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Report of Independent Auditors

Commissioners
Consolidated Commission on Utilities

Report on the Audit of the Financial Statements
Opinion

We have audited the financial statements of Guam Waterworks Authority (the Authority), a
component unit of the Government of Guam, as of and for the years ended September 30, 2023
and 2022, and the related notes to the financial statements, which collectively comprise the
Authority’s basic financial statements as listed in the table of contents.

In our opinion, the accompanying financial statements referred to above present fairly, in all
material respects, the financial position of the Authority at September 30, 2023 and 2022, and the
changes in financial position and its cash flows for the years then ended in accordance with
accounting principles generally accepted in the United States of America.

Basis for Opinion

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America (GAAS) and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States
(Government Auditing Standards). Our responsibilities under those standards are further described
in the Auditor’s Responsibilities for the Audit of the Financial Statements section of our report.
We are required to be independent of the Authority, and to meet our other ethical responsibilities,
in accordance with the relevant ethical requirements relating to our audit. We believe that the audit
evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with accounting principles generally accepted in the United States of America, and for
the design, implementation, and maintenance of internal control relevant to the preparation and
fair presentation of financial statements that are free from material misstatement, whether due to
fraud orerror.

A member firm of Ernst & Young Global Limited



In preparing the financial statements, management is required to evaluate whether there are
conditions or events, considered in the aggregate, that raise substantial doubt about the Authority’s
ability to continue as a going concern for 12 months beyond the financial statement date, including
any currently known information that may raise substantial doubt shortly thereafter.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion. Reasonable assurance is a high level of assurance but is not absolute
assurance and therefore is not a guarantee that an audit conducted in accordance with GAAS and
Government Auditing Standards will always detect a material misstatement when it exists. The
risk of not detecting a material misstatement resulting from fraud is higher than for one resulting
from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or
the override of internal control. Misstatements are considered material if there is a substantial
likelihood that, individually or in the aggregate, they would influence the judgment made by a
reasonable user based on the financial statements.

In performing an audit in accordance with GAAS and Government Auditing Standards, we:
e Exercise professional judgment and maintain professional skepticism throughout the audit.

e Identify and assess the risks of material misstatement of the financial statements, whether
due to fraud or error, and design and perform audit procedures responsive to those risks.
Such procedures include examining, on a test basis, evidence regarding the amounts and
disclosures in the financial statements.

e Obtain an understanding of internal control relevant to the audit in order to design 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. Accordingly, no such
opinion is expressed.

e Evaluate the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluate the overall
presentation of the financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the
aggregate, that raise substantial doubt about the Authority’s ability to continue as a going
concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit, significant audit findings, and certain internal
control-related matters that we identified during the audit.



Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Management’s Discussion and Analysis on pages 5 through 24 as well as the Schedules of
Proportionate Share of the Net Pension Liability on pages 66 through 68, the Schedule of Pension
Contributions on page 69, the Schedule of Proportionate Share of the Total OPEB Liability on
page 70, the Schedule of OPEB Contributions on page 71, and the Notes to Required
Supplementary Information on page 72 be presented to supplement the basic financial statements.
Such information is the responsibility of management and, although not a part of the basic financial
statements, is required by the Governmental Accounting Standards Board who considers it to be
an essential part of financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. We have applied certain limited procedures to the
required supplementary information in accordance with auditing standards generally accepted in
the United States of America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management’s
responses to our inquiries, the basic financial statements, and other knowledge we obtained during
our audit of the basic financial statements. We do not express an opinion or provide any assurance
on the information because the limited procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance.

Supplementary Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Authority’s basic financial statements. The Schedule of Certain
Operating and Maintenance Expenses, the Schedule of Construction Work in Progress, the
Schedules of Net Position, Revenue, Expenses and Changes in Net Position for the System
Development Charge Fund, and the Schedule of Operating Revenues on pages 73 through 76 are
presented for purposes of additional analysis and are not a required part of the basic financial
statements. Such information is the responsibility of management and was derived from and relates
directly to the underlying accounting and other records used to prepare the basic financial
statements. The information has been subjected to the auditing procedures applied in the audit of
the basic financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to
prepare the basic financial statements or to the basic financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in the United
States of America. In our opinion, the Schedule of Certain Operating and Maintenance Expenses,
the Schedule of Construction Work in Progress, the Schedules of Net Position, Revenue, Expenses
and Changes in Net Position for the System Development Charge Fund, and the Schedule of
Operating Revenues are fairly stated, in all material respects, in relation to the basic financial
statements as a whole.

Other Information

Management is responsible for the other information included in the financial statements. The
other information comprises the Schedule of Employee and Other Data on page 77 but does not
include the basic financial statements and our auditor's report thereon. Our opinion on the basic
financial statements do not cover the other information, and we do not express an opinion or any
form of assurance thereon.



In connection with our audit of the basic financial statements, our responsibility is to read the other
information and consider whether a material inconsistency exists between the other information
and the basic financial statements, or the other information otherwise appears to be materially
misstated. If, based on the work performed, we conclude that an uncorrected material misstatement
of the other information exists, we are required to describe it in our report.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated June 12,
2024 on our consideration of the Authority’s internal control over financial reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements
and other matters. The purpose of that report is solely to describe the scope of our testing of internal
control over financial reporting and compliance and the results of that testing, and not to provide
an opinion on the effectiveness of the Authority’s internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards in considering the Authority’s internal control over financial reporting and

compliance.
émzf ¥ MLLP

June 12, 2024



Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis

Years Ended September 30, 2023 and 2022

As management of the Guam Waterworks Authority (GWA), we offer readers of GWA’s financial
statements this narrative overview and analysis for the fiscal year ending September 30, 2023. It
is based on the financial statements provided in the annual audit report. Selected comparable
financial data from the prior year is also provided.

The following Management’s Discussion and Analysis (MD&A) should be read in conjunction
with GWA’s basic financial statements and related notes to enhance understanding of the
Authority’s financial performance.

Introduction

GWA provides water and wastewater services to the majority of Guam’s civilian population and
some military facilities. In 2002, pursuant to Public Law 26-76, the Authority was converted from
a government agency to a Guam public corporation governed by the Consolidated Commission on
Utilities (CCU).

The CCU is an elected non-partisan body with five staggered positions. The five-member
commission assumed policy responsibility and decision-making authority over GWA operations.
Their roles include the development of operating and financial budgets and overall management
strategy and direction. Two seats will be up for election on November 8, 2024. The CCU hires the
General Manager, the Legal Counsel, and the Chief Financial Officer for GWA. The CCU also
oversees the Guam Power Authority (GPA).

GWA’s main offices are co-located with GPA at the Gloria B. Nelson Public Service Building in
Fadian, Mangilao. Satellite offices in Hagatiia and Upper Tumon serve both GWA and GPA
customers. Operations and Maintenance personnel also work out of water and wastewater
treatment plants as well as field offices in various locations. At the end of FY2023, GWA had a
staff of 356 full-time equivalent (FTE) employees.

GWA owns and operates a variety of facilities that provide water and wastewater services. These
facilities represent a significant investment of ratepayer funds and include substantial visible and
underground infrastructure assets. The condition and performance of GWA’s existing utility
system assets were reviewed in the 2018 Water Resources Master Plan Update; the next update to
the Master Plan is scheduled to be completed in FY2024.



Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis, continued

Introduction, continued

GWA provides water and wastewater services to the majority of Guam’s civilian population and
Water sources on the island of Guam include groundwater, surface water, and springs.
Groundwater supplies about 90 percent of the drinking water for Guam’s residents and visitors.
Deep wells are used to extract groundwater for use. GWA owns 120 wells, of which 95 were
operational (though all were not in use) on September 30, 2023. GWA’s water system includes a
network of transmission and distribution pipelines, booster pump stations, pressure regulating
valve stations, reservoirs, tanks, and fire hydrants, all supporting the agency’s effort to provide
more efficient and reliable service to its customers while meeting regulatory requirements. At the
end of FY2023, GWA had over 43,650 water customers.

GWA provides wastewater services for Guam’s general population, Andersen Air Force Base, and
other military installations in Northern Guam. At the end of FY2023, GWA had more than 30,750
wastewater customers. The wastewater system is separated into seven wastewater basins, served
by six wastewater treatment plants, and an extensive collection system. The GWA wastewater
collection systems are comprised of gravity sewer pipes, manholes, pump stations, ejector stations,
force mains, and siphons.

GWA has undergone a significant transformation over the last several years by working to improve
its management and operations through streamlining expenditures, decreasing leak repair times,
completing a meter replacement program, launching an asset management and computerized
maintenance management system that includes mobile capabilities, and upgrading its financial
management system. These efforts have all contributed to significantly improved operating results
despite the need for cost containment and deferred maintenance given the residual effect of the
global pandemic, ensuing supply chain disruptions and inflationary pressures on the economy.

Regulatory Oversite

The Guam Public Utilities Commission (PUC) has the responsibility and authority to regulate rates
charged by GWA as well as approve all revenue-funded contracts over $1 million. The PUC is
governed by seven commissioners who serve six-year terms under appointment by the Governor
and confirmation by the legislature.

On July 6, 2019, GWA petitioned the PUC for approval of the Five-Year Financial Plan and rate
relief spanning FY2020 through FY2024. The PUC approved 5% rate increases effective March
1, 2020, and October 1, 2020. GWA was required to provide a comprehensive review and update
of the financial plan for FY2022 to FY2024 along with an updated rate model on or before May
1, 2021. The PUC also required that the update be informed by a number of analytical studies. The
studies, due on March 31, 2021, included demand forecasting, water loss reduction, cost-of-
service, rate design, affordability, capital financing alternatives, capitalized labor, and cesspool
and septic tank elimination.



Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis, continued

Regulatory Oversite, continued

The studies, updated financial plan, and rate model were timely filed as required; the impact of the
COVID-19 pandemic on customer demand and revenues was also taken into consideration in the
update of the financial plan. The updated financial plan also contained a revised rate design, and a
Customer Assistance Program to address water affordability. PUC action on the requested rate
increases did not take place until September 22, 2022 resulting in no rate increases for FY2022
and 5.5% rate increases effective October 1, 2022 for FY2023, and October 1, 2023 for FY2024;
the FY 2024 increase was subject to a true-up projection which was provided, as required, on June
1, 2023. In the September 22, 2022, PUC Order, the requested change in rate design was not
authorized and the proposed Customer Assistance Program was deferred. The PUC subsequently
approved a 16.7% increase for FY2024 effective October 1, 2023.

GWA must adhere to Guam and federal regulations for both water and wastewater treatment and
services. Water standards are based on the requirements established by the Safe Drinking Water
Act (SDWA), while wastewater treatment and disposal are governed by the Clean Water Act
(CWA). The U.S. Environmental Protection Agency (US EPA) issues NPDES (National Pollutant
Discharge Elimination System) permits for GWA facilities when required and is responsible for
monitoring its compliance. The Guam Environmental Protection Agency (GEPA) is the territorial
agency in charge of monitoring GWA water system operations as well as SDWA compliance.

GWA is currently under a 2011 Court Order to address US EPA complaints and has completed all
but one element, which involves repairing or replacing potable water reservoirs. The District Court
approved a request to extend the deadline for completion of the projects to December 31, 2025,
due to the impacts to the construction capabilities on Guam resulting from the pandemic, global
supply chain issues and related inflationary pressures.

In further regulatory enforcement efforts, over the last five years, GWA has been negotiating with
US EPA on a consent decree to address its wastewater collection and conveyance systems; the
negotiated partial consent decree was signed by Guam signatories in December 2023 and was filed
by US EPA in Guam District Court on January 31, 2024.

