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May 30, 2013

The Board of Commissioners
Consolidated Commission on Utilities

Dear Members of the Board of Commissioners:

We have performed an audit of the financial statements of Guam Waterworks Authority (the Authority)
as of and for the year ended September 30, 2012, in accordance with auditing standards generally
accepted in the United States of America (“generally accepted auditing standards™) and have issued our
report thereon dated May 30, 2013.

We have prepared the following comments to assist you in fulfilling your obligation to oversee the
financial reporting and disclosure process for which management of the Authority is responsible.

OUR RESPONSIBILITY UNDER GENERALLY ACCEPTED AUDITING STANDARDS AND
GENERALLY ACCEPTED GOVERNMENT AUDITING STANDARDS

Our responsibility under generally accepted auditing standards and the standards applicable to financial
audits contained in Government Auditing Standards, issued by the Comptroller General of the United
States, have been described in our engagement letter dated September 11, 2012. As described in that
letter, the objective of a financial statement audit conducted in accordance with the aforementioned
standards is:

o To express an opinion on the fairness of the Authority’s financial statements and the
accompanying supplementary information, and to disclaim an opinion on the required
supplementary information for the year ended September 30, 2012 in conformity with accounting
principles generally accepted in the United States of America (“generally accepted accounting
principles”), in all material respects;

o To express an opinion on whether the supplementary information that accompanies the basic
financial statements is presented fairly, in all material respects, in relation to the basic financial
statements taken as a whole;

o To report on the Authority’s internal control over financial reporting and on its compliance with
certain provisions of laws, regulations, contracts, and grant agreements and other matters for the
year ended September 30, 2012 based on an audit of financial statements performed in
accordance with the standards applicable to financial audits contained in Government Auditing
Standards; and

o To report on the Authority's compliance with requirements applicable to each major federal
program and on internal control over compliance in accordance with the U.S. Office of
Management and Budget (OMB) Circular A-133 Compliance Supplement (OMB Circular A-
133).



Our responsibilities under generally accepted auditing standards include forming and expressing an
opinion about whether the financial statements that have been prepared by management with the
oversight of the Consolidated Commission on Utilities (CCU) are presented fairly, in all material
respects, in conformity with generally accepted accounting principles. The audit of the financial
statements does not relieve management or the CCU of their responsibilities.

We considered the Authority’s internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the Authority’s internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of the Authority’s internal control over financial reporting. Our
consideration of internal control over financial reporting would not necessarily identify all deficiencies
in internal control over financial reporting that might be significant deficiencies or material weaknesses.

We also considered the Authority’s internal control over compliance with requirements that could have a
direct and material effect on a major federal program in order to determine our auditing procedures for
the purpose of expressing our opinion on compliance and to test and report on internal control over
compliance in accordance with OMB Circular A-133. Our audit does not, however, provide a legal
determination of the Authority’s compliance with those requirements.

MANAGEMENT JUDGMENTS AND ACCOUNTING ESTIMATES

Accounting estimates are an integral part of the financial statements prepared by management and are
based on management’s current judgments. Those judgments are normally based on knowledge and
experience about past and current events and on assumptions about future events. Significant accounting
estimates reflected in the Authority’s 2012 financial statements include management’s estimate of the
allowance for uncollectible accounts, which is determined based upon past collection experience and
aging of the accounts, and management’s estimate of depreciation expense, which is based on estimated
useful lives of the respective capital assets. During the year ended September 30, 2012, we are not
aware of any significant changes in accounting estimates or in management’s judgments relating to such
estimates.

UNCORRECTED MISSTATEMENTS

Our audit of the financial statements was designed to obtain reasonable, rather than absolute, assurance
about whether the financial statements are free of material misstatement, whether caused by error or
fraud. We have attached to this letter, as Appendix I, a summary of uncorrected misstatements
aggregated by us during the current engagement and pertaining to the latest period presented that were
determined by management to be immaterial, both individually and in the aggregate, to the financial
statements taken as a whole.

SIGNIFICANT ACCOUNTING POLICIES

The Authority’s significant accounting policies are set forth in Note 2 to the Authority’s 2012 financial
statements. During the year ended September 30, 2012, there were no significant changes in previously
adopted accounting policies or their application, except for the following pronouncements adopted by
the Authority:

e GASB Statement No. 57, OPEB Measurements by Agent Employers and Agent Multiple-Employer
Plans, which amends Statement No. 43, Financial Reporting for Postemployment Benefit Plans
Other Than Pension Plans, and Statement No. 45, Accounting and Financial Reporting by
Employers for Postemployment Benefits Other Than Pensions, and addresses issues related to the
frequency and timing of measurements for actuarial valuations first used to report funded status
information in OPEB plan financial statements. The implementation of this pronouncement did not
have a material effect on the financial statements of the Authority.



e GASB Statement No. 64, Derivative Instruments: Application of Hedge Accounting Termination
Provisions (an amendment of GASB Statement No. 53), which will improve financial reporting by
state and local governments by clarifying the circumstances in which hedge accounting continues to
be applied when a swap counterparty, or a swap counterparty’s credit support provider, is replaced.
The implementation of this pronouncement did not have a material effect on the financial statements
of the Authority.

