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GOVERNMENT OF GUAM

Notes to Financial Statements
September 30, 2013

Discretely Presented Component Unit Disclosures, Continued

F. Bonds Payable, Continued

Guam Waterworks Authority (GWA):

Water and Wastewater System Revenue Bonds, Series 2005 (original
issue of $101,175,000, dated November 1, 2005), varying interest rates
at 5% - 5.875% per annum, payable semiannually on January 1 and July
1, principal and mandatory smkmg fund payments due in varying annual
mstallments commencing with a payment of $1,865,000 on July 1, 2008,
and increasing to a final payment of $6,810, 000 on July 1, 2035. The
bonds have been issued to finance capital improvements to GWA’s
water and wastewater systems, refinancing certain outstanding
obligations, and financing new water meters. $ 88,485,000

Water and Wastewater System Revenue Bonds, Series 2010 (original
issue of $118,825,000, dated November 9, 2010), varying interest rates
at 4% - 5.625% per annum, payable semiannually on January 1 and July
1, principal and mandatory smkmg fund payments due in varying annual
installments commencing with a payment of $1,055,000 on July 1, 2015,
and increasing to a final payment of $14,460, 000 on July 1, 2040. The
bonds have been issued to finance capital improvcments to GWA’s

water and wastewater systems. 118,825.000
207,310,000

Less net unamortized discount on 2010 bonds (2,190,245)
Add net unamortized premium on 2005 bonds 2,663,341
$ 207,783,096

All gross revenues of GWA, except PUC surcharge revenues, have been pledged to repay the
2005 and 2010 series bond principal and interest. The debt service for the 2005 and 2010
series bonds was $14,220,694 or 19.5% of pledged gross revenues for the year ended
September 30, 2013. A premium associated with the 2005 bond series is being amortized
using the effective interest method over the lives of the bonds. The discount associated with
the 2010 bond series has been deferred and is being amortized using the effective interest
method over the lives of the bonds.

GWA fully paid a debt to Municipal Services Group, Inc. (MSG) with proceeds from the
2005 bond issuance. MSG indicated that it may make a claim against GWA in connection
with the investment earnings on the Acquisition Fund for the Certificates of Participation
2005 Services relative to financing the purchase and installation of GWA’s water meters. No
provision has been recorded in the accompanying financial statements for a liability, if any,
because an estimate of the amount or range of potential loss cannot be determined at this
time.
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Discretely Presented Component Unit Disclosures, Continued

F. Bonds Payable, Continued

Guam Waterworks Authority (GWA), Continued:

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

Year ending
September 30, Principal Interest Total
2014 2,500,000 $ 11,721,694 $ 14,221,694
2015 3,690,000 11,584,194 15,274,194
2016 3,875,000 11,397,070 15,272,070
2017 4,065,000 11,207,794 15,272,794
2018 4,280,000 10,992,856 15,272,856
2019 - 2023 25,240,000 51,121,356 76,361,356
2024 - 2028 33,300,000 43,062,881 76,362,881
2029 - 2033 44,005,000 32,355,606 76,360,606
2034 - 2038 58,205,000 18,152,219 76,357,219
2039 - 2040 28.150.000 2.396.813 30,546,813
$ 207,310,000 $ 203,992,483 $411,302.483

Guam Housing Corporation (GHC):

Mortgage-Backed Revenue Bonds, Series 1998, (original issue of
$50,000,000, dated April 15, 1998), varying interest rates at 4.45% -
5.75% per annum, payable semiannually on March 1 and September 1,
principal fund payments due in varying semiannual installments
commencing with a payment of $25,000 on March 1, 2002, and
increasing to a final payment of $194,201 on September 1, 2031. The
bonds were issued for the purpose of providing money to engage in a
home-financing program within the Territory of Guam. $ _4.565,000
The bonds are limited obligations of GHC payable from the revenues and other assets
pledged for the payment thereof and are not a lien or charge upon the funds of GHC, except
to the extent of the pledge and assignment set forth in the Indenture and in the bonds. The
bonds do not constitute indebtedness or a loan of credit of GovGuam or the United States of
America, within the meaning of the Organic Act of Guam or statutory provisions. Neither
the faith and credit nor the taxing power of GovGuam is pledged to the payment of the
principal of, or interest on the bonds. GHC has no taxing authority. The bonds are not debis,
liabilities or obligations of GovGuam, and GovGuam is not liable for the payment should
GHC default on the loan.
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Discretely Presented Component Unit Disclosures, Continued