Debt Service Coverage and Financing

As part of the PUC Docket 19-08, GWA agreed to work to harmonize the debt service coverage
(DSC) policy requirements set by the CCU and the PUC and align the DSC calculation with bond
covenants. GWA Resolution 17-FY2020 adopted a debt service coverage target of 1.4X for
FY2021 and a near-term goal of 1.5X beginning in FY2022 calculated on the same basis as is
called for in the GWA Revenue Bond Indenture. GWA Resolution 17-FY 2020 also called for the
dissolution of the Working Capital Reserves for Debt Services. However, in response to financial
pressures created by the impacts of the global pandemic on Guam’s economy, the PUC authorized
a debt service coverage ratio of 1.3X for the remainder of the Five-year Financial Plan, i.e., through
FY2024, in its September 2022 rate order.



Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis, continued

Rate Stabilization Fund

CCU Resolution 11-FY2021 authorized the establishment of a Rate Stabilization Fund to address
the financial risk associated with utility operations and capital financing. A transfer in September
2021 of $11.4 million previously in the dissolved Working Capital Reserves for Debt Services,
was made to the Rate Stabilization Fund. Transfers from the Rate Stabilization Fund in FY2022
and FY2023 depleted the balances due to PUC inaction or reduction of GWA’s requested rate
increase as well as COVID-related impacts to revenues and inflationary effects on expenses. A
$950,000 settlement payment was transferred into the Rate Stabilization Fund in September 2023.

Federal Assistance
U.S. Department of Defense

GWA received $173.2 million in grants from the U.S. Department of Defense Office of Economic
Adjustment, renamed Office of Local Defense Community Cooperation (OLDCC), to make water
and wastewater system improvements related to the Marine relocation from Okinawa to Guam.
The projects were completed by January 2023. In FY2023, there were $8.1 million in OLDCC
grant related expenditures. The projects funded by OLDCC include:
Route 9/3 sewer collection main rehabilitation stretching from Andersen AFB to Northern
District Wastewater Treatment Plant
= Northern District Wastewater Treatment Plant Upgrade to secondary treatment
= Monitoring wells construction and rehabilitation which will be used to gauge the health of the
Northern Aquifer

U.S. Environmental Protection Agency (US EPA)

The Infrastructure Investment and Jobs Act, also known as the Bipartisan Infrastructure Law, was
signed into law on November 15, 2021. As a result, the GWA FY 2023 (Federal Fiscal Year 2022)
allotment received through the US EPA State Revolving Fund increased by $26 million. Funds
must be obligated within three years and are used for a number of water and wastewater capital
projects including sewer line upgrades, sewer force main improvements, and water distribution
system pressure zone realignments. US EPA SRF expenditures totaled $4.9 million in FY2023.

American Rescue Plan Act (ARPA)

In November 2022, GWA received $12.4 million of ARPA funds through the Office of the
Governor to mitigate needed rate increases in FY2023. The $12.4 million was exhausted by the
end of FY2023. An additional $8.6 million in ARPA funding was received for water and
wastewater infrastructure upgrades in Adacao to enhance utility services to underserved areas
impacted by the COVID-19 pandemic; $365,230 of these funds were expended in FY2023.



Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis, continued

Federal Assistance, continued
Department of Interior (DOI)

GWA was awarded a $296,500 Technical Assistance Program (TAP) grant to fund leak detection,
sewer inspection and sewer cleaning equipment and related training. DOI expenditures totaled
$71,551 in FY2023.

Federal Emergency Management Agency (FEMA)

GWA received $35,749 in FEMA grants in FY2023 to reimburse expenditures resulting from 2019
damages related to Typhoon Wautip.

Ratepayer Assistance Programs

Guam Department of Administration administered a number of programs to assist qualified
applicants pay current and past due GWA bills. The Guam Emergency Rental Assistance Program
(GERAP) and the Guam Homeowners Assistance Fund (GHAFP), funded through the second
federal relief act, assists renters and homeowners with water and wastewater billings. In FY2023,
total GERAP payments received were approximately $867,606 and total GHAFP payments
received were approximately $524,268. Additionally, $108,610 in payments from the Low-Income
Household Water Assistance Program (LIHWAP) for eligible ratepayers were received in
FY2023.

Water Loss

As of FY2023, GWA has established 21 of 36 planned district metered areas (DMAS). Within each
DMA, water flow entering and leaving the DMA can be measured through flow meters and
customer meters. Using this flow data, real water losses within each DMA can be determined. The
data from the DMA is loaded into software to analyze loss patterns and trends and assess
performance of leak detection and repair efforts. Leak detection campaigns are being performed
to identify and repair leaks that otherwise would not have been reported.

The vast majority of leaks detected occur on service laterals less than 4 inches in diameter, and
although reductions in losses have been achieved after detected leaks are repaired, they are not
sustained as new leaks in other sections of the piping subsequently appear. This indicates that
piping is beyond its useful service life and sustained reductions in water loss will require large
scale line replacements.

Additional leak detection equipment has been acquired and training for leak detection staff has
been conducted. However, staff turnover has stymied progress.



Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis, continued

COVID-19 Public Health Emergency

As aresult of Guam’s high vaccination rate and low number of new COVID cases, Governor Leon
Guerrero ended the COVID-related Public Health Emergency in January 2023. Additionally,
COVID-related travel protocols in the region have been relaxed, making it easier for tourists to
travel to Guam.

The pace of economic recovery of Guam’s tourism sector impacts the Authority’s sales and
revenues within related rate classes. Residential consumption has decreased as schools and
businesses opened but increases in hotel and commercial consumption have not been enough to
offset the reduction in residential consumption. Accordingly, GWA continued its strategy to
contain costs, reduce production and improve water loss control while monitoring the effect of the
economic rebound on its revenues.

GWA also worked to maintain the timely execution of on-going CIP projects to enhance critical
water and wastewater infrastructure systems, and to sustain economic activity related to these
significant construction projects.

Overview of the Financial Statements

This MD&A is intended to serve as an introduction to GWA'’s basic financial statements. GWA’s
basic financial statements are for a single proprietary fund and include the financial statements,
notes to those financial statements, and other supplementary and statistical information.

Proprietary Fund Financial Statements

GWA’s operations are accounted for as a single proprietary fund using the full accrual basis of
accounting. In this regard, GWA operations are accounted for in a manner similar to a private
enterprise. Within this one proprietary fund, GWA segregates revenues and expenses for various
purposes such as operations, debt service, and capital improvements, but that segregation does not
create separate proprietary funds.

Notes to the Financial Statements

The notes provide additional information that is essential to a full understanding of the data
provided in the financial statements. The notes to the financial statements can be found beginning
on page 32 of this report.

Other Information

In addition to the basic financial statements and accompanying notes, this report also presents

supplementary and statistical information. Supplementary and statistical information can be found
beginning on page 66 of this report.
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis, continued

Financial Condition and Results

The Authority’s total net position increased by $12.3 million at the end of the fiscal year resulting
from net operating income of $1.9 million, non-operating revenues of $25.6 million (investment
income and operating grant) offset by $28.7 million in non-operating expenses (interest expense)
and $13.5 million in capital contributions.

Summary Statement of Net Position

2023 to 2022 Comparison
September 30, September 30, Increase/ % September 30,
2023 2022 (Decrease) Change 2021
Current and other assets $ 325,180,362 $ 326,517,486 $( 1,337,124) -0.4% $ 367,169,585
Capital assets, net 812,902,989 814,497,440 ( 1,594,451) -0.2% 767,223,631
Deferred outflows of resources 77,227,192 80,679,601 (_3.452,409) -4.3% 94,965,533
Total assets and deferred outflows $1,215,310,543  $1,221,694,527 $(_6,383,984) -0.5% $1,229,358,749
Current and other liabilities $ 182,998550 $ 205,224,088 $(22,225,538) -10.8% $ 206,642,888
Long-term debt 650,847,410 662,573,147 (11,725,737) -1.8% 674,194,335
Deferred inflows of resources 46,950,249 31,668,558 15,281,691 48.3% 38,804,923
Total liabilities and deferred inflows 880,796,209 899,465,793 (18,669,584) -2.1% 919,642,146
Net Position:
Net investment in capital assets 330,849,577 322,499,972 8,349,605 2.6% 286,341,746
Restricted 102,947,398 99,393,423 3,553,975 3.6% 28,019,130
Unrestricted (_99,282,641) (_99,664,661) 382,020 -0.4% (__4,644,273)
Total net position 334,514,334 322,228,734 12,285,600 3.8% 309,716,603
Total liabilities, deferred inflows
and net position $1,215,310,543  $1,221,694,527 $( 6,383,984) -0.5% $1,229,358,749

The Authority’s net investment in capital assets represents 98.9% of total net position. The net
amount invested in capital assets increased by $8.3 million compared to the previous year.

In FY2023, overall operating revenues increased by 6.5% or $6.6 million over the prior fiscal year,
of which $4.9 million can be attributed to increases in water and wastewater revenues combined
with a reduction to this year’s bad debt expense of $1.6 million.

Water revenues (excluding System Development Charges) increased by $2.0 million or 3.1% over
the prior fiscal year. Despite overall demand decreasing by 4.1% or 217.5 million gallons, a PUC
approved rate increase of 5.5% effective October 1, 2022, contributed to the revenue growth. The
hotel sector, with a 19.9% or 92.0 million gallon increase, was the top contributor at $1.9 million.
The commercial sector saw revenue increases of about $741 thousand which is due mainly to the
rate increase as demand saw a slight reduction.

Wastewater revenues (excluding System Development Charges) also increased by $2.8 million.
Because non-residential wastewater revenues are driven by water consumption, wastewater
revenues showed similar improvements in the hotel sector reflecting an 18.4% or 58.5 million
gallon increase resulting in a 24.2% or $1.6 million increase in revenues. Federal sector growth at
9.9% or 50.1 million gallons added nearly $1 million in revenues; note that much of the services
provided to the military is for wastewater only as the water supply for the military is from military
sources.

11



Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis, continued

Financial Condition and Results, continued

Operating expenses increased by 10.1% or $9.7 million over FY2022. A $13.9 million increase in
all expense categories was offset by a reduction in retiree health care costs of $4.2 million, although
non-cash in nature. Power purchases continue to be one of the largest contributing factors of the
increase at 31.3% or $5.8 million due to increasing LEAC (Levelized Energy Adjustment Clause)
rates tied to the price of oil. Salaries, wages, and benefits increased by $2.3 million, of which
nearly $900 thousand was used to fund premium pay for employees directly involved in the
recovery after Typhoon Mawar. Depreciation increased by $2.4 million due to property additions
in FY2023 making power, salaries and depreciation the top three largest increases in expenses.
Recovery of typhoon related expenses is not expected until FY2024 or later, either by property
insurance claims or through FEMA public assistance funds.