In December 2010, GASB issued Statement No. 60, Accounting and Financial Reporting for Service
Concession Arrangements, which addresses how to account for and report service concession
arrangements (SCAs), a type of public-private or public-public partnership. The provisions of this
statement are effective for periods beginning after December 15, 2011. Management does not believe
that the implementation of this statement will have a material effect on the financial statements of the
Authority.

In December 2010, GASB issued Statement No. 61, The Financial Reporting Entity: Omnibus, which is
designed to improve financial reporting for governmental entities by amending the requirements of
Statements No. 14, The Financial Reporting Entity, and No. 34, Basic Financial Statements - and
Management’s Discussion and Analysis - for State and Local Governments, to better meet user needs
and address reporting entity issues that have come to light since those Statements were issued in 1991
and 1999, respectively. The provisions of this statement are effective for periods beginning after June 15,
2012. Management does not believe that the implementation of this statement will have a material effect
on the financial statements of the Authority.

In December 2010, GASB issued Statement No. 62, Codification of Accounting and Financial
Reporting Guidance Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements, which is
intended to enhance the usefulness of its Codification by incorporating guidance that previously could
only be found in certain FASB and American Institute of Certified Public Accountants (AICPA)
pronouncements. The provisions of this statement are effective for periods beginning after December 15,
2011. Management does not believe that the implementation of this statement will have a material effect
on the financial statements of the Authority.

In July 2011, GASB issued Statement No. 63, Financial Reporting of Deferred Outflows of Resources,
Deferred Inflows of Resources, and Net Position, which establishes guidance for reporting deferred
outflows of resources, deferred inflows of resources, and net position in a statement of financial position.
The provisions of this statement are effective for periods beginning after December 15, 2011.
Management has not yet determined the effect of implementation of this statement on the financial
statements of the Authority.

In April 2012, GASB issued Statement No. 65, Items Previously Reported as Assets and Liabilities,
which clarifies the appropriate reporting of deferred outflows of resources and deferred inflows of
resources to ensure consistency in financial reporting. The provisions of this statement are effective for
periods beginning after December 15, 2012. Management has not yet determined the effect of
implementation of this statement on the financial statements of the Authority.

In April 2012, GASB issued Statement No. 66, Technical Corrections - 2012, which enhances the
usefulness of financial reports by resolving conflicting accounting and financial reporting guidance that
could diminish the consistency of financial reporting. The provisions of this statement are effective for
periods beginning after December 15, 2012. Management has not yet determined the effect of
implementation of this statement on the financial statements of the Authority.

In June 2012, GASB issued Statement No. 67, Financial Reporting for Pension Plans, which revises
existing guidance for the financial reports of most pension plans, and Statement No. 68, Accounting and
Financial Reporting for Pensions, which revises and establishes new financial reporting requirements
for most governments that provide their employees with pension benefits. The provisions in Statement
67 are effective for financial statements for periods beginning after June 15, 2013. The provisions in
Statement 68 are effective for fiscal years beginning after June 15, 2014. Management has not yet
determined the effect of implementation of these statements on the financial statements of the Authority.



CRITICAL ACCOUNTING POLICIES AND PRACTICES

Critical accounting policies are those that are both most important to the portrayal of the Authority’s
financial condition and results and require management’s most difficult, subjective, or complex
judgments, often as a result of the need to make estimates about the effect of matters that are inherently
uncertain.

We had no oral discussions with management regarding critical accounting policies and practices related
to the year ended September 30, 2012.

OTHER INFORMATION IN THE ANNUAL REPORTS

When audited financial statements are included in documents containing other information such as the
Authority’s 2012 Annual Report, we will read such other information and consider whether it, or the
manner of its presentation, is materially inconsistent with the information, or the manner of its
presentation, in the financial statements audited by us. In the event that the Authority issues an Annual
Report or other documentation that includes the audited financial statements, we will be required to read
the other information in the Authority’s 2012 Annual Report and will inquire as to the methods of
measurement and presentation of such information. If we note a material inconsistency or if we obtain
any knowledge of a material misstatement of fact in the other information, we will discuss this matter
with management and, if appropriate, with the CCU.