F. Bonds Payable, Continued

Guam Housing Corporation (GHC), Continued:

The bonds maturing in September 2031 are not subject to optional redemption prior to
maturity. The bonds maturing after September 2009 but before September 2021 are subject
to redemption on any date on or after September 2009, at the option of GHC, in whole, or in
part from such maturities as are determined by GHC, from any source of available monies, at
the redemption prices set forth in the Indenture. The bonds maturing in September 2018, in
September 2021, and in September 2031 are subject to mandatory redemption prior to
maturity at a redemption price equal to 100% of the principal amount redeemed, plus accrued
interest thereon to the date fixed for redemption, from sinking fund installments which are
required to be made in amounts sufficient to redeem on dates set forth in the Indenture.

The bond indenture contains certain restrictive covenants, including restrictions on the use of
bond funds. Management of GHC is of the opinion that GHC was in compliance with all
significant covenants as of September 30, 2013.

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

Year ending

September 30, Principal Interest Total
2014 $ 152,204 $ 249,891 $ 402,095
2015 160,985 241,622 402,607
2016 169,180 232,900 402,080
2017 179,132 223,724 402,856
2018 188,499 214,015 402,514

2019 - 2023 1,161,143 908,342 2,069,485

2024 - 2028 1,457,091 555,552 2,012,643

2029 - 2031 1,096,766 112.876 1,209.642

$ 4,565,000 $ 2,738,922 $ 2,303,922
Guam Economic Development Authority (GEDA):

Tobacco Settlement Asset-Backed Bonds, 2007 Series A, (original issue
of $33,575,000, dated December 1, 2007), varying interest rates at
5.25% - 5.625% per annum, payable semiannually on June 1 and
December 1, principal fund payments due in varying annual installments
commencing with a payment of $1,025,000 on June 1, 2008 and
increasing to a final payment of $3,840,000 on June 1, 2026. These
bonds are payable solely from and secured by certain revenues. The
bonds have been issued for deposit to trust and endowment funds. $ 28,285,000
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Discretely Presented Component Unit Disclosures, Continued

F. Bonds Payable, Continued

Guam Economic Development Authority (GEDA), Continued:

Tobacco Settlement Asset-Backed Capital Appreciation Bonds, 2007
Series B (original issue of $3,407,077, dated December 1, 2007), interest
not paid currently, compounded annually on December 1 based on an
imputed interest rate of 7.25% to become part of the accreted value until
the maturity date or earlier redemptions. The bonds bear an original
maturity value of $115,455,000 with final maturity date of June 1, 2057.
The projected turbo redemption date, however, is June 1, 2034 with a
total projected principal amount of $16,773,618. Under the Turbo
Redemption assumption, principal fund payments are due in varying
annual installments commencing with a payment of $917,533 on June 1,
2008 and increasing to a final payment of $1,191,488 on June 1, 2034.
The Series B bonds are also secured by certain revenues with the Series

A bonds; however, they are subordinate to the 2007 Series A Bonds. 16,773.618
45,058,618
Less discount on Series B capital appreciation turbo term bonds (11,653,189)
Less discount on issuance (1.098.,438)
$ 32,306,991
Annual debt service requirements to maturity for principal and interest are as follows:
Year ending
September 30, Principal Interest Total
2014 $ 1,980,000 $ 1,331,879 $ 3,311,879
2015 2,120,000 1,227,732 3,347,732
2016 2,270,000 1,116,300 3,386,300
2017 2,430,000 996,380 3,426,380
2018 1,115,000 885,891 2,000,891
2019 - 2023 6,935,000 3,299,625 10,234,625
2024 - 2028 10,299,588 975,867 11,275,455
2029 - 2033 14,543,733 - 14,543,733
2034 3.365.297 3.365.297
$ 45,058.61 $9.833,674 $ 54,892.292
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Discretely Presented Component Unit Disclosures, Continued