A comparative analysis of Revenues, Expenses, and Changes in Net Position for FY2023 and
FY2022, as well as the results of FY2021 are illustrated in the Table below:

Results of Operations/Statement of Revenues, Expenses and Changes in Net Position

2023 to 2022 Comparison
September 30, September 30, Increase/ % September 30,
2023 2022 (Decrease) Change 2021

Revenues:
Water $ 69,482,859 $ 67,271,841 $ 2,211,018 3.3% $ 67,797,404
Wastewater 38,130,751 35,434,169 2,696,582 7.6% 33,364,098
Other 567,167 464,488 102,679 22.1% 502,315
Bad debts (___421,467) (_2,028,510) 1,607,043 -79.2% (11,991,300)
Total operating revenue 107,759,310 101,141,988 6,617,322 6.5% 99,672,517

Expenses:
Power purchases 24,397,961 18,577,440 5,820,521 31.3% 12,507,537
Water purchases 7,038,954 5,656,471 1,382,483 24.4% 6,615,983
Sludge (waste) disposal fees 676,362 658,813 17,549 2.7% 1,415,293
Salaries, wages and benefits 24,470,756 22,191,629 2,279,127 10.3% 24,240,266
Depreciation 30,911,997 28,462,573 2,449,424 8.6% 26,869,495
Administrative and general 8,346,930 7,297,610 1,049,320 14.4% 6,861,923
Contractual 5,421,883 4,492,845 929,038 20.7% 4,247,073
Retiree healthcare costs and other benefits 4,621,864 8,864,985 (. 4,243,121) -47.9% 9,707,749
Total operating expenses 105,886,707 96,202,366 9,684,341 10.1% 92,465,319
Net operating income (loss) 1,872,603 4,939,622 ( 3,067,019) -62.1% 7,207,198
Non-operating revenue 25,605,563 941,435 24,664,128 2619.8% 4,731,813
Less: Interest expense (_28,678,533) (129,175,309) 496,776 -1.7%  (_30,075,496)
Total non-operating revenues (expenses), net  (__3,072,970) (L28,233,874) 25,160,904 -89.1%  (_25,343,683)
Loss before capital contributions ( 1,200,367) ( 23,294,252) 22,093,885 -94.8%  ( 18,136,485)
Capital contributions 13,485,967 35,806,383 (22,320,416) -62.3% 64,592,719
Change in net position 12,285,600 12,512,131 ( 226,531) -1.8% 46,456,234
Net position - beginning year 322,228,734 309,716,603 12,512,131 4.0% 263,260,369
Net position — end of year $334,514,334 $322,228,734 $12,285,600 3.8%  $309,716,603
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Financial Condition and Results, continued

The tables below illustrate the distribution of revenues and demand among major customer classes:

Management’s Discussion and Analysis, continued

Annual Water Revenues (Excluding System Development Charges)

2023 to 2022 Comparison

Increase
Class Type FY23 FY22 (Decrease) % Change FY21
Agricultural $ 368471 $§ 431,070 $( 62,599) -145% § 444,892
Golf Course 116,491 70,280 46,211 65.8% 56,152
Commercial 14,461,167 13,720,269 740,898 54% 13,251,332
Federal 25,097 28,145 ( 3,048) -10.8% 38,596
Government 7,514,091 7,611,024 ( 96,933) -1.3% 6,437,468
Hotel 9,046,164 7,125,401 1,920,763 27.0% 6,968,351
Irrigation 34,965 39,113 ( 4,148) -10.6% 43,360
Residential 37,209,436 37,709,793 (0500,357) -1.3%  39.816.286
Total $68.775,882 $66,735,095  $2,040,788 3.1% $67,056.437
Annual Wastewater Revenues (Excluding System Development Charges)

2023 to 2022 Comparison

Increase
Class Type FY23 FY22 (Decrease) % Change FY21
Commercial $ 8,538,306 $ 8,373,667 $ 164,639 2.0% $ 7,760,006
Federal 7,094,928 6,110,211 984,717 16.1% 5,944,514
Government 4,356,099 4,391,010 ( 34,911) -0.8% 3,617,134
Hotel 8,100,157 6,523,248 1,576,909 24.2% 6,091,381
Residential 9,389,071 9,327,418 61,653 0.7% 9.095.570
Total $37.478.561 $34,725,554  $2.,753,006 7.9% $32,508.605
Water Demand by Rate Class
(in ‘000 gallons)

2023 to 2022 Comparison

Increase
Class Type FY23 FY22 (Decrease) % Change FY21
Agricultural 49,748 65,719 ( 15,971) -24.3% 68,805
Golf Course 6,415 3,796 2,619 69.0% 2,855
Commercial 816,393 818,460 ( 2,067) -0.3% 786,157
Federal 1,099 1,389 ( 290) -20.9% 2,069
Government 445,116 471,943 ( 26,827) -5.7% 404,026
Hotel 554,767 462,757 92,010 19.9% 448,034
Irrigation 3,242 4,888 ( 1,646) -33.7% 5,404
Residential 3,185,230 3.450,574 (265.344) -71.7% 3,622,514
Total 5,062,010 5,279,526 (217.516) -4.1% 5,339.864
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis, continued

Financial Condition and Results, continued

Wastewater Demand by Rate Class
(in ‘000 gallons)
2023 to 2022 Comparison

Increase

Class Type FY23 FY22 (Decrease) % Change FY21

Commercial 570,488 585,512 ( 15,024) -2.6% 566,044
Federal 558,530 508,438 50,092 9.9% 493,841
Government 341,718 365,856 ( 24,138) -6.6% 303,587
Hotel 376,947 318,491 58,456 18.4% 297,738
Residential 1,906,036 2,051,330 (145.,294) -7.1% 2,150,617
Total 3,753,719 3,829,627 (_75,908) -2.0% 3,811,827

Capital Assets

The Authority had $812.3 million (net of accumulated depreciation) invested in a broad range of
utility capital assets as of September 30, 2023. The table below highlights the various categories
where these investments in capital assets were made.

This fiscal year’s net decrease in capital assets of $1.6 million is a result of a net increase of $97.5
million due to utility plant additions offset by a reduction in construction in progress of $99.1
million. Capital asset increases are attributable to ongoing major capital improvement projects
associated with a 2011 Federal Court Order, the Authority’s 5-year Capital Improvement Program,
and the Water Resources Master Plan Update, August 2018.

The Authority’s revenue, long-term debt, and grants-in-aid are used to finance capital investments.
The table below reflects major capital additions as a result of construction projects that were
completed in the fiscal year that include wastewater treatment plant upgrades, sewer line
rehabilitation/replacements, reservoir replacements, deep well rehabilitations and flow meter
installations, sewer and water pump station work and general plant improvements. The reduction
in construction in progress is due largely to the final completion of the Northern District
Wastewater Treatment Plant.
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis, continued

Capital Assets, continued
FY2023 Capital Asset Additions

Wastewater
Treatment plants

Sewer lines 12,508,816
Sewer pump stations 2,054,152

103,043,240

Water
Reservoirs 14,900,184
Deepwells 8,511,764
Booster pump stations 264,722
Water lines 127,969
Meters 1,123,347
24,927,986
General Plant Improvements 366.306

Total

Capital Assets, Net of Accumulated Depreciation

$ 88,480,273

$128,337,532

2023 to 2022 Comparison

September 30, September 30, Increase September 30,
2023 2022 (Decrease) % Change 2021
Capital assets, net $733,466,467 $635,933,884  $ 97,532,583 15.3% $594,394,314
Land 5,287,305 5,287,305 - - 5,240,187
Construction in progress 74,149,217 173,276,251 (99.127,034) -57.2% 167,589,130
Total $812,902,989 $814,497,440  $(_1,594.451) -0.2% $767,223,631

For additional information concerning capital assets, please refer to Note 5 of the financial

statements.

Debt

As of September 30, 2023, the Authority had total long-term debt outstanding of $613.6 million,

which is a decrease of $10.2 million or -1.6% over the prior year.

Bond covenants require that GWA maintain its principal, interest, and reserve funds for
outstanding bond issues. In addition, the Authority is required to set rates and charges to yield
earnings equal to at least 125% of the current annual debt service requirements of the outstanding

2013, 2016, and 2020A revenue bond series and 2014, 2017, and 2020B refunding bond series.
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis, continued

Debt, continued

Long-Term Debt

2023 to 2022 Comparison

September 30, September 30,  Increase September 30,
2023 2022 (Decrease) % Change 2021
2013 Bond Series $ 18,365,000 $ 21,510,000 $( 3,145,000) -14.6%  $24,500,000
2014 Refunding Bond Series 60,050,000 64,055,000 ( 4,005,000) -6.3% 64,610,000
2016 Bond Series 134,140,000 134,975,000 ( 835,000) -0.6% 139,030,000
2017 Refunding Bond Series 100,930,000 103,180,000 ( 2,250,000) -2.2% 105,325,000
2020A Bond Series 134,000,000 134,000,000 --- --- 134,000,000
2020B Refunding Bond Series 166,075,000 166,075,000 — - 167.075.000
Total $613,560,000 $623,795,000 $(10,235,000) -1.6% $633,540,000

As of the end of FY2023, Moody’s Investor Services and Standard & Poor’s maintained their
existing GWA bond rating of Baa2, and A-, respectively. The ratings are important benchmarks
of an issuer’s ability to meet its financial obligation. Each rating agency incorporates a rating scale
indicating the credit quality of the issuer. The scales are comprised of alphabetical symbols such
as “AAA”, “AA”, “A”, “BBB”, “BB”, and “B.” For example, categorical ratings in the “AAA,”
“AA” and “A” ranges denote high credit quality meaning the issuer has a high capacity to meet its
financial commitments whereas categorical ratings in the “BBB,” “BB” and “B” ranges denote
average credit quality. The lower the number of alpha characters assigned indicates the issuer is
more susceptible to adverse effects or changes in circumstances and economic conditions than
those with a higher number of alpha characters.

For more information concerning debt, please refer to Note 6 to the financial statements.
Please refer to the MD&A in the FY2022 GWA Financial Audit for additional information related

to FY2022. A copy of the audit is posted on the GWA website at
www.guamwaterworks.org/finance/ or can be obtained by contacting the Chief Financial Officer.
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis, continued

Looking Forward
Outlook, Challenges, and Opportunities

On May 24, 2023, Typhoon Mawar made landfall in Guam, one of the strongest storms to hit the
island in decades. President Biden issued an emergency declaration prior to the Typhoon,
triggering federal assistance to aid in recovery efforts. Such federal assistance from FEMA, and
cooperation and assistance from the U.S. Navy, allowed GWA to fully and safely restore water
services island-wide within 29-days. While there was minimal damage to GWA facilities,
coordination with insurance and FEMA representatives on storm related claims is ongoing.
Additionally, GWA faces challenges imposed by continuing power system impacts which have
persisted in the period since Typhoon Mawar. These include intermittent disruption to water
production due to electrical distribution system issues and occasional load shedding. Such events
have impacted GWA’s inventory of critical equipment spare parts and increased operational
expenses as crews work to address the increased number of pump and motor failures and main line
breaks from these operational challenges.

With FY2024 rate increases approved, and signs of increased visitor arrivals, GWA’s outlook for
the coming year continues to be defined by cautious optimism. Construction activity related to the
military buildup continues apace and post-Typhoon Mawar assessments of resiliency by federal
entities brings the possibility of additional infrastructure investment for both military and civilian
systems. GWA remains concerned about regulatory and permitting delays for construction
projects, the availability of companies bidding on construction contracts, and the impact on
construction costs.

Operationally, GWA’s has seen disturbing trends in employee turnover and faces increasing
difficulty in recruitment and retention of qualified operations, technical and professional staff. The
Authority anticipates increased need for training and certification to maintain operational
capabilities, as well as strategic and structural compensation adjustments to enhance retention of
existing qualified staff and to recruit new talent to sustain improved utility operations.