DISAGREEMENTS WITH MANAGEMENT

We have not had any disagreements with management related to matters that are material to the
Authority’s 2012 financial statements.

CONSULTATION WITH OTHER ACCOUNTANTS

We are not aware of any consultations that management may have had with other accountants about
auditing and accounting matters during 2012.

MAJOR ISSUES DISCUSSED WITH MANAGEMENT PRIOR TO OUR INITIAL
ENGAGEMENT OR RETENTION

Throughout the year, routine discussions regarding the application of accounting principles or auditing
standards were held with management in connection with transactions that have occurred, transactions
that are contemplated, or reassessment of current circumstances. In our judgment, such discussions were
not held in connection with our retention as auditors.

SIGNIFICANT DIFFICULTIES ENCOUNTERED IN PERFORMING THE AUDIT

In our judgment, we received the full cooperation of the Authority’s management and staff and had
unrestricted access to the Authority’s senior management in the performance of our audit.

MANAGEMENT’S REPRESENTATIONS

We have made specific inquiries of the Authority’s management about the representations embodied in
the financial statements. Additionally, we have requested that management provide to us the written
representations the Authority is required to provide to its independent auditors under generally accepted
auditing standards. We have attached to this letter, as Appendix Il, a copy of the representation letter we
obtained from management.



CONTROL-RELATED MATTERS

We have issued a separate report to you, dated May 30, 2013, on the Authority’s internal control over
financial reporting and on its compliance with certain provisions of laws, regulations, contracts, and
grant agreements and other matters which was based upon the audit performed in accordance with
Government Auditing Standards. We have also issued a separate report to you, also dated May 30, 2013,
involving the Authority’s compliance with requirements applicable to each major program and on
internal control over compliance in accordance with OMB Circular A-133.

We have communicated to management, in a separate letter also dated May 30, 2013, certain deficiencies
and other matters related to the Authority’s internal control over financial reporting and to the
Authority’s internal control over its information technology environment that we identified during our
audit.

Although we have included management’s written response to our comments contained in the reports,
such responses have not been subjected to the auditing procedures applied in our audit of the basic
financial statements and, accordingly, we do not express an opinion or provide any form of assurance on
the appropriateness of the responses or the effectiveness of any corrective actions described therein.

This report is intended solely for the information and use of the Consolidated Commission on Utilities,
the management of Guam Waterworks Authority and the Office of Public Accountability - Guam and is
not intended to be and should not be used by anyone other than these specified parties.

We wish to thank the staff and management of the Authority for their cooperation and assistance during
the course of this engagement.

Very truly yours,

Dl SR E



APPENDIX 1

Guem Waterworks Authority
Summery of Uncorrected Misstatements
September 30, 2012
STATEMENT OF CONDITION
Fund Balance Net incoma
Uncarrected Misstatementa Assats Liabilitios __Assets Beg of Year  Stateman
Dr (Cr) Dr (Cr) Dr (Cr) Dr {Cr}
1. To take up eximpolated understatemant in depreciation for CY fixed
asset additions.
Dr. Dspreciation expense 110,451
Cr. Accumulated depreciation (110,451)
2. To adjust prepaid malntenance capitalized to CWIP.
Dr. Prepaid Malntenance 84,050
Cr. Construction in Progress (64.950)
3. To adjust Distribution Line Replacemant Project to agree to inventory on
hand at 8/30/12. :
Dr. Expense 139,730
Cr. Construction In Progress (139,730)
Total Uncomrected Misstatements (250,181) - - 250,181

We have reviewed the uncorrected missiatements above as of September 30, 2012. The uncormected misstatements are not material to the cumrent
year financial statements. Further, ths above are not the resukt of fraud or IHegal acts.
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APPENDIX I, CONTINUED

GQuam Waterworks Authority
Summary of Uncorrected Misststements Relating %0 Prior Yeer
September 30, 2012
STATEMENT OF CONDITION
Fund Balance Net Income
Unoosrected Misstaternents Assets Liabililes _ Assets Beg of Year _ Statement
Dr{Cr) __ Dr(Cr) Dr (C) Dr (Cr)
1. To adjust FY 2011 in-kind federal contributions recorded In FY 2012.
Dr. Capital contributions 651,445
Cr. Fedeml expenditures (651,445)

Total Unconected Misstatemants . .