F. Bonds Payable, Continued

Guam Economic Development Authority (GEDA), Continued:

On December 13, 2007, GEDA issued $36,982,077 in Series 2007 Tobacco Seftlement
Asset-Backed Bonds to retire $25,040,000 of outstanding 2001 Series bonds. The net
proceeds were $35,478,149 ($34,359,109 of original principal after issuance discount,
underwriter discount and other issuance costs, plus an additional $794,040 from the Series
2001 funds plus $325,000 received in connection with the termination of Series 2001
Reserve Fund Agreement). Of this amount, $8,345,278 was transferred into a custodial
account for the benefit of GovGuam. The remaining $27,132,871 was deposited in an
irrevocable trust with an escrow agent to provide for the future service of the Series 2001
bonds through May 15, 2016. Except to the extent of any excess which is to be released upon
termination (when all transfers and payments required are satisfied), GEDA has no interest in
the funds or investments held in the escrow fund and as a result, the Series 2001 bonds
indenture was satisfied and discharged. As a result, the refunded bonds are considered to be
defeased and the liability has been removed from the financial statements of GEDA. This
advance refunding resulted in a loss of $2,628,344, representing the difference between the
reacquisition price and the carrying amount of the Series 2001 bonds. The loss has been
deferred and amortized over the remaining life the Series 2001 bonds and is reflected as a
reduction of the bond liability. As of September 30, 2013, bonds outstanding from the
abovementioned advance refunding activities in the amount of $22,400,000 are considered
defeased.

The defeasance of the bonds resulted in an increase of GEDA’s aggregate debt service
payment by approximately $36 million over the life of the new Series 2007 bonds and an
economic loss (difference between the present value of the old and new debt service
payments, plus the $8,345,278 received) of approximately $455,000.

The difference between the original principal amount of $3,407,077 and the projected turbo
redemption projected value of $16,773,618 represents discount that is amortizing into interest
expense using the straight-line method through the weighted average life of the Series 2007
bonds.

The Series 2007 bonds are subject to mandatory redemption, in whole or in part, prior to their
stated maturity dates from amounts on deposit in the Turbo Redemption Account on each
Distribution Date (December 1). Due to a number of factors, including actual shipment of
cigarettes in the United States and the actual level of payments received by the settling states
under the Master Settlement Agreement, the amount available to pay the principal or
accredited value of and interest on the Series 2007 bonds may fluctuate from year to year.
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(15) Discretely Presented Component Unit Disclosures, Continued
G. Notes Payable

As of September 30, 2013, the discretely presented component units had the following notes
payable outstanding:

Antonio B. Won Pat International Airport Authority (AWPIAA):

Note payable to a bank in the amount of $11,900,000, dated June 27,
2012, interest at 3.75% per annum, due initially in monthly installments
of interest commencing July 27, 2012, with monthly installments of
principal and interest of $309,687 commencing February 27, 2014
through July 27, 2017. Loan proceeds are to be used to finance energy
efficient upgrades. The loan is subject to U.S. Department of
Agriculture’s (USDA) written commitment to the bank to guaranty no
less than 90% of the loan to AWPIAA. $_10.928228

The loan is secured by a Security Agreement and UCC-1 Financing Statement which identify
sums in the Subordinate Securities Fund and Capital Improvement Fund as collateral for the
loan. Both funds are allocated revenues pursuant to Section 5.02 of the 2003 General
Revenue Bond indenture. Obligations of AWPIAA payable from the aforementioned funds
are subordinate to the pledge and lien of airport revenues to secure payment of AWPIAA's
bonds. The disbursement of the loan proceeds will be based on the payment of the costs
incurred for work actually done and improvements actually installed by a contractor under a
performance contract. The loan will be disbursed directly to the contractor by the bank upon
AWPIAA’s approval. The undisbursed portion of the loan at September 30, 2013 totals
$971,772. The $11,900,000 is subject to USDA’s Loan Note Guarantee; however, the Loan
Note Guarantee for the loan will not be executed by USDA until all construction has been
completed, equipment has been purchased and installed, and the facility is certified as
operational by the appropriate official, which is expected to be in January 2014. At
September 30, 2013, the loan was supported by a Conditional Commitment for Guarantee by
the USDA.