Challenges persist in GWA’s efforts to resolve various legal and administrative matters that affect
our financial and operational planning and execution. Despite these challenges, GWA continues
to make improvements in customer service levels through the implementation of process
improvements resulting from the recent upgrades in its enterprise resource planning / financial
management system. GWA is also advancing needed capital improvement projects with funding
from grants and GWA’s successful Series 2020A revenue bonds, which will enhance both water
and wastewater service levels for our customers. In the coming year, GWA will continue to work
on its water distribution system to improve pressures and reduce losses through the implementation
of District Metered Areas, an increase in its leak detection capabilities, additional work under its
pressure zone realignment program, and expansion of production well meter enhancements.
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis, continued

Looking Forward, continued
Legal Matters

GWA continues to seek resolution in a quiet-title action for its NDWWTP, which is still in
litigation in the Superior Court of Guam. While a final judgement has not been issued, an April
2024 decision and order by the trial court granted title to the opposing party. GWA strongly
believes the Superior Court erred, disagrees with the order and has sought permission for
interlocutory appeal at the Guam Supreme Court. The Governor, Legislature and Public Utilities
Commission have filed briefs in the Guam Supreme Court supporting GWA’s request (see Note
11 to the Financial Statements).

The on-going litigation against Badger Meter over the performance of meters sold to GWA was
finally settled in July 2023.

Timelines related to procurements over $500,000 may be adversely affected due to the election of
a new Attorney General and the subsequent revocation of the GWA legal counsel's designation as
Special Assistant Attorney General for procurement matters.

GWA is a class member and claimant of the National Water Provider Settlement class action suit
for PFAS. GWA also plans to timely file a claim for both the 3M and Dupont settlements and
consider claims under any future settlement offer as part of this legal proceeding.

Court Order Compliance

The 2011 U.S. District Court Order deadline was extended from June 30, 2023, to December 31,
2025. The 2011 Court Order established deadlines for completing outstanding projects that were
identified in a previous Stipulated Order originally issued in 2003 and subsequently amended in
2004 and 2006. The last remaining compliance requirement involves the repair, rehabilitation, and
replacement of water storage tanks. GWA has all remaining tanks requiring work under the Court
Order currently under contract, and in the process of repair and rehabilitation. Funding for the
completion of all remaining work in the 2011 Court Order is in place, and GWA continues to work
diligently to complete all work by the extended deadline.
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis, continued

Looking Forward, continued
Consent Decree

On January 31, 2024, the US EPA filed a complaint in the Guam District Court alleging that the
Authority violated certain conditions and limitations of the NPDES permits that the US EPA
issued to the Authority pursuant to the CWA. The Authority and the US EPA have entered into a
partial consent decree (2024 Partial Consent Decree) to address certain claims alleged in the
complaint, which was concurrently filed with the Guam District Court and is expected to be signed
into order in spring 2024. The 2024 Partial Consent Decree requires the Authority to make certain
improvements to the System and to undertake certain planning measures by specific dates in the
next 10 years. Such improvements primarily relate to the wastewater collection system, including
pipelines, pump stations, maintenance and other operational program improvements, and planning
studies for secondary wastewater treatment.

Secondary Treatment

US EPA issued new NPDES permits for the Northern District, Hagatna, Agat-Santa Rita, and
Umatac-Merizo WWTPs that became effective on January 1, 2020. The new NPDES permits
include secondary treatment standards, some of which the Hagatiia WWTP is unable to meet until
a secondary treatment process is implemented at the facility. Under the 2024 Partial Consent
Decree, GWA will have seven years from the effective date of the Decree to complete a feasibility
study for upgrading or replacing the Hagatfia WWTP to secondary treatment.

Emerging Contaminants

It is anticipated that in spring of 2024, the US EPA will announce its final rule for the regulation
of per- and polyfluoroalkyl substances (PFAS) under the Safe Drinking Water Act. The proposed
regulations would require that public water systems treat source water with concentrations of these
substances above a Maximum Contaminant Level or MCL to remove the contaminants prior to
entry into the distribution system. The promulgation of the proposed regulations on PFAS
compounds will require the Authority to design and construct new treatment systems that have not
before been needed for Safe Drinkng Water Act compliance.

Additionally, the GEPA has advised that they will be promulgating local drinking water
regulations for a pesticide compound known as dieldrin which is currently unregulated at the
federal level. Such action would require the design and construction of treatment systems to
remove the contaminants at affected well sites.
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis, continued

Looking Forward, continued
Water Loss Control

The Capital Improvement Program for FY2025-FY2029, discussed below, includes several
projects that will advance the Water Loss Control Program. This includes additional phases of the
Pressure Zone Alignment project, valve and piping projects, and water line replacement projects.
Additional leak detection staff have been included in the FY2025-FY2029 Financial Plan as has
consulting services for DMA implementation.

Additionally, GWA intends to implement Advance Metering Infrastructure (AMI) meters to
eliminate the need for much of the current human interaction and automatically upload
consumption data daily to a web-based server. The consumption data can be directed daily to the
web-based water loss monitoring and analysis software, providing real time access to water loss
data.

Capital Project Risk

In 2018, GWA completed a comprehensive update to its 20-year master planning document. The
2018 Water Resources Master Plan was adopted by the CCU and subsequently formed the basis
of GWA'’s third and current 5-year Capital Improvement Plan for FY2020-FY2024. Since 2006,
GWA has demonstrated improved performance in planning and implementation of capital projects
for system improvements required by the 2011 Court Oder and more recent regulatory priorities
resulting from on-going negotiations with US EPA. The current update of the plan is being
finalized and will be issued in the first half of 2024. Capital improvement program requirements
have already been incorporated into the Authority’s FY2025-FY2029 5-Year Capital Improvement
Program.

The magnitude of GWA’s capital requirements has been affected by construction cost increases
resulting from construction demand created by the DoD’s buildup on Guam Additionally, the 5-
year CIP includes new capital project requirements driven by 2024 Partial Consent Decree
compliance and emerging contaminants discussed above. The program also includes accelerated
piping infrastructure replacement to effectively sustain reductions in water loss as part of the
Authority’s ongoing water loss control program.
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis, continued

Looking Forward, continued
Bond Refunding and Tender

GWA issued Series 2024AB Refunding Bonds to refinance all or a portion of Series 2013 Revenue
Bonds and Series 2014A Refunding Bonds for debt service savings. Proceeds will also be allocated
to cover the purchase of certain GWA bonds tendered for cash pursuant to the Invitation to Tender
Bonds. Proceeds will also be used to cover the costs of issuance of the Series 2024AB Refunding
Bonds and associated refunding. The pricing of the refunding bonds occurred on February 29,
2024. The closing of the Series 2020A Refunding Bonds is expected to occur on March 14, 2024,
while the Series 2024B Refunding Bonds are set to close on April 2, 2024. The 2024AB Refunding
and Tender resulted in debt service savings of $21 million or net present value savings after
adjustments of $15 million.

Additional Bond Authorization

GWA has worked with bond counsel on draft legislation to increase GWA’s bond authorization
for the projected revenue bond issuances contained in the five-year Financial Plan. Additionally,
the draft legislation authorizes a Tax-Exempt Commercial Paper (TECP) Program or similar short
term financing instrument to be used during initial construction periods to reduce interest expense.
The draft legislation also authorizes GWA to apply for and secure a US EPA Water Infrastructure
Finance and Innovation Act (WIFIA) loan. GWA continues to work to get the draft legislation
introduced and approved in the 37" Guam Legislature.

Five-Year Financial Plan

While the PUC acted on the FY2024 True-Up in September 2023 in time for the rate increase to
be effective on October 1, 2023, GWA was also ordered to submit their FY2025-FY2029 Rate
Plan by April 1, 2024. The Ratepayers Bill of Rights requires a public notice to be published in a
newspaper of general circulation at least three months prior to the submission of a request for rate
relief. Because of the notice requirement, GWA asked, and the PUC granted, the submission of an
advance draft petition in March 2024 at the same time the public notice is published. Once the
notification requirement is met, the final rate petition will be submitted in June 2023. While GWA
hopes to work with the PUC to review the advance draft petition, it is unknown whether the PUC
will act to adjust rates prior to the beginning of FY2025.

The FY2025-FY2029 Financial Plan and Capital Improvement Program (CIP) was approved by
the CCU on March 4, 2024, and an advance copy was provided to the PUC on March 8, 2024.
Public notice was published on March 8, 2024, as required by the Ratepayers Bill of Rights. Once
the notice requirements have been met, a final petition will be submitted to the PUC along with
the five-year Financial Plan and CIP.
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis, continued

Looking Forward, continued
Five-Year Financial Plan, continued

The five-year Financial Plan requests for rate increases of 29% in FY 2025, 12.5% in FY2026 and
10% each year in FY2027, FY2028 and FY2029. Additionally, legislative surcharges, used to pay
for GWA retiree benefits, of 3.5% in FY2025, 3.2% in FY2026, and 3.0% in FY2027 through
FY2029 were requested, down from 3.8% in FY2024. A large part of the rate increase is due to
the debt service on new revenue bonds totaling $780 million to fund the Capital Improvement
Program (CIP).

A five-year Capital Improvement Program was submitted with the FY2025-FY 2029 Financial Plan
totaling $899 million. Thirty percent (30%) of the CIP consists of partial consent decree projects
(wastewater collection), 22% of the CIP will address emerging contaminants (water production
and water treatment), 23% is projected to be spent on line replacements which will address water
loss, and the remainder will be used for general plant improvements, expansion of SCADA and a
study to address the movement of the Hagatna Wastewater Treatment Plant to secondary treatment.

Rate Design

Separately, GWA has petitioned the PUC to approve a new rate design structure for water and
wastewater rates which includes:

a. Adoption of new meter-size scaled base charges for wastewater service across all
customer classes

b. Adoption of inclining three-tiered residential volumetric rates

c. Adoption of a new residential sewer volumetric rate structure

GWA anticipates the PUC will take action on this matter in March 2024. Should the PUC approve
the proposed rate design, it is anticipated it would be effective in FY2026 at the earliest.
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis, continued

Looking Forward, continued
Financial Management System

In FY2024, GWA launched Phase 2 of its Financial Management System upgrade. The overall
objective of the project is to support the efficient execution of CIP projects, including digitizing
procurement, CIP planning, and engineering document management. The project goals are to
deliver:

e Operational Efficiency through reduced negotiation cycle times and workflow automation to
reduce processing costs.

e Cost Management by reducing the cost of supply with digital go to market and contracting,
negotiated agreements for preferred suppliers and accurate CIP forecasting.

e Contractor Collaboration to share accurate documentation and online collaboration services
for each step in the procurement lifecycle.

e Governance and Control through improved risk management by enforcing CIP procurement
policies and segregation of duties. The system will also improve visibility to data, auditable
spend record for capital projects and manage supplier qualifications and performance.

GWA will continue to leverage Oracle’s Content and Experience Cloud (CEC) to assist with
document storage, management, and collaboration. The CEC will be more widely implemented in
the next year.

Salary Study

In March 2023, an external consultant completed a salary market review update, comparing U.S.
Mainland utility salaries in 2022 to 2017 market data for GWA Certified Technical and
Professional pay scales for all positions. The findings indicated an average regression of salary
levels from the 20™" market percentile to the 5" market percentile compared to U.S. Mainland water
utilities.

Over the past three fiscal years, GWA has observed an average turnover rate of 11.9% with over
half of departing employees securing positions elsewhere, primarily within the Federal
Government or with their contractors. GWA is also encountering challenges in filling certain
professional positions.

To enhance GWA’s competitiveness in the job market, a petition will be presented to the CCU
urging the adoption of the recommendations from the 2022 Market Review and migration of GWA
salaries to the 50" market percentile over the next six years, FY2024-FY2029.
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis, continued

Looking Forward, continued
Sewer Loan Revolving Fund

The FY2023 Budget Act, Public Law 36-107, appropriated $2 Million to the GWA Sewer Loan
Revolving Fund to provide loans for residents connecting to the public wastewater system. CCU
Resolution 08-FY2023 and 09-FY 2024 sanctioned the revision of the Rules and Regulations for
this program aimed at encouraging more customers to access the loan facility. In accordance with
the Administrative Adjudication Act (AAA) procedures governing rule amendments, GWA has
submitted its proposed rules to the Compiler of Law for review as to form. Additionally, GWA
held a public hearing on the proposed rules and the rules have been made available online for
public comment. GWA expects to conclude the requisite AAA procedures in FY2024 so that
customers can benefit from the loan program.