We have reviewed the uncomrected misstatements above as of Sepiember 30, 2012. The uncorrected misstatements are not material to the current year
financial statements, Further, the above are not the result of fraud or llegal acts.
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APPENDIX IT

GUAM WA T & sa\Ms? s A0 R0 ey

"Good Water Always™ |
Post Office Box 3010, Hagatna, Guam 96932
Phone: (671) 647-2583 Fax: (671) 646-2594

May 30, 2013

Deloitte & Touche LLP
361 South Marine Drive
Tamuning, Guam 96913

Gentlemen:

We are providing this letter in connection with your audits of the statements of net assets
of the Guam Waterworks Authority (GWA), a component unit of the Government of
Guam, as of September 30, 2012 and 2011, and the related statements of revenues,

expenses and changes in net assets and of cash flows for the years then ended, which
collectively comprise GWA’s hasic financial statements for the purpose of expressing an
opinion as to whether the basic financial statements present fairly, in all material respects,

the financial position, results of opcratxons and cash flows of GWA in conformity with
accounting principles generally accepted in the United States of America (GAAP).

We confirm that we are responsible for the following:

a. The fair presentation in the basic financial statéments of financial position, results
of operations, and cash flows, in conformity with GAAP.

b. The fair presentation of the required supplementary information, including the
Management’s Discussion and Analysis, accompanying the ﬁnanmal statements
and additional information accompanying the basic financial statements that is
presented for the purpose of additional-analysis of the basic financial statements.

¢. The design, implementation, and maintenance of programs and controls to prevent
and detect fraud.

d. Establishing and maintaining effective internal control over financial reporting.

e. The review and approval of the financial statements, accompanying schedules and
related notes and acknowledge your role in the preparation of this information.
Specifically, we acknowledge that your role in the preparation of the financial
statements was a matter of convenience rather than one of necessity. We have
reviewed the financial statement preparation assistance provided by you and
acknowledge that the financial statements are prepared in accordance with GAAP.
Our review was based on the use of the stand-alone business-type activities
checklist by the Government Finance Officers Association.

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



APPENDIX II, CONTINUED

Deloitte &‘Touche LLP
May 30, 2013

Page 2

We confirm, to the best of our knowledge and belief, the following representations made 1o you during your

audits,

1. The basic financial statements referred to ahove are fairly presented in conformity with GAAP. In
addition:

a.

LS

Net asset components {invested in capital assets, net of related debt; restricted; and unrestricted) are
properly classified and, if applicable, approved.

Deposits and investment securities are properly classified in the category of custodial credit risk.

Capital assets, including infrastructure assets, are properly capitalized, reported, and, if applicable,
depreciated,

Revenues and expenses are appropriately classified in the statements of revenues, expenses and
changes in net assets within operating revenues, non-operating revenues and expenses

Required supplementary information is measured and presented within preseribed guidelines.

The methods of measurcment and presentation of the supplementary information have not changed
from those used in the prior period to conform with cutrent year presentation

Costs of federal award have been charged in accordance with applicable cost principles.

2. We have provided to you all relevant information and access as agreed in the terms of the engagement
letter.

3. GWA has provided to you all:

a.

Financial records and related data for all financial transactions of GWA and for all funds
administered by GWA. The records, books, and accounts, as provided to you, record the financial
and fiscal operations of all funds administered by GWA and provide the audit trail to be used in a
review of accountability. Information presented in financial reports is supported by the books and
records from which the financial statements have been prepared.

Summaries of actions of the Consolidated Commission on Utilities (as certified by the CCU Board
Secretary on May 30, 2013) which arc dated as follows:

Name Date Name Date.

Regular Meeting October 25, 2011 Regular Meeting October 17,2012
Regular Meeling November 29, 2011 Regular Meeting ctober 25, 2012
Regular Meeting December 12, 2011 Regular Meeting November 27, 2012
Regular Meeting January 24,2012 Regular Meeting December 12, 2012
Regular Mesting April 26,2012 Regular Meeting Januvary 22, 2013
Repular Meeting June 5, 2012 Regular Meeting March 26, 2013
Regular Meeting July 24, 2012 Regular Meeting April 23, 2013

Contracts and grant agreements (including amendments, if any) and any other correspondence that
has taken place with federal agencies,
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Deloitte & Touche LLP
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10.

11.

12.

13.

14,

There have been no:

a. Actions taken by GWA management that contravene the provisions of federal laws and Guam laws
and regulations, or of contracts and grants applicahle to GWA.

b. Communications from rcgulatory agencics concerning noncompliance with or deficiencies in
financial reporting, practices or other matlers that could have a material effect on the financial
statements.

We believe the effects of any uncorrected financial statement misstatements aggregated by you during
the cumrent audit engagement and pertaining to the latest period presented are immuaterial, both
individually and in the aggregate, to the financial statements taken as a whole. A summary of such
uncorrected misstatements lias been attached as Appendix A.