On January 25, 2014, the loan agreement and note were amended by Commercial Loan
Modification Agreement, wherein the amended interest rate is at 5.75% per annum until the
amended note is paid in full. Beginning on February 24, 2014 and continuing thereafter
during the term of the amended loan agreement, principal and interest shall be paid in
monthly installments of $130,625 over a period of 10 years from January 25, 2014 to January
24, 2024. The amended maturity date of the loan is January 24, 2024.

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

Year ending

September 30, Principal Interest Total
2014 $ 2,263,500 $ 352,096 $ 2,615,596
2015 3,450,000 266,244 3,716,244
2016 3,582,000 134,244 3,716,244
2017 1,632,728 53212 1,685.940

$10,928228 $ 805,796 $ 11,734,024
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G. Notes Payable, Continued

Guam Memorial Hospital Authority (GMHA):

Note payable to a local bank in the amount of $12,000,000, dated
February 11, 2011, variable interest at 1% over bank’s reference rate
subject to a minimum rate of 6.5% per annum and a maximum rate of
9.5% per annum, due in monthly installments of principal and interest of
$104,634 through January 2018. The loan is collateralized by a pledge
of GMHA revenues and guaranteed by GovGuam and the full faith and
credit of GovGuam.

$ 10,753,125

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

Year ending
September 30, Principal Interest To
2014 $ 814,082 $ 611953 $ 1,426,035
2015 852,919 501,381 1,354,300
2016 897,504 456,798 1,354,302
2017 947,061 407,241 1,354,302
2018 997,995 356,306 1,354,301
2019 - 2023 5,854,378 917,125 6,771,503
2024 389.186 3.879 393,065
$ 10,753,125 $ 3,254,683 $ 14.007,808

Guam Waterworks Authority (GWA):

Note payable to a local bank in the amount of $25,000,000, dated June
15, 2010, interest at 7.75% per annum, due in monthly installments of

principal and interest of $300,027 through June 15, 2015. $ 18,838,786
Note payable to a local bank in the amount of $5,000,000, dated June 15,
2010, interest at 7.75% per annum, due in monthly installments of
principal and interest of $100,785 through June 2015. 1,968,184
$ 20,806,970
Annual debt service requirements to maturity for principal and interest are as follows:
Year ending
September 30, Principal Interest Total
2014 $ 3,272,319 $ 1,537,418 $ 4,809,737
2015 17,534,651 953.854 18.488.505

$ 20,806,970 $2.491,272 $ 23,298,242
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Discretely Presented Component Unit Disclosures, Continued

G. Notes Payable, Continued

Port Authority of Guam (PAG):

Note payable to a bank in the amount of $3,500,000, dated October 22,
2010, variable interest at 3% above the Federal Home Loan Bank of
Seattle’s 15-Year amortizing fixed advanced rate at the time of funding
(6.18% per annum at September 30, 2013), due in monthly instaliments
of principal and interest of $30,049 through October 2025. Loan
proceeds were used to reimburse PAG for the acquisition of four top
lifters and ten terminal yard contractors. The loan is secured by the
abovementioned equipment.