Federal Assistance

The Guam Department of Administration (DOA) will continue to provide utility assistance to
renters and homeowners using funding from the second U.S. Stimulus package. Unfortunately, the
Low-Income Household Water Assistance Program (LIHWAP) previously used to pay for water
and sewer services has not been reauthorized by Congress.

The Infrastructure Investment and Jobs Act, also known as the Bipartisan Infrastructure Law,
signed into law on November 15, 2021, resulted in an increase to GWA’s allotment received
through the US EPA State Revolving Fund in FY2024 to $23 million. It is anticipated that GWA
may receive up to $27 million annually from FY2025-FY2027 and in the subsequent years
dropping to $4 million due to Congressional earmarks.

As briefly discussed above, GWA continues to work with FEMA to qualify certain Typhoon
Mawar related expenses for reimbursement. The Governor was able to negotiate a 10% local
match. It is anticipated that private insurance will take care of the bulk of the property damage.

Request for Information

This financial report is to provide interested parties with a general overview of GWA’s finances.
If you have any questions about this report or need additional information, you may submit a
request in writing to: Chief Financial Officer (CFO), Guam Waterworks Authority, Gloria B.
Nelson Public Service Building, 688 Route 15, Mangilao, Guam 96913, email to
finance@guamwaterworks.org, or telephone (671) 300-6860.As management of the Guam
Waterworks Authority (GWA), we offer readers of GWA’s financial statements this narrative
overview and analysis for the fiscal year ending September 30, 2023. It is based on the financial
statements provided in the annual audit report. Selected comparable financial data from the prior
year is also provided.

24


mailto:finance@guamwaterworks.org

Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Statements of Net Position

Assets and deferred outflows of resources

Current assets:
Cash and cash equivalents:
Unrestricted
Restricted
Receivables, net of allowance for doubtful

accounts of $9,365,376 ($9,753,074 in 2022)

Materials and supplies inventory, net of
allowance for obsolescence of $122,856
Prepaid expenses

Total current assets

Capital Assets:

Utility plant in service:
Water system
Wastewater system

Non-utility property

Less accumulated depreciation

Lease and subscription-based IT assets, net
Land and land rights
Construction work in progress

Capital Assets, net
Other noncurrent assets:
Restricted cash and cash equivalents
Total assets

Deferred outflows of resources:
Deferred outflows on bond refunding
Deferred outflows from pension
Deferred outflows from OPEB
Regulatory assets

Total deferred outflows of resources

Total assets and deferred outflows of resources

See accompanying notes.

September 30,

2023 2022
$ 50,324,888 $ 38,823,824
32,707,733 29,987,985
15,237,682 16,901,464
5,096,658 4,667,734
1,206,948 1,733,017
104,573,909 92,114,024
444,848,078 420,470,606
679,249,470 576,276,943
33,683,228 33,353,690

1,157,780,776
(_424,928,727)

1,030,101,239

(_394,700,179)

732,852,049 635,401,060
614,418 532,824
5,287,305 5,287,305
74,149,217 173,276,251
812,902,989 814,497,440
220,606,453 234,403,462

1,138,083,351

1,141,014,926

27,184,464 29,229,855
18,328,046 7,405,025
28,539,954 41,247,962

3,174,728 2,796,759
77,227,192 80,679,601
$1.215,310,543  $1.221,694,527
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Statements of Net Position, continued

Liabilities, deferred inflows of resources and net position

Current liabilities:
Current maturities of revenue bonds payable
Accounts payable:
Guam Power Authority
Trade
Accrued interest
Accrued payroll and employee benefits
Current portion of employee annual leave

Current portion of lease and subscription-based IT liabilities

Payable to contractors
Customer deposits
Due to Grantor

Other liabilities

Total current liabilities

Revenue bonds payable, less current maturities
Employee annual leave, less current portion

DCRS sick leave liability

Lease and subscription-based IT liabilities

Net pension liability

Collective total other post-employment benefits liability

Total liabilities
Deferred inflows of resources:
Regulatory liabilities
Deferred outflows from pension
Deferred outflows from OPEB

Total deferred inflows of resources

See accompanying notes.

September 30,

2023 2022
$ 10,760,000 $ 10,235,000
1,854,699 2,396,370
2,607,142 2,111,279
7,070,516 7,200,420
1,334,022 1,118,809
729,390 725,007
375,103 234,824
8,565,009 23,351,921
2,268,968 2,275,313

8,272,170
798,438 827,057
44,635,457 50,476,000
640,087,410 652,338,147
913,289 995,913
1,429,998 1,376,504
192,245 300,279
59,402,698 46,038,335
87,184,863 116,272,057
833,845,960 867,797,235
646,937 638,875
3,009,820 5,176,746
43,293,492 25,852,937
46,950,249 31,668,558




Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Statements of Net Position, continued

Net position:
Net investment in capital assets
Restricted for:
Debt service
Service operations

Total restricted - expendable
Unrestricted

Total net position

Total liabilities, deferred inflows of
resources and net position

See accompanying notes.

September 30,
2023 2022
330,849,577 322,499,972
63,409,545 60,881,220
39,537,853 38,512,203
102,947,398 99,393,423

(_99,282,641) (__99,664,661)

334,514,334 322,228,734

$1,215,310,543  $1,221,694,527
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Statements of Revenues, Expenses and Changes in Net Position

Operating revenues:
Water:
Private
Government
Legislative surcharge
System development charge

Wastewater:
Private
Government
Legislative surcharge
System development charge

Other
Bad debts expense

Total operating revenues

Operating and maintenance expenses:
Power purchases
Water purchases
Waste disposal fees

Depreciation

Salaries, wages and benefits
Administrative and general

Contractual

Retiree healthcare costs and other benefits

Total operating and maintenance expenses

Operating income

See accompanying notes.

Year ended
September 30,

2023 2022
$ 59,343,982 $ 57,230,980
7,284,629 7,376,219
2,147,271 2,127,896
706,977 536,746
69,482,859 67,271,841
25,467,513 23,701,033
11,063,720 10,141,643
947,328 882,878
652,190 708,615
38,130,751 35,434,169
567,167 464,488
(___421,467) (__2,028,510)
107,759,310 101,141,988
24,397,961 18,577,440
7,038,954 5,656,471
676,362 658,813
32,113,277 24,892,724
30,911,997 28,462,573
24,470,756 22,191,629
8,346,930 7,297,610
5,421,883 4,492,845
4,621,864 8,864,985
105,886,707 96,202,366
$_ 1,872,603 $_ 4,939,622
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Statements of Revenues, Expenses and Changes in Net Position, continued

Nonoperating revenues (expenses):
Grants from the Government of Guam
Interest income
Others, net
Interest expense
Bond issuance costs
Loss on capital asset disposals

Total non-operating expenses, net
Loss before capital contributions

Capital contributions:
Grants from the U.S. Government

Change in net position
Net position at beginning of year

Net position at end of year

See accompanying notes.

Year ended
September 30,
2023 2022
$ 14,460,048 $
11,604,779 1,542,233
626,929 70,011
( 28,678,533) ( 29,175,309)
( 554,655) (  180,594)
( 531,538) (__490,215)
(__3,072,970) (0.28,233,874)
( 1,200,367) ( 23,294,252)
13,485,967 35,806,383
12,285,600 12,512,131
322,228,734 309,716,603
$334,514,334 $322,228,734
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Statements of Cash Flows

Year ended
September 30,
2023 2022
Cash flows from operating activities:
Cash received from customers $120,965,897 $101,805,519

Cash payments to supplies for goods and services
Cash payments to employees for services

( 46,755,481)
( 27,081,802)

( 37,793,021)
( 26,428,874)

Cash payments for retiree healthcare costs (__3,560,495) (_3,216,922)
Net cash provided by operating activities 43,568,119 34,366,702
Cash flows from capital and related financing activities:
Federal grants received 10,208,987 41,774,056
Acquisition of capital assets (141,331,452) ( 74,034,091)
Principal paid on revenue bond maturities ( 10,235,000) ( 9,745,000)
Interest paid on revenue bonds ( 28,801,678) (1 29,296,403)
Legal proceeds 950,000 ( )
Net cash used for capital and related financing activities (_69,209,143) (71,301,438)
Cash flows from noncapital financing activity — Local
government grants received 14,460,048
Cash flows from investing activity — Interest income received 11,604,779 1,542,233
Net change in cash and cash equivalents 423,803 (1 35,392,503)
Cash and cash equivalents at beginning of year 303,215,271 338,607,774
Cash and cash equivalents at end of year $303,639,074 $303,215,271
Reconciliation of cash and cash equivalents to the statement of net position:
Current assets:
Cash and cash equivalents $ 50,324,888 $ 38,823,824
Restricted cash and cash equivalents 32,707,733 29,987,985
Noncurrent assets:
Restricted cash and cash equivalents 220,606,453 234,403,462
$303,639,074 $303,215,271

See accompanying notes.
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Statements of Cash Flows, continued

Reconciliation of operating income to net cash provided by

operating activities:
Operating income
Adjustments to reconcile operating income to net cash
provided by operating activities:
Depreciation
Bad debts expense
Capitalized labor and benefits
Non-cash pension costs
Non-cash OPEB costs
Other non-cash adjustments

Increase (decrease) in assets:
Receivables
Materials and supplies inventory
Prepaid expenses
Regulatory assets
Increase (decrease) in liabilities:
Accounts payable
Accrued payroll and employee benefits
Employee annual leave
Customer deposits
Due to Grantor
Other liabilities
DCRS sick leave liability
Net pension liability
Collective total other post-employment benefits
liability

Net cash provided by operating activities
Supplemental information on noncash capital activities:

Lease and subscription IT assets
Lease and subscription IT liabilities

See accompanying notes.

Year ended
September 30,

2023 2022
$ 1,872,603 $ 4,939,622
30,911,997 28,462,573
421,467 2,028,510
( 3,075,928) ( 3,699,767)
5,565,339 3,782,547
4,166,314 6,927,940

( 323,071)
4,519,295 ( 1,462,007)
( 623,993) ( 383,398)
526,069 ( 883,150)
( 377,969) ( 802,595)
( 45,808) 1,870,234
215,213 185,363
( 78,241) ( 125,018)
( 6,345) 38,303

8,272,170
( 28,619) ( 852,208)
53,494 37,296
( 5,290,923) ( 4,417,666)
(013,104,945) (011,279,877)
$43,568,119 $34,366,702
$ 614,418 $ 782,682
(__614,418) (__782,682)
$; $é
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Notes to Financial Statements

Years ended September 30, 2023 and 2022

1. Reporting Entity

The Guam Waterworks Authority (GWA), a component unit of the Government of Guam
(GovGuam), is subject to the regulations of the Public Utilities Commission of Guam (PUC).
GWA became an autonomous agency in 1996 under Public Law 23-119 and derives its revenues
mainly from its water and wastewater system. The water system is engaged in the production,
treatment, and distribution of water to villages and communities of Guam. The wastewater system
is engaged in the collection and treatment of wastewater from residences and industries in the
villages of Guam. GWA is governed by a five-member elected Consolidated Commission on
Utilities (CCU). PUC determines such matters as rates and charges for services.

