLP

231 Ypao Road

Suite 201, Ernst & Young Building
Tamuning, Guam 96913

In connection with your audit{s) of the financial statements of the Port Authority of Guam {the
Authority) as of September 30, 2010 and for year then ended, we recognize that obtaining
representations from us concerning the information contained in this letter is a significant
procedure in enabling vou to form an opinion whether the financial staterments present fairly, in
all material respects, the financial position, results of operations and cash flows of the Port
Authority of Guam in conformity with US generally accepted accounting principles.

Certain representations in this letter are described as being limited to matters that are material.
Items are considered material, regardless of size, if they involve an omission or misstatement of
accounting information that, in light of surrounding circumstances, makes it probable that the
Judgment of a reasonable person relving on the information would be changed or influenced by
the omission or misstatement,

Accordingly, we make the following representations, which are true to the best of our knowledge
and belief:

Management’s responsibilities

We recognize that, as members of management of the Authority, we are responsible for the fair
presentation of ils financial statements, We believe the stalements of net assets, the related
statements of revenues, expenses and changes in net assets and cash flows are fairly presented in
conformity with US generally accepted accounting principles applied on a basis consistent with

that of the preceding year, We also recognize that, as members of management of the Authority,
we are respongible for establishing and maintaining effective internal control.

We have made available to your representatives all financial records and related data,

We have no plans or intentions that may materially affect the carrying value or classification of
assels and liahities,

Unrecorded audit differences

We believe that the effects of any unrecorded audit differences, summarized in the
accompanying schedule, accumulated by you during the current audit and pertaining to the latest
period presented are immaterial, both individually and in the aggregate, to the financial
statements taken as a whole.
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Internal control

There are no lransactions of & material nature, individually or in the aggregate, that have not been
properly recorded in the accounting records underlying the financial statements.

Minutes and contracts

The dates of meetings of the board of directors from the beginning of the period covered by the
financial staternents to the date of this letler are as follows;

Repular meeting of the board of directors
Regular meeting of the board of directors
Regular meeting of the board of directors
Regular mecting of the board of dircctors
Regular meeting of the board of directors
Repular meeting of the board of directors
Regular meeting of the board of directors
Regular meeting of the board of directors
Repular meeting of the board of directors
Special mecting of the board of directors
Regular mecting of the board of directors
Regular meeting of the board of directors
Repular meeting of the board of directors
Regular meeting of the board of directors

Oetober 22, 2009
November 19, 2009
December 17, 2009
January 28, 2010
February 25, 2010
March 25, 2010
April 29, 2010
May 20, 20010

June 17, 2010

July 1, 2010
August 19, 2010
September 15, 2010
October 28, 2010
Movember 23, 2010

We have made available to vou all minutes of the meetings of sharcholders, directors and
committees of directors or summaries of actions of recent meetings for which minutes have not
yet been prepared.

We also have made available to you all significant coniracts, including amendments, and
agreements and have communicated to vou all significant oral agreements. We have complied
with all aspects of contractual agreements that would have a material effect on the financial
statements in the event of noncompliance,

Risks and nncertainties

There are no risks and uncerlaintics related 1o significant estimates and current vulnerabilities
due to material concentrations that have not been disclosed in accordance with the Financial
Accounting Standards Board (FASB) Accounting Standards Codification (ASC) 275, Risks and
Ulnceriainties,

Ownership and pledging of assels

The Authority has satisfactory title to all ssscts appearing in the balance sheets. No securily
agreements have been executed under the provisions of the Uniform Commercial Code, and
there are no liens or encumbrances on assels, nor has any asset been pledped. All assets to which
the Authority has satisfactory title appear in the balance sheets.

11



Receivables and revenues

Receivables represent valid claims against the debtors indicated and do not include amounts for
goods shipped or services provided subsequent to the balance sheet date, goods shipped on
consignment, or other types of arrangements nol constituting sales. All revenue recognized as of
the balance sheet date has been realized {or is realizable) and earned. Revenue has not been
recogmized before (1) persuasive evidence of an arrangement exists, (2) goods have been
delivered or services rendered, (3) consideration to be received is fixed or determinable and (4)
collectibility is reagsonably assured,

Adequate provision has been made for losses, costs and expenses that may be incured
subsequent to the balance sheel date in respect of sales and services rendered prior to that date
and for uncollectible accounts, discounts, returns and allowances, cic., that may be incurred in
the collection of receivables at that date,

Wi have adequately disclosed a description of our major revenue-gencrafing products and
services, the types of arrangements used to deliver these products or services, and a description
of the revenue recognition policies applicable o these products or services.

We have made available to you all significant contracts, communication and other relevant
information pertaining to armangements with our customers.

Tnventories

Inventories, including goods that are defective, slow-moving, obsolete or unusable, are stated at
amounts not in excess of their estimated net realizable values.

Physical counts and measurements of inventories were made by competent employees under he
supervision of management and book records were appropriately adjusted after giving
recognition to cut-off for materials received and inventories issued.