Note payable to a local bank in the amount of $12,000,000, dated
December 20, 2012, variable interest at 3.42% above the Federal Home
Loan Bank of Seattle’s 15-Year amortizing fixed advanced rate at the
time of funding (5.94% per annum at September 30, 2013), due in
monthly installments of principal and interest of $101,427 through
December 2027. Loan proceeds were used to purchase used gantry

$ 3,037,138

cranes. 11,621.846
$ 14,658,984
Annual debt service requirements to maturity for principal and interest are as follows:
Year ending
September 30, Principal Interest Total
2014 $§ 708,048 $ 870,561 $ 1,578,609
2015 751,380 826,327 1,577,707
2016 796,174 781,533 1,577,707
2017 848,188 729,519 1,577,707
2018 901,248 676,459 1,577,707
2019 - 2023 5,424,001 2,464,532 7,888,533
2024 - 2028 5,229,945 664,437 5.894.382
$ 14.658,984 $72.013.368 $21,672.352
University of Guam (UOG):

Rural development loan payable to the U.S. Department of Agriculture,
dated June 12, 2003, in the amount of $13,500,000, interest at 4.5% per
annum, principal and interest payable commencing on July 12, 2006 in
monthly installments of $62,505, and collateralized by real property.
Loan proceeds were used to finance the construction of the Business and
Public Administration (BPA) Building. The loan is secured by
equipment, furniture and fixtures located at the BPA Building.
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(15) Discretely Presented Component Unit Disclosures, Continued

G. Notes Payable, Continued
University of Guam (UOG), Continued:

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

Year ending
September 30, Principal Interest Total
2014 $ 201,557 $ 548,503 $ 750,060
2015 210,817 539,243 750,060
2016 220,501 529,559 750,060
2017 230,631 519,429 750,060
2018 241,226 508,834 750,060
2019 - 2023 1,382,900 2,367,400 3,750,300
2024 - 2028 1,731,108 2,019,192 3,750,300
2029 - 2033 2,166,994 1,583,306 3,750,300
2034 - 2038 2,712,634 1,037,666 3,750,300
2039 -2043 3.155.095 355.621 3.510.716
$12.253.463 $ 10,008,753 $22.262,216
Guam Community College (GCC):

Due to U.S. Department of Agriculture in the original amount of
$2,250,000, with interest at 4.125% per annum, payable in monthly
installments of $9,698, including interest, through March 10, 2051,
collateralized by a pledge of all gross revenues and fixed assets of GCC. $ 2,213,617

Due to U.S. Department of Agriculture in the original amount of
$3,500,000, with interest at 3.125% per annum, payable in monthly

installments of $12,810, including interest, through March 6, 2053,
collateralized by a pledge of all gross revenues. 3.386.324

$__5.599.941
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G. Notes Payable, Continued

Guam Community College (GCC), Continued:

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

Year ending
September 30, Principal Interest Total
2014 $ 70,785 $ 198,588 $ 269,373
2015 73,293 196,080 269,373
2016 75,891 193,481 269,372
2017 78,584 190,789 269,373
2018 81,371 187,999 269,370
2019 - 2023 452,388 894,474 1,346,862
2024 - 2028 538,985 807,877 1,346,862
2029 - 2033 642,538 704,324 1,346,862
2034 - 2038 766,444 580,418 1,346,862
2039 - 2043 914,794 432,068 1,346,862
2044 - 2048 1,092,522 254,340 1,346,862
2049 - 2053 812.346 59,487 871,833
$ 5,599,941 $ 4,699,925 $ 10,299,866

On March 6, 2013, GCC entered into a $3,500,000 Community Facilities Loan agreement
with the U.S. Department of Agriculture for the purpose of funding facility construction
purposes. The loan is guaranteed by a pledge of all gross revenues of GCC.