2. Summary of Significant Accounting Policies
Basis of Accounting

GWA utilizes the flow of economic resources measurement focus. The financial statements are
prepared in accordance with accounting principles generally accepted in the United States of
America (GAAP) as applied to governmental units using the accrual basis of accounting.
Revenues are recognized when earned and expenses are recognized when incurred. The
Governmental Accounting Standards Board (GASB) is the accepted standard-setting body for
establishing governmental accounting and financial reporting principles.

Net Position

Net position represents the residual interest in GWA’s assets and deferred outflows of resources
after liabilities and deferred inflows of resources are deducted and consists of the following
categories:

Net investment in capital assets - consists of capital assets, net of accumulated depreciation,
and reduced by outstanding debt attributable to the acquisition, construction, or improvement
of those assets, net of debt service reserve. Deferred outflows of resources that are attributable
to related debt are also included in this component.

Restricted nonexpendable - net position subject to externally imposed stipulations that require
GWA to maintain them permanently.

Restricted expendable - net position whose use is subject to externally imposed stipulations that
can be fulfilled by actions of GWA pursuant to those stipulations or that expire with the passage
of time.
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Notes to Financial Statements, continued

2. Summary of Significant Accounting Policies, continued
Net Position, continued

Unrestricted - net position that is not subject to externally imposed stipulations. Unrestricted
net position may be designated for specific purposes by action by management or the CCU or
may otherwise be limited by contractual agreements with outside parties.

When both restricted and unrestricted resources are available for use, generally it is GWA’s policy
to use restricted resources first and the unrestricted resources when they are needed.

Estimates

The preparation of financial statements in accordance with GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and deferred outflows of
resources, liabilities and deferred inflows of resources, 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.

Risk Management

GWA is exposed to various risks of loss; theft of, damage to, and destruction of assets; operation
liability; errors and omissions; employee injuries and illnesses; natural disasters and employee
health, dental and accident benefits. There is commercial insurance coverage obtained to provide
for claims arising from most of these matters. No material losses have been sustained as a result
of GWA’s risk management practices during the past three years.

Cash and Cash Equivalents

For purposes of the statements of net position and of cash flows, cash and cash equivalents is
defined as cash deposits in banks, time certificates of deposit, and short-term investments in U.S.
Treasury obligations with original maturities of three months or less.

Allowance for Doubtful Accounts

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

Materials and Supplies Inventory

Materials and supplies inventory is stated at the lower of cost or market with cost determined by
the weighted average costing method.
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Notes to Financial Statements, continued

2. Summary of Significant Accounting Policies, continued
Prepaid Expenses

Certain payments made to vendors or persons for services reflect costs applicable to future
accounting periods and are recorded as prepaid expenses in the accompanying statements of net
position.

Capital Assets

Plant in service of $324,988,118 is stated at estimated historical cost as determined by an
independent engineering consultant at September 30, 1998. Plant in service acquired subsequent
to that date is stated at cost. Non-utility capital assets are stated at cost. Depreciation is computed
using the straight-line method over the estimated useful lives of the respective assets. Current
policy is to capitalize items over $5,000.

Noncurrent Restricted Cash and Cash Equivalents

The purpose of noncurrent restricted cash and cash equivalents is for long-term capital
improvements and bond related activities.

Deferred Outflows of Resources

In addition to assets, the statement of net position will sometimes report a separate section for
deferred outflows of resources. This separate financial statement element represents a consumption
of net position that applies to a future period and so will not be recognized as an outflow of
resources (deduction of net position) until then. GWA has determined the deferred outflows on
debt defeasance of the 2005, 2010 and 2013 series bonds, regulatory assets, the difference between
expected and actual experience with regard to economic or demographic factors in the
measurement of the total pension liability, the net difference between projected and actual earnings
on pension plan investments, changes of assumptions, pension and OPEB contributions made
subsequent to the measurement date, and changes in proportion and difference between GWA
pension and OPEB contributions and proportionate share of contributions qualify for reporting in
this category.

Deferred Inflows of Resources

In addition to liabilities, the statements of net position will sometimes report a separate section for
deferred inflows of resources. This separate financial statement element represents an acquisition
of net position that applies to a future period and so will not be recognized as an inflow of resources
(additions to net position) until then. GWA has determined regulatory liabilities, the difference
between expected and actual experience with regard to economic or demographic factors in the
measurement of the total pension and OPEB liabilities, the net difference between projected and
actual earnings on pension plan investments, changes of assumptions, and changes in proportion
and differences between GWA pension and OPEB contributions and proportionate share of
contributions qualify for reporting in this category.
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Notes to Financial Statements, continued

2. Summary of Significant Accounting Policies, continued
Compensated Absences

Vesting annual leave is accrued and reported as an expense and a liability in the period earned. No
liability is accrued for non-vesting sick leave benefits. Annual leave expected to be paid out within
the next fiscal year is accrued and is included in current liabilities. The maximum accumulation of
annual leave convertible to pay upon termination of employment is limited to 320 hours. Pursuant
to Public Law 27-106, employees who have accumulated annual leave in excess of three hundred
twenty (320) hours as of February 28, 2003, may carry over their excess and shall use the excess
amount of leave prior to retirement or termination from service. Any unused leave over 320 hours
shall be lost upon retirement.

Public Law 26-86 allows members of the Defined Contribution Retirement System (DCRS) to
receive a lump sum payment of one-half of their accumulated sick leave upon retirement. A
liability is accrued for estimated sick leave to be paid out to DCRS members upon retirement.

Pensions

Pensions are required to be recognized and disclosed using the accrual basis of accounting. GWA
recognizes a net pension liability for the defined benefit pension plan in which it participates,
which represents GWA’s proportionate share of excess total pension liability over the pension plan
assets — actuarially calculated — of a single employer defined benefit plan, measured one year prior
to fiscal year-end and rolled forward. The total pension liability also includes GWA’s
proportionate share of the liability for ad hoc cost-of-living adjustments (COLA) and supplemental
annuity payments that are anticipated to be made to defined benefit plan members and for
anticipated future COLA payments to DCRS members. Changes in the net pension liability during
the period are recorded as pension expense, or as deferred inflows of resources or deferred outflows
of resources depending on the nature of the change, in the period incurred. Those changes in net
pension liability that are recorded as deferred inflows of resources or deferred outflows of
resources that arise from changes in actuarial assumptions or other inputs and differences between
expected or actual experience are amortized over the weighted average remaining service life of
all participants in the qualified pension plan and recorded as a component of pension expense
beginning with the period in which they are incurred. Projected earnings on qualified pension plan
investments are recognized as a component of pension expense. Differences between projected
and actual investment earnings are reported as deferred inflows of resources or deferred outflows
of resources and are amortized as a component of pension expense on a closed basis over a five-
year period beginning with the period in which the difference occurred.
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Notes to Financial Statements, continued

2. Summary of Significant Accounting Policies, continued
Other Postemployment Benefits (OPEB)

OPEB is required to be recognized and disclosed using the accrual basis of accounting. GWA
recognizes an OPEB liability for the defined benefit OPEB plan in which it participates, which
represents GWA’s proportionate share of total OPEB liability - actuarially calculated - of a single
employer defined benefit plan, measured one year prior to fiscal year-end and rolled forward. An
OPEB trust has not been established, thus the OPEB plan does not presently report OPEB plan
fiduciary net position. Instead, the OPEB plan is financed on a substantially “pay-as-you-go”
basis.

Changes in the total OPEB liability during the period are recorded as OPEB expense, or as deferred
inflows of resources or deferred outflows of resources depending on the nature of the change, in
the period incurred. Those changes in total OPEB liability that are recorded as deferred inflows
of resources or deferred outflows of resources that arise from changes in actuarial assumptions or
other inputs and differences between expected or actual experience are amortized over the
weighted average remaining service life of all participants in the qualified OPEB plan and recorded
as a component of OPEB expense beginning with the period in which they are incurred.

Bond Premiums and Discounts

Bond premiums and discounts are amortized using the straight-line method, which approximates
the effective yield method, over the life of the related bond issue.

Contribution in Aid of Construction

Contribution in aid of construction represents contributions received by GWA from consumers for
improvement of water services and assets owned by GWA. These amounts are recorded as a
deferred inflow of resources net of amortization.

Revenue Recognition

Customer water meters are read on a cyclical basis throughout a monthly period based on the route
schedules of GWA. Revenue is recognized in the period that meters are read. Wastewater treatment
is billed at a flat rate of $27.54 per month for residential accounts and 80% of current water
consumption for commercial and government accounts. At the end of each month, unbilled
revenues are accrued for each cycle based on the most recent cycle billing. Unbilled receivables at
September 30, 2023 and 2022 is $3,135,371 and $3,180,073, respectively and is included in
receivables in the accompanying statement of net position.
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Notes to Financial Statements, continued

2. Summary of Significant Accounting Policies, continued
Operating and Non-Operating Revenue and Expenses

Operating revenues and expenses generally result directly from GWA’s ongoing operations. Non-
operating revenues and expenses result from capital and financing activities, costs and related
recoveries from natural disasters, and certain other non-recurring income and expenses.

Grants and Contributions

Grants and contributions consist of government mandated and voluntary nonexchange
transactions.

Recently Adopted Accounting Pronouncement

In May 2019, GASB issued Statement No. 91, Conduit Debt Obligations. The primary objectives
of this Statement are to provide a single method of reporting conduit debt obligations by issuers
and eliminate diversity in practice associated with (1) commitments extended by issuers, (2)
arrangements associated with conduit debt obligations, and (3) related note disclosures. This
Statement achieves those objectives by clarifying the existing definition of a conduit debt
obligation; establishing that a conduit debt obligation is not a liability of the issuer; establishing
standards for accounting and financial reporting of additional commitments and voluntary
commitments extended by issuers and arrangements associated with conduit debt obligations; and
improving required note disclosures. The adoption of this statement does not have material effect
on the financial statements.

In March 2020, GASB issued Statement No. 94, Public-Private and Public-Public Partnerships
and Availability Payment Arrangements. The primary objective of this statement is to improve
financial reporting by addressing issues related to public-private and public-public partnership
arrangements. This statement also provides guidance for accounting and financial reporting for
availability payment arrangements. The adoption of this statement does not have material effect
on the financial statements.

In May 2020, GASB issued Statement No. 96, Subscription-Based Information Technology
Arrangements. This Statement provides guidance on the accounting and financial reporting for
subscription-based information technology arrangements (SBITAs) for government end users
(governments). This Statement (1) defines a SBITA; (2) establishes that a SBITA results in a
right-to-use subscription asset - an intangible asset - and a corresponding subscription liability; (3)
provides the capitalization criteria for outlays other than subscription payments, including
implementation costs of a SBITA; and (4) requires note disclosures regarding a SBITA. The
adoption of this statement did not have an effect on beginning net position. GWA recorded
subscription IT assets and subscription IT liability of $304,253 at October 1, 2022.
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Notes to Financial Statements, continued

2. Summary of Significant Accounting Policies, continued
Upcoming Accounting Pronouncements

In April 2022, GASB issued Statement No. 99, Omnibus 2022. The requirements of this Statement
will enhance comparability in the application of accounting and financial reporting requirements
and will improve the consistency of authoritative literature. Consistent authoritative literature
enables governments and other stakeholders to locate and apply the correct accounting and
financial reporting provisions, which improves the consistency with which such provisions are
applied more easily. The comparability of financial statements also will improve as a result of this
Statement. Better consistency and comparability improve the usefulness of information for users
of local government financial statements. GASB Statement No. 99 will be effective for fiscal year
ending September 30, 2024.