Long-lived assets to be hefd and nsed

Mo events or changes in eircumstances have occurred that indicate the carrying amounts of long-
lived assets to be held and used, may not be recoverable,

Arvangements with financial institutions

Arrangements with financial institutions involving compensating balances or other arcangements
involving restrictions on cash balances and line-of-credit or similar arrangements have been
properly recorded or disclosed in the financial statements,

Confingent linhifities

There are no unasserted claims or assessments, including those our lawyers have advizsed vs of,
that are probable of assertion and must be disclosed in accordance with ASC 450-20,
Contingencies — Loss Contingencies other than those disclosed in the financial statements,

There have been no violations or possible violations of laws or regulations in any jurisdiction
whose effects should be considered for disclosure in the financial statements or as a basis for
recording a loss conlingency.

12



Contingent liabilities, comtinued

There have been no internal investigations or communications from regulatory agencies or
government representatives conceming investigations or allegations of noncompliance with laws
or repulations in any jurisdiction, noncompliance with or deficiencies in financial reporting
practices, or ofher matters that could have a material effect on the financial stalements.

There are no other liabilities or gain or loss contingencies considered material, individually or in
the aggregate, that are required to be acerued or disclosed by ASC 450, other than those accrued
and disclosed in the financial statements, nor are there any accruals for loss conlingencies
included in the balance sheet or gain contingencies reflected in eamings that are not in
conformity with the provisions of ASC 450,

Ovral or writfen puarantees
There are no oral or written guarantees, including guarantees of the debt of others,
Fraud

We acknowledge our responsibility for the design and implementation of programs and controls
to prevent and deteet fraud. We have no knowledge of any fravd or suspected frand invoelving
management or other emplovees who have a significant role in the Authority’s intermal control
over financial reporting. In addition, we have no knowledge of any fraud or suspected fraud
involving other employvees where the frand could have a material effect on the financial
statements. We have disclosed to you all allegations of financial improprieties, including frand or
suspected fraud, coming to our attention {regardless of the source or form and including, without
limitation, allegations by “whistle-blowers™) where such allegations could result in a
misstatement of the financial statements or otherwise affect the financial reporting of the
Authority.

Tadependence

We are not aware of any capital lease, material cooperative arrangement or other business
relationship between the Authority and Ernst & Young LLP or any other member firm of the
global Emstl & Young organization,

We are not aware of any reason that Emst & Young LLP would not be considered to be
independent for purposes of the Authornty’s audit.

Conflicts of interest

There are no instances where any officer or employes of the Authority has an interest in a
company with which the Authority docs business that would be considered a “conflict of
interest.” Such an interest would be contrary to Port Authority of Guam's policy.

Subsequent events

Subsequent to September 30, 2010, no events or transactions have oceurred or are pending that
would have a material effect on the financial staterments at that date or for the peried then ended,
or that are of such significance in relation to the Authority’s affairs to require mention in a note
to the financial staterments in order to make them not misleading regarding the financial position,
results of operations or cash flows of the Authority.

We understand that your audit was conducted in accordance with auditing standards generally
accepted in the United States as cstablished by the American Institute of Cerfified Public
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Accountants and was, therefore, designed primarily for the purpose of expressing an opinion on
the financial statements of the Authority taken as a whole, and that your tests of the accounting
records and other auditing procedures were limited to those that vou considered necessary for
that purpose.

Very truly yours,
= E Y

Enduire’ Agustin
General Mana

P~ B g

Jose Guevara 111
Financial Affairs Controller
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December 30, 2010

Emst & Young LLP

231 Ypao Road

Suite 201, Ernst & Young Building
Tamuning, Guam 96913

We are providing this lefter in connection with your audit of the federal award programs of the
Port Authority of Guam (the Authority) as of and for the year ended September 30, 2010, which
was performed in accordance with anditing standards generally accepted in the United States, the
Single Audit Act Amendments of 1996, OMB Circular A-133, Awdits of States, Local
Governments, and Non-Profit Organizations snd the standards for financial audits contained in
Crovernmen! Audifing Stondards, issued by the Comptroller General of the United States, We
understand that obtaining representations from us concerning the information contained in this
letter is a significant procedure and we understand that the purpose of your testing of transactions
and records from the Port Authority of Guam’s federal programs was to obfain reasonable
assurance that Port Authority of Guam had complied, in all material respects, with the
compliance requirements that could have a direet and maternial effect on each of ils major
programs,

In comnection with your audit, we confirm, to the best of our knowledge and belief, the following
representations:

1. We have identified and disclosed to you the laws, regulations and provisions of contracts and
grant agreements that could have a direct and material effect on each of Authority's federal

programs,

2. We have made available to you all documentation related to the compliance requirements for
the federal programs, including contracts and grant agreements (including amendments, if
any) and any other correspondence with federal agencies and pass-through entities related to
federal programs.