Guam Housing and Urban Renewal Authority:

Due to Farmers® Home Administration, with interest at 6% per annum,
payable in equal monthly installments of $10,540, including interest,
through April 2030, collateralized by restricted cash balances. $ __1,260,729

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

Year ending
September 30, Principal Interest Total
2014 $§ 52,000 $ 74,480 $ 126,480
2015 55,400 71,080 126,480
2016 58,800 67,680 126,480
2017 62,400 64,080 126,480
2018 66,300 60,180 126,480
2019 - 2023 398,100 234,300 632,400
2024 - 2028 537,200 95,200 632,400
2029 - 2030 30.529 103 30,632
$ 1,260,729 $ 667103 $ 1.927,832
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G. Notes Payable, Continued

Guam Housing Corporation (GHC):

Note payable to Federal Home Loan Bank of Seattle, interest rate at
6.49% per annum, interest payable monthly, principal due in August
2014, collateralized by proceeds received from mortgage loans made by
GHC. As of September 30, 2013, GHC has pledged as security for this

loan approximately $7,244,507 of related outstanding mortgage loans. $1,119.469
. Capital Lease Financing
Guam Power Authority (GPA):

In September 1996, GPA entered into agreements to purchase electricity produced by
generating plants constructed or refurbished and operated by three companies. The
agreements have twenty year terms. At the end of the agreements, ownership of the plants
and the plant improvements reverts to GPA. Under each of the agreements, GPA pays
capacity and operation and maintenance costs.

GPA has determined that the agreements to purchase electricity were in fact capital leases to
acquire the plants and that the capacity payments made under the agreements were lease
payments.

The assets acquired through capital leases are as follows:

Asset:
Buildings $ 171,382,727
Less accumulated depreciation (70.444.342)

$ 100,938,385

The leases have effective interest rates ranging from 8.6% to 14.2%. Future capacity
payments under these agreements are as follows:
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H. Capital L ease Financing, Continued
Guam Power Authority (GPA), Continued:

Future minimum lease obligations to maturity for principal and interest are as follows:

Year ending
September 30, Principal Interest Total
2014 $ 13,064,559 $ 10,019,745 $ 23,084,304
2015 14,765,627 8,318,677 23,084,304
2016 16,692,419 6,391,885 23,084,304
2017 18,875,274 4,209,030 23,084,304
2018 16,950,423 1,934,418 18,884,841
2019 5.919.936 159.673 6.079.609
$ 86,268,238 $31.033.428 $ 117,301,666

Changes in Long-Term Liabilities

During the year ended September 30, 2013, the following changes occurred in liabilities
reported as part of the discretely presented component units’ long-term liabilities in the

statement of net position:

Bonds Payable:

Bonds payable:

Antonio B. Won Pat lnternational
Airport Authority

Guam Power Authority

Guam Waterworks Authority

Guam Housing Corporation

Guam Economic Development
Authority

Unamortized amounts:
Bond premiums:
Antonio B. Won Pat
International Airport Authority
Guam Power Authority
Guam Waterworks Authority
Bond discounts:
Guam Power Authority
Guam Waterworks Authority
Guam Economic Development
Authority

Balance
October 1,
2012

$ 155,005,000
566,805,000
209,690,000

4,710,000

45,828,618
982,038,618

3,551,487
2,783,492

(7,504,431)
(2,270,926)

(13.223,953)

Additi

$ 247,335,000
340,620,000

Reductions

$(155,005,000)
(376,865,000)
(2,380,000)
(145,000)

(770.000)

587,955,000

2,891,161
33,518,707

i 965374287 § 624364868
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(535,165,000)

(3,551,487)
(2,021,320)
(120,151)

3,694,785
80,681

472326
8(536,610,166)

Balance
September Due Within
30,2013 One Year

§ 247335000 §

530,560,000 12,310,000
207,310,000 2,500,000
4,565,000 152,204

45,058,618 1,980,000
1,034,828,618 16,942,204

2,891,161
31,497,387
2,663,341

(3,809,646)
(2,190,245)

(12.751,627)

SI0S3128080  § 16942204
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(15) Discretely Presented Component Unit Disclosures, Continued