In June 2022, GASB issued Statement No. 100, Accounting Changes and Error Corrections — An
Amendment of GASB Statement No. 62. The primary objective of this Statement is to enhance
accounting and financial reporting requirements for accounting changes and error corrections to
provide more understandable, reliable, relevant, consistent, and comparable information for
making decisions or assessing accountability. The requirements of this Statement will improve the
clarity of the accounting and financial reporting requirements for accounting changes and error
corrections, which will result in greater consistency in application in practice. In turn, more
understandable, reliable, relevant, consistent, and comparable information will be provided to
financial statement users for making decisions or assessing accountability. In addition, the display
and note disclosure requirements will result in more consistent, decision useful, understandable,
and comprehensive information for users about accounting changes and error corrections. GASB
Statement No. 100 will be effective for fiscal year ending September 30, 2024.

In June 2022, GASB issued Statement No. 101, Compensated Absences. The objective of this
Statement is to better meet the information needs of financial statement users by updating the
recognition and measurement guidance for compensated absences. That objective is achieved by
aligning the recognition and measurement guidance under a unified model and by amending
certain previously required disclosures. The unified recognition and measurement model in this
Statement will result in a liability for compensated absences that more appropriately reflects when
a government incurs an obligation. In addition, the model can be applied consistently to any type
of compensated absence and will eliminate potential comparability issues between governments
that offer different types of leave. The model also will result in a more robust estimate of the
amount of compensated absences that a government will pay or settle, which will enhance the
relevance and reliability of information about the liability for compensated absences. GASB
Statement No. 101 will be effective for fiscal year ending September 30, 2025.
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Notes to Financial Statements, continued

2. Summary of Significant Accounting Policies, continued
Upcoming Accounting Pronouncements, continued

In December 2023, GASB issued Statement No. 102, Certain Risk Disclosures. The objective of
this Statement is to provide users of government financial statements with essential information
about risks related to a government’s vulnerabilities due to certain concentrations or constraints.
This Statement defines a concentration as a lack of diversity related to an aspect of a significant
inflow of resources or outflow of resources. A constraint is a limitation imposed on a government
by an external party or by formal action of the government’s highest level of decision-making
authority. Concentrations and constraints may limit a government’s ability to acquire resources or
control spending. This Statement requires a government to assess whether a concentration or
constraint makes the primary government reporting unit or other reporting units that report a
liability for revenue debt vulnerable to the risk of a substantial impact. Additionally, this Statement
requires a government to assess whether an event or events associated with a concentration or
constraint that could cause the substantial impact have occurred, have begun to occur, or are more
likely than not to begin to occur within 12 months of the date the financial statements are issued.
GASB Statement No. 102 will be effective for fiscal years ending September 30, 2025.

GWA is currently evaluating the effects the above upcoming accounting pronouncements might
have on its financial statements.

3. Deposits and Investments

GWA'’s bond indenture agreements require the establishment of special funds to be held and
administered by trustees and by GWA. In addition, proceeds from borrowings to fund capital
improvements are maintained by GWA in construction accounts. Funds in these accounts are
required by loan agreement or public law to be used to fund capital improvements.

The deposits and investment policies of GWA are governed by 15 GCA 21, Investments and
Deposits, in conjunction with applicable bond indentures. Authorized investments include
obligations issued or guaranteed by the U.S. government or agencies of the U.S. government;
bonds, notes or other indebtedness rated in the highest rating by Moody’s Investors Service
(Moody’s) or Standard & Poor’s Corporation (S&P); obligations issued by the Federal National
Mortgage Association or the Federal Home Loan Mortgage Corporation with remaining maturities
of not more than three years; any bonds or other obligations of any state of the U.S. or any agency,
instrumentality or local government unit of such state which are rated in the highest rating category
of either Moody’s or S&P; demand and time deposits in or certificates of deposit or bankers
acceptances with U.S. domestic banks which have a rating of their short term certificates of deposit
of A-1 or better by S&P and P-1 by Moody’s and mature no more than 360 days after purchase;
commercial paper which is rating in the highest classification by S&P and Moody’s; and money
market funds rated AAA or better by S&P.
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Notes to Financial Statements, continued

3. Deposits and Investments, continued

Custodial credit risk is the risk that in the event of a bank failure, GWA’s deposits may not be
returned to it. Such deposits are not covered by depository insurance and are either
uncollateralized, collateralized with securities held by the pledging financial institution, or held by
the pledging financial institution but not in the depositor-government’s name. GWA does not have
a deposit policy for custodial credit risk.

As of September 30, 2023 and 2022, the carrying amount of GWA’s total deposits was
$86,322,834 and $303,209,342, and the corresponding bank balance was $88,198,370 and
$306,120,630, respectively. Of that bank balance, $23,038,585 and $18,261,372 were uninsured
and uncollateralized, respectively as of September 30, 2023 and 2022.

As of September 30, 2023 and 2022, the remaining amount of $217,310,310 represents short-term
investments held and administered by GWA’s trustees in GWA’s name in accordance with various
trust agreements and bond indentures.

Unrestricted cash and cash equivalents at September 30, 2023 and 2022 in the amount of
$15,427,230 and $19,565,501, respectively, are subject to internally imposed restrictions by the
CCU to provide additional liquidity to assist GWA in addressing unforeseen obligations and
unexpected short-term cash flow demands and $7,219,224 are subject to internally imposed
restrictions by the CCU to fund capital expenditures.

Restricted cash and cash equivalents consist of cash received for specific capital projects and for
bond indenture related accounts. The working capital funds are internally imposed restrictions
and are not subject to externally imposed stipulations.

The composition of restricted cash and cash equivalents at September 30, 2023 and 2022 is as
follows:

2023 2022
Current restricted:
Sewer Hook-up Revolving Fund $ 2,079,769 $ 64,373
Legislative Surcharge Fund 6,863 93,776
Bid Escrow Fund 958,711 843,058
Customer Deposit Fund 2,157,517 2,108,598
Revenue Trust and Revenue Fund 10,593,092 8,898,996
System Development Fund 5,375,796 7,408,420
Working Cap — Reserved for CAPEX 8,452,503 7,487,283
Working Cap — Reserved for O&M 3,083,482 3,083,481

32,707,733 29,987,985
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Notes to Financial Statements, continued

3. Deposits and Investments, continued

Noncurrent restricted:

2010 Bond Indenture Funds:
Construction Fund
Bond Reserve Fund

2013 Bond Indenture Funds:
Construction Fund
Bond Reserve Fund
Reserved for Debt Service

2014 Bond Indenture Funds:
Operations, Maintenance, Renewal
and Replacement Reserve Fund
Bond Reserve Fund
Reserved for Debt Service

2016 Bond Indenture Funds:
Construction Fund
Bond Reserve Fund
Reserved for Debt Service

2017 Bond Indenture Funds:
Reserved for Debt Service

2020A Bond Indenture Funds:
Construction Fund
Bond Reserve Fund
Capitalized Interest Fund
Reserved for Debt Service

2020B Bond Indenture Funds:
Reserved for Debt Service

Various — Construction Fund

Total restricted cash and cash equivalents

2023 2022
$ 3,648,718 $ 4,133,026
7,566,460 7,566,460
3,459,448 4,236,835
12,031,688 12,031,688
1,494,615 1,400,508
17,423,213 17,423,213
8,068,508 7,792,925
2,032,467 1,907,253
27,091,177 38,621,743
7,591,999 7,591,999
2,061,782 1,967,736
2,015,191 1,907,628
111,457,380 118,006,420
6,659,700 6,659,700
--- 1,245
1,753,543 1,678,906
1,540,498 1,476,177

4,710,066 ---
$253,314,186 $264,391,447
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Notes to Financial Statements, continued

4. Receivables

Receivables at September 30, 2023 and 2022 are as follows:

Customers:
Private
Government

Federal grants receivable
Guam Power Authority
Other

Less allowance for doubtful accounts

2023 2022

$17,349,003  $16,575,526
3,343,918 3,407,067
20,692,921 19,982,593

2,191,346 5,468,327
218,391 308,282
1,500,400 900,336

24,603,058 26,654,538

(09,365,376)  (_9.753,074)

$15,237,682  $16,901.464
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5. Capital Assets

Guam Waterworks Authority

(A Component Unit of the Government of Guam)

Notes to Financial Statements, continued

Capital assets activities for the years ended September 30, 2023 and 2022 are as follows:

Depreciable:

Utility Plant in Service Water 25-50

Utility Plant in Service
Wastewater
General Fixed Assets

Less: Accumulated Depreciation

Lease assets:
Equipment
Building

Less: Accumulated amortization

Subscription-based IT assets

Less: Accumulated amortization

Non-depreciable:

Land

Construction Work in Progress

Estimated Beginning Ending
Useful Balance Transfers Transfers Balance
Livesin October 1, and and September 30,
Years 2022 Additions Deletions 2023

$ 420,470,606 $ 24,883,755 $( 506,283) $ 444,848,078

25-50 576,276,943 102,972,527 --- 679,249,470
25-50 33,353,690 414,583 ( 85,045) 33,683,228
1,030,101,239 128,270,865 ( 591,328) 1,157,780,776
394,700,179 30,535,664 (___307,116) 424,928,727

635,401,060 97,735,201 (___284,212) 732,852,049

1-4 760,208 168,634 928,842
22,473 22,473

782,681 168,634 --- 951,315

249,858 248,207 498,065

532,823 ( 79,573) 453,250

304,253 304,253

--- 143,085 — 143,085

--- 161,168 — 161,168

5,287,305 5,287,305

173,276,251 28,518,008 (127,645,042) 74,149,217
$_814,497,439 $126,334,804 $(127,929,254) $_812,902,989
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Guam Waterworks Authority

(A Component Unit of the Government of Guam)

Notes to Financial Statements, continued

5. Capital Assets, continued

Estimated Beginning Ending
Useful Balance Transfers Transfers Balance
Livesin October 1, and and September 30,
Years 2021 Additions Deletions 2022
Depreciable:
Utility Plant in Service Water ~ 25-50 $415,123,284 $ 5,973,315 $( 625,993) $ 420,470,606
Utility Plant in Service
Wastewater 25-50 513,741,066 62,792,686 ( 256,809) 576,276,943
General Fixed Assets 25-50 33,051,603 881,697 (__579,610) 33,353,690
961,915,953 69,647,698 (1 1,462,412) 1,030,101,239
Less: Accumulated Depreciation 367,521,639 28,212,716 (01,034,176) 394,700,179
594,394,314 41,434,982 ( 428,236) 635,401,060
Lease assets:
Equipment 1-4 760,208 760,208
Building 22,473 22,473
782,682 782,682
Less: Accumulated amortization 249,858 249,858
782,682 ( 249,858) 532,824
Non-depreciable:
Land 5,240,187 47,118 5,287,305
Construction Work in Progress 167,589,130 73,997,349 (68,310,228) 173,276,251
$768,006,313 $115,229,591 $(68,738,464) $_814,497,440

Lease assets

Guam Power Authority (GPA)

In February 2015, GWA moved to a building owned by GPA. GWA does not currently have a
signed lease agreement with GPA but pays for its share of building maintenance costs. GWA’s
use of the building did not amount to a lease as the resolution passed by the CCU did not convey
the right to use an underlying asset. For the years ended September 30, 2023 and 2022, GWA’s
share of building maintenance cost totaled $286,165 and $241,668, respectively

Morrico Equipment, LLC (Morrico)
GWA and Morrico have an equipment lease agreement with lease term of five (5) years for dump

trucks, backhoe loaders and backhoe trailers, with various inception dates based on the delivery
dates of the equipment. The lease agreement may be terminated for convenience by GWA with

penalty.
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Notes to Financial Statements, continued

6. Long-Term Debt

Long-term debt at September 30, 2023 and 2022 is as follows:

Revenue Bonds

2013 Series revenue bonds, interest at 5.25% per annum,
payable semiannually in January and July, principal and
mandatory sinking fund payments in varying annual
installments commencing with a payment of $2,695,000 in
July 2020, increasing to $4,045,000 in July 2028. On
August 26, 2020, these bonds were partially refunded
through the issuance of $166,075,000 2020B refunding
bonds.