We believe the effects of the uncorrected financial statement misstatements detected in the current year
that relate to the prior year presented, when combined with those misstatements aggregated by you
during the prior year audit engagement and pertaining to the prior year presented, are immaterial, both
individually and in the.aggregate, to the financial statements for the year ended September 30, 2011 taken
as a whole, A summary of such uncorrected miisstatements has been attached as Appendix B.

GWA has not perforimed a formal risk assessment, including the assessment of the risk that the financial
statements may be materially misstated as a result of fraud. However, management has made availabie to
you its understanding about the risks of fraud in GWA and does not believe that the financial statements
are materially misstated as a result of fraud.

We have no knowledge of any fraud or suspected fraud affecting GWA involving:

a. Management.

b. Employees who have significant roles in internal control over financial reporting.
¢, Others if the fraud could have a material effect on the financial statements.

We have no knowledge of any allepations of fraud or suspected fraud affecting GWA received in
communications from employees, former employees, analysts, regulators, or others.

There are no unasserted claims or asscssments that legal counsel has advised us are probable of assertion
and must be disclosed -in accordance with Financial Accounting Standards Board (“FASB”) Accounting
Standards Codification {ASC) Topic No. 450, Contingencies (formerly FASB Statement No. 5,
Accounting for Contingencies), except as disclosed in the notes to the financial staternents.

Significant assumptions used by us in making accounting estimates are reasonable.

We are responsible for establishing and maintaining, and have established and maintained, effective
internal control over compliance for federal programs that provides reasonable assurance that we are
managing federal awards in complianice with laws, regulations, and provisions of contracts or grant
agreements that could have a material effect on its federal programs.

We have disclosed 10 you all deficiencies in the design or operation of internal control over financial
reporting identified as part of our evaluation, including separately disclosing to you all such deficiencies
that are significant deficiencies or material weaknesses in internal control over financial reporting.

Management has identified and disclosed to you all laws and regulations that hiave a direct and material
effect on'the detetmination of financial statement arnounts.
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15.

16.

17.

18.

19.

We are responsible for compliance with local, state, and federal laws, rules, and regulations, including
compliance with the requirements of OMB Circular A-133, and provisions of grants and contracts
relating to GWA’s operations. We are responsible for establishing and maintaimng the components of
internal control relating to our activities in order to achieve the objectives of providing reliable financial
reports, effective and efficient operations, and compliance with laws and regulations. GWA is
responsible for maintaining accounting and administrative control over revenues, obligations,
expenditures, assets, and liabilities.

The Schedule of Expenditures of Federal Awards was prepared in accordance with the requirements of
OMB Cireular A-133, Audits of States, Local Governments, and Non-Profit Organizations. We have
identified in that schedule all awards provided by Federal agencies in the farm of grants, contracts, loans,
loan guarantees, property, cooperative agreements, interest subsidies, insurance, or direct appropriations.
There were no subrecipient expenditures. In addition, we have accurately completed the appropriate
sections of the data collection form.

We have:

a. ldentified the requirements of laws, regulations, and the provisions of contracts and grant agreements

that are considered to have a direct and material effect on each federal program.

b. Complied, in all material respeets, with the requireinénts identified above in connection with federal

awards except as disclosed in the Schedule of Findings and Questioned Costs.

c. Identified and disclosed interpretations of any compliatice réquirements that have varying

interpretations.

d. Made available all information related to federal financial reperts and claims for advances -and

reimbursements. Federal financial reports and claims for advances and reimbursements are supported
by the books and records from which the financial statetnents have been prepared and are prepared on
a basis consistent with that presented in the Schedule of Expenditurcs of Federal Awards. The copies
of federal program financial reports provided are true copies of the reports submitted, or electronically
transmitted, to the federal agency or pass-through entity, as applicable.

e. Identified and disclosed all amounts questioned’ and any known noncompliance with the requirements

of federal awards, including the results of other audits or program reviews related to the abjectives of
the audit

f. Identified previous financial audits, attestation engagements, performance audits, or other studies

related to the objectives of the audit and the corrective actions taken to address significant findings
and recommendations, including the status of follow-up on prior audit findings (and information about
all management decisions) by federal awarding agencies and pass-through entities

g. Provided to you our views on the reported findings, conclusions, and recommendations for your

report,
We are responsible for follow-up on the prior-year findings. We have prepared a summary schedule of
prior-year finding reporting the status of our efforts in implementation of the prior-year’s corrective
action plan.

We have included in the corrective action plan for current-year findings, the name of the person in our

- organization responsible for implementation of the actions, the best actions to be taken, and the estimate

of a completion date. We have taken timely and appropriate steps to remedy frawud, illegal acts, violation
of provisions of contracts or grant agreements, or abuse that you report.
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20.