3. We have made available to you all federal program finencial records and related data,
including information related to federal program financial reports and claims for advances
and reimbursements,

4, We have provided to yvou our imterpretations of any compliance requirements that have
varying interpretations.
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11

12.

We have established and maintained effective intemmal control over compliance that provides
reasomable assurance that federal awards are administered in compliance with the laws,
regulations and provisions of contracts or grant agreements that could have a material effect
on the federal programs. Internal control is functioning as intended,

We are responsible for complying, and we have complied in all material respects, with the
requirements of Circular A-133 and with the laws, regulations and provisions of contracts
and grant agrecments related to each of the federal programs, except for those findings
dizclosed in the Schedule of Findings and Questioned Costs,

We have identified and disclosed to wou all amounts questioned and any known
noncompliance with the requirements of federal programs, including the results of other
audits or program reviews,

We acknowledge our responsibility for preparation of the Schedule of Expenditures of
Federal Awards (the schedule). The form and content of the schedule is in accordance with
Circular A-133 Section 310.h. The methods of measurement or presentation have not
changed from those used in the prior period and there are no significant assumptions
underlying the measurement or presentation of the schedule,

We acknowledge that it is our responsibility for understanding and complying with the
compliance requirements related to the preparation of the schedule. We have identified all of
our government programs and related activities subject to OMB Circular A-133 and have
ingluded in the schedule all expenditures made during the period for all awards provided by
federal agencies in the form of grants, federal cost reimbursement contracts, loans, loan
guarantees and other noncash awards, property (including donated surplus property),
cooperalive  agreements, inlerest  subsidies, insurance, food commodities, direct
appropriations and other direct assistance. The schedule is accurate and complete in all
material respeets, presents the information required by OMB Circular A-133, and includes all
federal program expenditures made during the year ended September 30, 2000,

We have charped costs to federal awards in accordance with applicable cost principles.

Information presented in federal program financial reports and claims for advances and
reimbursements are supported by the books and records from which Authority’s financial
statements have been prepared and are prepared on a basis consistent with that presented in
the Schedule of Expenditures of Federal Awards. Amounts claimed or used for matching
were determined in accordance with the applicable cost circulars and administrative
requirements.

The copies of Authority’s federal program financial reports provided to you are true copies of
the reports submibted or electronically transmitted to the federal agencies and pass-through
entities.
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16.

1

We acknowledge our responsibility for the design and implementation of programs and
controls to prevent and detect fraud. We have no knowledge of any fraud or suspected fraud
affecting federal programs involving management or other employees who have a significant
role in internal control over financial reporting. In addition, we have no knowledge of any
fraud or suspected frand involving other employees where the fraud could have a material
effect on the federal programs. We have disclosed to you all allegations of financial
impropricties, including fraud or suspected fraud, coming to our attention (regardless of the
source or form and including, without limitation, allegations by “whistle-blowers™) where
such allegations could resull in a misstatement of the financial statements or otherwise affect
the financial reporting of the federal program.

. The summary schedule of prior audit findings and the Data Collection Form are accurate and

complete in all material respects and contain the information required by Circular A-133.

. We have provided you with all information on the status of follow-up on prior audit findings

by federal awarding agencics and pass-through entities, including management decisions.

There has been no known noncompliance oceurring subsequent to September 30, 2010, or
events ocourring subsequent to that date that would require adjustment to or disclosure in the
Schedule of Expenditures of Federal Awards,

There have been no changes subsequent to September 30, 2010 in internal control over
compliance or other factors that might significantly affect internal control, except for
corrective action taken with regard to significant deficiencies as disclosed in the corrective
action plan.

In connection with your audit, we also confirm, to the best of our knowledge and belief, the
following representations related to any findings included in the Schedule of Findings and
Questioned Costs:

18,

9.

20.

We have resolved any audit findings and recommendations directed to us and have a process
to track their status,

We have taken timely and appropriate steps to remedy fraud, illegal acts, violations of
provisions of contracts or grant agreements, or abuse that you have reported.

We have provided views on your reporled findings, conclusions and recommendations, as
well as management”s planned corrective actions, for the report,
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We understand that your audit was made in accordance with auditing standards generally
accepted in the United States, the Single Audit Act Amendments of 1996, OMB Circular A-133
and the standards for financial audits contained in Government Auditing Standards, and was,
therefore, designed for the purpose of obtaining reasonable assurance about whether the schedule
of expenditures of federal awards is presented fairly, in all material respects, in relation to the
financial statements taken as a whole and whether the Port Authority of Guam had, in all
material respects, administered each of its major federal programs in compliance with the laws,
regulations and provisions of contracts or grant agreements, noncompliance with which could
have a direct and material effect on the federal program. Accordingly, we understand that your
tests of the accounting and federal program records and other auditing procedures were limited to
those that you considered necessary for those purposes.

Very truly youts,

=

Jose Guevara I11
Financial AfTairz Coniroller

T 2

Drorothy Harris
Chicf Planner
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