2014 Series refunding bonds, interest at 5% per annum,
payable semiannually in January and July, principal and
mandatory sinking fund payments in varying annual
installments commencing with a payment of $2,900,000 in
July 2015, maturity date in July 2035.

2016 Series revenue bonds, interest at 5% per annum,
payable semiannually in January and July, principal and
mandatory sinking fund payments in varying annual
installments commencing with a payment of $420,000 in
July 2020, maturity date in January 2046.

2017 Series refunding bonds, interest at 5% per annum,
payable semiannually in January and July, principal and
mandatory sinking fund payments in varying annual
installments commencing with a payment of $55,000 in
July 2019, maturity date in July 2040.

2020A Series revenue bonds, interest at 5% per annum,
payable semiannually in January and July, principal and
mandatory sinking fund payments in varying annual
installments commencing with a payment of $30,880,000
in July 2047, maturity date in January 2050.

2023

$ 18,365,000

60,050,000

134,140,000

100,930,000

134,000,000

$ 21,510,000

64,055,000

134,975,000

103,180,000

134,000,000

45



Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Notes to Financial Statements, continued

6. Long-Term Debt, continued
Revenue Bonds, continued

2020B Series refunding bonds, interest at varying rates
from 2.75% to 3.70% per annum, payable semiannually in
January and July, principal and mandatory sinking fund
payments in varying annual installments commencing with
a payment of $1,260,000 in July 2028, maturity date in
July 2043.

Total revenue bonds payable
Less current maturities

Bond premium — 2020A series bonds
Bond premium — 2017 series bonds
Bond premium — 2016 series bonds
Bond premium — 2014 series bonds, net

2023 2022
166,075,000 166,075,000
613,560,000 623,795,000
(_10,760,000) (_10,235,000)
602,800,000 613,560,000

10,150,215 10,150,215
10,327,219 10,940,717
13,618,006 14,225,502
3,191,970 3,461,713
$640,087,410 $652,338,147

Annual debt service requirements to maturity for principal and interest are as follows:

Year ending September 30, Principal Interest Total

2024 $ 10,760,000 $ 28,282,065 $ 39,042,065

2025 11,305,000 27,735,778 39,040,778

2026 11,875,000 27,161,815 39,036,815

2027 12,470,000 26,568,065 39,038,065

2028 14,355,000 25,944,565 40,299,565

2029 through 2033 85,210,000 119,436,487 204,646,487
2034 through 2038 105,500,000 99,155,000 204,655,000
2039 through 2043 133,085,000 73,524,160 206,609,160
2044 through 2048 125,880,000 40,779,875 166,659,875
2049 through 2050 103,120,000 4,451,500 107,571,500
$613,560,000 $473,039,310 $1,086,599,310
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Notes to Financial Statements, continued

6. Long-Term Debt, continued
Revenue Bonds, continued

Changes in GWA’s long-term debt for the year ended September 30, 2023 and 2022 are as follows:

Outstanding

Outstanding

October 1, September 30,
2022 Increases Decreases 2023 Current
Revenue Bonds:
2013 series A bonds $ 21,510,000 $ --- $( 3,145,000) $ 18,365,000 $ 3,315,000
2014 series A and B bonds 64,055,000 ( 4,005,000) 60,050,000 4,205,000
2016 series A bonds 134,975,000 ( 835,000) 134,140,000 875,000
2017 series A bonds 103,180,000 ( 2,250,000) 100,930,000 2,365,000
2020 series A bonds 134,000,000 134,000,000
2020 series B bonds 166,075,000 166,075,000
Unamortized premium
on bonds 38,778,147 (0.1,490,737) 37,287,410
$662,573,147 $_ --- $(11,725,737) $650,847,410 $10,760,000
Outstanding Outstanding
October 1, September 30,
2021 Increases Decreases 2022 Current
Revenue Bonds:
2013 series A bonds $ 24,500,000 $ --- $( 2,990,000) $ 21,510,000 $ 3,145,000
2014 series A and B bonds 64,610,000 ( 555,000) 64,055,000 4,005,000
2016 series A bonds 139,030,000 ( 4,055,000) 134,975,000 835,000
2017 series A bonds 105,325,000 ( 2,145,000) 103,180,000 2,250,000
2020 series A bonds 134,000,000 134,000,000
2020 series B bonds 166,075,000 166,075,000
Unamortized premium
on bonds 40,654,335 (01,876,188) 38,778,147
$674,194335 $_ --- $(11,621,188) $662,573,147 $10,235,000
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Notes to Financial Statements, continued

6. Long-Term Debt, continued
Pledged Revenues

The 2010, 2013, 2014, 2016, 2017, 2020A and 2020B Series Bonds are limited obligations of
GWA and are payable solely from, and secured solely by a lien on and pledge of, GWA system
revenues (excluding legislative surcharges and system development charges) to secure the
payment of principal and interest on the Bonds. As of September 30, 2023, total principal and
interest remaining on these bonds is $1,086,599,310 payable through January 2050. For the years
ended September 30, 2023 and 2022, debt service paid on these bonds was $39,036,678 and
$39,041,402, respectively, and total pledged GWA system revenues were $103,159,844 and
$98,449,875, respectively.

Prior-Year Defeasance of Debt

In prior years, GWA defeased certain revenue bonds by placing the proceeds of new bonds in an
irrevocable trust to provide for all future debt service payouts on the old bonds. Accordingly, the
trust account assets and the liabilities for the defeased bonds are not included in GWA’s financial
statements. At September 30, 2023 and 2022, bonds outstanding of $142,595,000, are considered
defeased, which represents a portion of the Series 2013 bonds.

Bond Covenants

The General Indenture, dated December 1, 2005, as updated by supplemental indentures, sets forth
the establishment of accounts, the application of revenues, and certain other covenants to ensure
proper operation and maintenance of the water and wastewater system and payment of debt
service. Management believes GWA was in compliance with all bond covenants as of and for the
years ended September 30, 2023 and 2022. The primary requirements of the General Indenture are
summarized below:

Rate Covenant - GWA has covenanted to at all times fix, prescribe and collect rates, fees and
charges in connection with the services furnished by the water and wastewater system which will
be sufficient to yield the sum of net revenues during each fiscal year equal to at least 125% of the
annual debt service for such fiscal year. Net revenues are defined generally as all GWA system
revenues (excluding legislative surcharges, system development charges and Federal grants) less
operating and maintenance expenses (excluding depreciation and amortization charges and certain
extraordinary, nonrecurring expenses).
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Guam Waterworks Authority
(A Component Unit of the Government of Guam)

Notes to Financial Statements, continued

6. Long-Term Debt, continued
Bond Covenants, continued

Operation and Maintenance Funds - the General Indenture creates an Operation and Maintenance
Fund, available for working capital purposes, and the Operation, Maintenance, Renewal and
Replacement Reserve Fund, available for emergency renewals, replacements and other
contingency items. With respect to the Operation and Maintenance Fund, GWA must maintain a
balance in such account equal to the amount of operation and maintenance expenses budgeted by
GWA to be paid from revenues during the next succeeding calendar month. With respect to the
Operation, Maintenance, Renewal and Replacement Reserve Fund, GWA must maintain a balance
in such account equal to one-fourth of the budgeted sum for the then current fiscal year.

Debt Service Fund - the General Indenture creates a Debt Service Fund available for the purpose
of: (1) paying interest on bonds as it shall become due and payable; (2) paying the principal of
Serial Bonds when due and payable; (3) purchasing or redeeming or paying at maturity Term
Bonds; (4) paying Parity Payment Agreement Payments due and payable; and (5) paying Credit
Agreement Reimbursement Payments due and payable. As of September 30, 2023 and 2022,
GWA is not currently a party to any Parity Payment Agreements.

Bond Reserve Fund - the General Indenture created a Bond Reserve Fund available for the purpose
of paying debt service on Bonds (including Payment Agreement Payments) in the event of a
deficiency in the Debt Service Fund. GWA is required to maintain an amount within the Bond
Reserve Fund equal to the maximum annual debt service for the then current or future fiscal year
on all outstanding bonds.

Events of default with finance related consequences - the General Indenture specifies a number of
Events of Default and related remedies. In the event that the amount in any Fund or Account is
insufficient for the purposes for which such Fund or Account was established, the Trustee shall
transfer such amount as is necessary to satisfy such deficiency. If after making all such transfers,
the amount in the Debt Service Fund is insufficient, the Trustee shall promptly issue a notice of
default to Bondholders.

Acceleration - the remedies granted to the Trustee and the Bondholders under the General
Indenture do not include any right to accelerate the payment of the outstanding bonds. The Trustee
is authorized to take certain actions upon the occurrence of an event of default, including
proceedings to enforce the rights of Bondholders as outlined in the General Indenture.
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Notes to Financial Statements, continued

7. Change in Other Long-Term Liabilities

Changes in GWA’s other long-term liabilities for the year ended September 30, 2023 are as
follows:

Outstanding Outstanding

October 1, September 30,
2022 Increases Decreases 2023 Current
Other:
Employee annual leave $ 1,720,920 $ 1,496,472 $( 1,574,713) $ 1,642,679 $ 729,390
DCRS sick leave liability 1,376,504 53,494 1,429,998
Lease liabilities 535,103 171,639 ( 268,028) 438,714 246,469
Subscription-
based IT liabilities 308,006 ( 179,372) 128,634 128,634
Net pension liability 46,038,335 13,364,363 59,402,698
OPEB liability 116,272,057 (29,087,194) 87,184,863
$165,942,919 $15,393,974 $(31,109,307) $150,227,586 $1,104,493

Changes in GWA’s other long-term liabilities for the year ended September 30, 2023 and 2022 are
as follows:

Outstanding Outstanding

October 1, September 30,
2021 Increases Decreases 2022 Current
Other:
Employee annual leave $ 1,845,938 $ 1,446,247 $( 1,571,265) $ 1,720,920 $725,007
DCRS sick leave liability 1,339,208 37,296 1,376,504
Lease liabilities 782,682 2,587 ( 250,166) 535,103 234,824
Net pension liability 56,364,779 (10,326,444) 46,038,335
OPERB liability 106,433,894 9,838,163 116,272,057

$166,766,501 $11,324,293 $(12,147,875) $165,942,919 $959,831

The future payments of lease and subscription-based IT liabilities are as follows:

Year ending September 30, Principal Interest Total
2024 $396,662 $ 6,260 $402,922
2025 84,563 3,023 87,586
2026 35,943 1,977 37,920
2027 36,985 935 37,920
2028 13,195 75 13,270
$567,348 $12,270 $579,618
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(A Component Unit of the Government of Guam)

Notes to Financial Statements, continued

8. Pensions

GWA s statutorily responsible for providing pension benefits for GWA employees through the
GovGuam Retirement Fund (GGRF).

A. General Information About the Pension Plans

Plan Description: GGRF administers the GovGuam Defined Benefit (DB) Plan, a single-
employer defined benefit pension plan, and the Defined Contribution Retirement System (DCRS).
The DB Plan provides retirement, disability, and survivor benefits to plan members who enrolled
in the plan prior to October 1, 1995. Article 1 of 4 GCA 8, Section 8105, requires that all
employees of GovGuam, regardless of age or length of service, become members of the DB Plan
prior to the operative date. Employees of a public corporation of GovGuam, which includes GWA,
have the option of becoming members of the DB Plan prior to the opera