No changes in internal control over financial reperting or other faciors that might significantly affect
internal control over financial reporting, including any corrective actions taken by management with
regard to significant deficiencies and material weaknesses, have occurred subsequent to September 30,
2012,

Except where otherwise stated below, matters less than $149,000 collectively are not considered to be
exceptions that require disclosure for the purpose of the following representations. This amount is not
necessarily indicative of amounts that would require adjustment to or disclosure in the financial statements.

21

22.

24,

25,

26.

27.

Except as listed in Appendices A and B, there are no transactions that have not been properly recorded in
the accounting records underlying the financial statements.

GWA has no plans or inlenlions that may affect the camrying value or classification of assets and
liabilities.

. The following, to the extent applicable, have been appropriately identified, properly recorded, and

disclosed in the financial statements:

a. Related party transactions and associated amounts receivable or payable, including sales, purchases,
loans, transfers, leasing arrangements, and guarantees (written or oral).

b. Guarantees, whether written or oral, under which GWA is contingently liable.

In preparing the financial statements in conformity with GAAP, management uses estimates. All

estimates have been disclosed in the financial statements for wliich known information available prior to

the issuance of the financial statements indicates that both of the following criteria are met:

a. Tt is at least reasonably possible that the estimate of the effect on the financial statements of a
condition, situation, or set of circumstances that existed at the date of the financial statements will
change in the near term due 16 one or more future confirming events.

b. The effect of the change would be matcrial to the financial statcments.

Risks associated with concentrations, based on information known to management, that meet all of the
following criteria have been disclosed in the financial statements:

a. The conceniration exists at the date of the financial statements.
b. The concentration makes the enterprise vulnerable to the risk of a near-term severe impact,

¢. It is al least reasonably possible (hat the events that could cause the severe impact will occur in the
near term.

There are no:

a. Violations or possible violations of laws or regulations whase effects should be considered for
disclosure in the financial statements or as a basis for recording a loss contingency.

b. Other liabilities or gain or loss contingencies that are required to be accrued or disclosed by FASB
ASC Topic No. 450, Contingencies, except as disclosed in the noles to the financial statements.

GWA has satisfactory title to all owned assets, and there are no liens or encumbrances on such assets nor
has any asset been pledged as collateral except as disclosed in the notes to the financial statcments.
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28

29,

30,

31.

32.

33.

34.
3s.

36.

37

38.

39.

. GWA has complied with all aspects of contractual agreements that would have an effect on the financial
statements in the event of noncompliance, including all requirements associated with the 2005 and 2010
Series bonds.

No department or agency of the Federal Government or the Government of Guam has reported a material
instance of noncompliance to us. '

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

Financial instruments with significant individual or group concentration of credit risk have been
appropriately identified, properly recorded, and disclosed in the financial statements.

Receivables recorded in the financial statements represent valid claims against debtors for sales or other
charges arising on or before the balance-sheet date and have been appropriately reduced to their
estimated net realizable value.

Provision has beenn made to reduce excess or obsolete inventories to their estimated net realizable value,
All inventories are the property of GWA and do not include any items consigned to it,

We believe that all expenditures that have been deferred to future periods are recoverable.

All additions to GWA’s property accounts consist of replacements or additions that are properly
capitalizable.

There were no items ot physical property contained in the property accounts of GWA that were either (a)
abandoned or (b) out of service and not regarded as either (i) standby property or equipment or (ii)
property held for use only temporarily out of service, as that term is commonly understood in the public
utility business.

All regulatory assets and liabilities have been recorded in accordance with the orders or other guidance of
GWA'’s regulatory commission and in accordance with the provisions of FASB ASC 980, Regulated
Operations. Regulatory assets represent incurred costs that are probable of recovery from future
revenues. Regulatory liabilities represent amounts imposed by rate actions of GWA’s regulators that may
require refunds to customers, represent amounts provided in current rates that are intended to recover
costs that are expected to be incurred in the future for which GWA remains accountable; or represent a
gain or other reduction of allowable costs to be given to customers over future periods. All expenditures
that have been deferred to future periods are recoverable,

We have no intention of términating our participation in the Government of Guam Retirement plans or
taking any othér action that could result in an effective termination or reportable event for any of the
plans. We are not aware of any occurrences that could result in the termination of any of our pension
plans te which we contribute.