L

Changes in Long-Term Liabilities, Continued

Notes Payable:
Balance Balance
October 1, Scptember Due Within
2012 Additions Reductions 30.2013 One Year
Notes payable:
Antonio B. Won Pat International
Airport Authority $ 5,594,897 $ 5333331 § 5§ 10928228 § 2,263,500
Guam Memorial Hospital
Authority 11,292,872 (539,747) 10,753,125 814,082
Guam Waterworks Authority 23,925,764 . (3,118,794) 20,806,970 3,272,319
Port Authority of Guam 3,201,009 12,000,000 (542,025) 14,658,984 708,048
University of Guam 12,396,023 {142,560) 12,253,463 201,557
Guam Community College 2,494,813 3,500,000 (394,872) 5,599,941 70,785
Guam Housing and Urban
Renewal Authority 1,310,139 - (49,410) 1,260,729 52,000
Guam Housing Corporation 2,267,289 - (1.147.820% 2,267,289 -
Other Long-term Liabilities:
Balance Balance
October 1, September Due Within
2012 Additions Reductions 30,2013 One Year
Compensated absences $ 13,557,141 § 8,864,653 § (8,397234) § 14024560 § 7405826
Capital lease obligations 97,830,265 . (11,562,027) 86,268,238 13,064,559
DCRS sick leave 11,139,910 3,626,261 (2,109,212) 12,656,959 .
Other noncurrent liabilities 3.842.249 2.143.327 (2.205.227) 3,780,349 -
3 126369565 § 14.63424] § (24273700) § 116730,106 § 20470385

Commitments and Contingencies

Guam Economic Development Authority (GEDA) Tobacco Settlement Reserve Fund

In connection with the Series 2007 Tobacco Settlement Bonds, GEDA entered into a Reserve
Fund Agreement (the "Agreement") with Lehman Brothers Special Financing, Inc. ("LBSF"),
which requires LBSF to cause Lehman Brothers, Inc., as qualified dealer, to deliver securities
that mature on or before the next interest payment date, at a price designed to produce a rate
of return of at least 4.365%. The contractual termination date for the Reserve Fund
Agreement is June 1, 2047. LBSF's obligation under the Agreement was guaranteed by
Lehman Brothers Holdings Inc.("LBHI"). On September 15, 2008, LBSF and LBHI filed for
Chapter 11 bankruptcy protection, LBSF failed to deliver new Qualified Securities under the
Agreement on the next scheduled delivery date of December 1, 2008, and, as a result, Co-
Trustee U.S. Bank National Association declared an event of default under the Agreement
and invested the amount on deposit in the Reserve Fund in short-term securities as required
under the Agreement.
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(15)  Discretely Presented Component Unit Disclosures, Continued

I,

Commitments and Contingencies, Continued

Guam Economic Development Authority (GEDA) Tobacco Settlement Reserve Fund,
Continued

On September 22, 2009, GEDA filed claims with the United States Bankruptcy Court against
LBSF and LBHI, each for approximately $1,800,000, as the estimated replacement market
value of the Reserve Fund Agreement. Such replacement value represents the present value
of the difference between the guaranteed rate and the market interest rate over the remaining
term of the Agreement, i.e. through June 1, 2047. If the termination claim is not favorably
resolved, GEDA's earnings from the investment of the Reserve Fund could be lower than
originally expected, but no loss of principal has occurred or would occur. These events are
not expected to have an adverse impact on the timely repayment of the Series 2007 Tobacco
Settlement Bonds.

Performance Management Contracts (PMCs)

Guam Power Authority (GPA) has entered into two new PMCs with two companies for the
operation and maintenance of Cabras 1 and 2 and Cabras 3 and 4 generators, which became
effective on October 1, 2010 and July 1, 2010, respectively. These PMCs are for a period of
five years with an option to extend for another five-year term. The future minimum annual
management fee payments for commitments under these contracts are $2,734,117 for fiscal
year 2014 and $2,526,743 for fiscal year 2015.

On December 5, 2006, Guam Waterworks Authority entered into a three year PMC with a
company for the operation and maintenance of its Wastewater Treatment Plants, Collection
System, and Lift Stations, which were extended to mature on December 31, 2013. The future
minimum annual management fee payments for commitments under \‘hese contracts are
$286,557 for fiscal year 2014.