No evidence of fraud or dishonesty in fiscal operations of programs administered by GWA has been
discovered.
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40. During fiscal year 2012, GWA implemented the following pronouncements:

GASB Statement No. 57, OPEBR Measurements by Agemt Employers and Agent Multiple-
Employer Plans, which amends Statement No. 43, Financial Reporting for Postemployment
Benefit Plans Other Than Pension Plans, and Statement No. 45, Accounting and Financial
Reporting by Employers for Postemployment Bencefits Other Than Pensions, and addresses issues
related to the frequency and timing of measurements for actuarial valuations first used to report
funded status information OPEB plans financial statements. Management does not believe that
the implementation of this statement had a material effect on the financial statements of GWA.

GASB Statement No. 64, Derivative Instruments: Application of Hedge Accounting Termination
Provisions (an amendment of GASB Statement No. 53), which will improve financial reporting
by state and local governments by clarifying the circumstances in which hedge accounting
continues to be applied when a swap counterparty, or a swap counterparty’s credit support
provider, is replaced. Management does not believe that the implementation of this statement
had a material effect on the financial statements of GWA.

Further, the following pronouncements will be effective subsequent to September 30, 2012:

e In December 2010, GASB issued Statement No. 60, Accounting and Financial Reporting
Jfor Service Concession Arrangements, which addresses how to account for and report
service concession arrangements (SCAs), a type of public-private or public-public
partnership. The provisions of this statement are effective for periods beginning after
December 15, 2011,

¢  In December 2010, GASB issued Statement No. 61, The Financial Reporting Entity:
Omnibus, which is designed to improve financial reporting for governmental entities by
amendmg the requirements of Statements No. 14, The Financial Reporting Entity, and No.
34, Basic Financial Statements—and Management s Discussion and Analysis—for State
and Local Governmients, to better meet user needs and address reporting cntity issucs that
have come to light since those Statements were issued in 1991 and 1999, respectively, The
provisions of this statement are effective for periods beginning after June 15, 2012.

. It December 2010, GASB issued Statement No. 62, Codification of Accounting and
Financial Reporting Guidance Contained in Pre-November 30, 1989 FASB and AICPA
Pronouncements, which is intended to enhance the usefulness of its Codification by
incorporating gmdance that previously could only be found in certain Financial Accounting
Standards Board (FASB) and American Institute of Certified Public Accountants (AICPA)
pronouncements. The provisions of this statement are effective for periods beginning after
December 15, 2011.

. In July 2011, GASB issued Statement No. 63, Financial Reporting of Deferred Outflows of
Resources, Deferred Inflows of Resources, and Net Position, which establishes guidance
for reporting deferred outflows of resources, deferred inflows of resources, and net-position
in a statement of financial position. The provisions of this statement are effective for
periods beginning after December 15, 2011,

o In April 2012, GASB issued Statement No. 65, ftemns Previously Reported as Assets and
Liabilities, whlch clarifies the appropriate reporting of deferred outflows of resources and
deferred inflows of resources to ensure consistency in financial reporting. The provisions of
this statement are effective for periods beginning affer December 15, 2012.
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In April 2012, GASB issued Statement No. 66, Technical Corrections - 2012, which
enhances the usefulness of financial reports by resolving confli¢ting accounting and
financial reporting guidance that could diminish the consistency of financial reporting. The
provisions of this statement are effective for periods beginning after December 15, 2012.

In June 2012, GASB issued Statement No. 67, Financial Reporting for Pension Plans,
which revises existing guidance for the financial reports of most pension plans, and
Statement No. 68, Aécaunting and Financial Reporting for Pensions, which tevises and
establishes new financial reporting requirements for most governments that provide their
employees with pension benefits. The provisiors in Statement 67 are effective for financial
statements for periods beginning after June 15, 2013. The provisions in Statement 68 are
effective for fiscal years beginning after June 15, 2014.

Management does not believe that the implementation of these statements had a material effect
on the financial statements of GWA.

41, Regarding required supplementary information:

a,

b.

We confirm that we are responsible for the required supplementary information

The required supplementary information is measured and presented in accordance with GASB
Codification of Government Accounting and Financial Reporting Standards Section 2200,
Comprehensive Annial Financial Report

The methods of measurement and presentation of the supplementary information have not
changed from those used in the prior period

42. Regarding supplementary information:

a4,

We are respousible for the [air presentation ol the supplementary information in accordance with

GAAP

We believe the supplementary information, including its form and content, is fairly presented in
accordance with GAAP

The meéthod of measurement and presentation of the supplementary information has not changed
from those used in the prior period

43, Tn 2002, the United States Government filed a complaint against GWA and the Government of
Guam for alleged violations under the Federal Clean Water Act (CWA) and the Safe Drinking
Water Act (SDWA). Because of GWA’s non-compliance with the National Primary Drinking
Water Regulations, the U.S. Government is seeking both civil penallies and injunctive relief to
address such non-compliance. Both GWA and the U.S. Department of Justice, Environmental
and Natural Resources Division, mutually agreed in the form of Stipulated Order to resolve the
violation issues.

On June 5, 2003, a Stipulated Order for Preliminary Relief was filed before the District Court of
Guam. The Stipulation requires implementation of short-term projects and initial planning
measures by GWA., GWA is required to submit a final financial plan in the Master Plan that
generates sufficient revenue to cover the cost of all compliance activities and deliverables
required by the Stipulated Order for Preliminary Relief, as well as any other anticipated
expenses, including any measures necessary to ensure compliance with the CWA and the SDWA
and costs related to the infrastructure improvements identified in the Master Plan.
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In 2006, the Stipulated Order was amended which required GWA to perform approximate]y $220
million worth of capital improvement projects and perform other actions to bring GWA’s system
into compliance. However, GWA was unable to meet all deadlines set out in the amended
Stipulated Order. The District Court ordered the parties to stipulate as to scope of remaining
projects and project completion dates; however, the parties were unable to reach an agreement on
all items. As a tesull, on Ncwcmbcr 10, 201 ], the District Court issued an order setting new
deadlines for the unfinished projects and establishing new projects that were not part of the
amended Stipulated Order. As of September 30, 2012, the financial impact of the order has not
been determined.

44. On June 2, 2011, the Guam Public Utilities Commission (PUC) issued an order requiring GWA
to pay the amount of $18,333,333 to the Govemment of Guam. GWA filed an appeal of the
order in the Superior Cowrt of Guam. The order was stayed by the Superior Court in September
2011. As of September 30, 2012, a final decision and order on the merits of the appeal or the
PUC’s order has not been issued. GWA has not recorded a liability as of September 30, 2012
pending final resolution of the matter. Management believes that the repayment of the related
liability would be dependent upon future rate increases.

45. On November 29, 2011, the United States Environmental Protection Agency (USEPA) informed
GWA that its primary treatment permits for the Hagatna and Northern District Wastewater
Treatment Plants had been denied and that GWA would be required to upgrade the plants to
secondary treatment. The upgrades have been estimated to cost approximately $300 million.
GWA intends to negotiate with the USEPA on the timelines for upgrading the plants, which may
be deferring the upgrades for approximately 20 to 30 years.

46, No events have occurred after September 30, 2012, but before May 30, 2013, the date the
financial statements were available to be issued that require consideration as adjustments to, or
disclosures in the financial statements. Further, no events have occurred subsequent to
September 30, 2012 that require consideration as adjustments to or disclosures in the schedule of
federal awards and related notes.

Very truly yours,

- [ﬁ/z

Simon Sanchez
Chairman, Consolidated Cnmmjssmn on Utilities

NTZ Sy

Martin Roush
General Manager

Chiel Financial W
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APPENDIX A
Guam Waterworis Authority
Summary of Uncorrected Misstatements
September 30, 2012
STATEMENT OF CONDITION
fFund Balance Net Income
Unocorrectsd Misstatements Assats Linbilltles _Assets Bag of Year  Statsmont
Dr (Cr) Dx (C1) Dr (Cr) Dr (Cr)
1. To take up extrapolaied understitement In depreciation for CY fixed
asset additions.
Dr. Depreciation expensa 110,451
Cr. Accumulated depreciation (110,451)
2. To adjust prepald maintenance capitalized to CWIP.
Dr. Prepald Malntenance 64,050
Cr. Construction in Progress (64.950)
3. To adjust Distribution Line Replacement Project to agree to inventory on
hand at §/30/12. g
Dr. Expense 139,730
Cr. Construction In Progress (139,730)
Total Uncorrected Misstatements (250,181) - - 250,181

We have rsviewed the uncomected misstatements above as of September 30, 2012. The uncofmected misstatements are not material to the current
yoar financial statements. Further, the above are not the result of fraud or IHegal acts.
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APPENDIX B
Guam Waterworka Authority
Summary of Uncorrecied Misstatoments Relating %o Prior Year
September 30, 2012
STATEMENT OF CONDITION
Fund Balance Net Income
Unocosrecied Misstiatoments Asssts Lishiltiss _ Assets Beg of Year _ Statsment
Dr(c) __ Dr(Cr) Dr (C7) O (1)
1. To adjust FY 2011 in-kind federal contributions recordsd In FY 2012,
Dr. Caphal contrbutions €51,445
Cr. Federal expenditures (651,445)

Total Uncomrected Misstatomants

We have reviewsd the uncomected misstatements above as of September 30, 2012. The uncomrected misstatements are not material to the current year
financlal statements. Further, the above are not the result of fraud or ilegal acts.
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