Lease Obligations as Lessor

In November 2002, the DFS Group L.P. (DFS) was selected as the primary concessionaire
and was awarded a ten year concession agreement by Antonio B. Won Pat International
Airport Authority (AWPIAA) commencing on January 1, 2003 and terminating on December
31, 2012. On March 17, 2006, AWPIAA entered into a concession agreement for additional
space for a five year term which expired in 2011, but the concession continues on a month-to-
month basis until a new agreement is finalized. The concession agreement expired on July
2013 and was not renewed. Effective fiscal year 2011, DFS entered into another concession
agreement with AWPIAA for a separate additional store space for a five year term. The
concession agreements provide for a minimum annual guarantee rent as well as percentage
rent on gross revenues exceeding certain levels. The future minimum lease receipts for the
aforementioned concession agreements are $250,000 for fiscal year 2014.

In March 2013, Lotte Duty Free Guam, LLC (Lotte) was selected as the primary
concessionaire for the airport terminal for a ten year term commencing July 1, 2013 and
terminating on June 30, 2023. The concession agreements provide for a minimum annual
guarantee rent as well as percentage rent on gross revenues exceeding certain levels.
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The future minimum lease receipts for the aforementioned concession agreements are as
follows:

Year Ending
September 30,
2014 $ 15,400,000
2015 15,400,000
2016 15,400,000
2017 15,400,000
2018 15,400,000
Thereafter 74.433.333

$151.433.333

On May 30, 2013, DFS filed a notice of appeal of AWPIAA’s denial of DFS’s first protest
with the Office of Public Accountability (OPA). On December 26, 2013, the OPA issued an
order that it is precluded from proceeding with DFS’s appeal at this time. On May 30, 2013,
DFS also filed a civil action seeking judicial review of AWPIAA’s denial of the first DFS
protest. On July 19, 2013, the Court issued a Decision and Order dismissing the action for
lack of subject matter jurisdiction. AWPIAA filed a motion for monetary sanctions against
DFS and its attorneys for alleged filing of a frivolous action in the Superior Court.
Additionally, AWPIAA requested that the Court reconsider its decision to withdraw
statements made by the Court that it exceeded its jurisdiction and were inconsistent with its
holdings. The Superior Court denied AWPIAA’s motions for sanctions and denied its
motion for reconsideration. AWPIAA has appealed these decisions and the matter is
currently pending before the Supreme Court of Guam.

AWPIAA has lease agreements with scheduled air carriers, various other concessionaires and
airport users. The agreements provide the lessees with the use of AWPIAA’s system
facilities, equipment and services. The signatory airline operating agreement and terminal
building leases expire on September 30, 2016. Other ground lease agreements will expire
ranging from September 2015 through September 2035. The lease agreements with six rent-
a-car companies will expire in June 2016.
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The future minimum rental receipts for the aforementioned noncancellable operating leases
(excluding the DFS and Lotte leases) are as follows:

Year Ending
September 30

2014 $ 6,828,000
2015 6,598,000
2016 6,154,000
2017 1,352,000
2018 1,352,000
Thereafter 8.792.000
$ 31,076,000

Port Authority of Guam (PAG), in cooperation with the Guam Economic Development
Authority, leases space to tenants under noncancellable operating leases, with options to
renew, providing for future minimum rentals.

The future minimum rental receipts for the aforementioned noncancellable operating leases
are as follows:

Year Ending
September 30,
2014 $ 1,182,416
2015 1,182,416
2016 1,182,416
2017 1,182,416
2018 1,182,416
Thereafter 4.512,410

$ 10,424,490

PAG also leases equipment and space to tenants on a month to month basis.

Lease Obligations as Lessee

On December 31, 2002, Guam Power Authority (GPA) entered into a lease agreement for its
office building for an initial term of two years with a monthly rental of $25,000. On January
1, 2010, GPA renewed the lease agreement for an additional term of three years with a
monthly rental of $45,000. On January 1, 2013, GPA renewed the lease agreement for an
additional term of two years with a monthly rental of $45,110.
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GPA also leases fuel storage tanks for a monthly fee of $100,000 beginning September 1998,
increasing to $107,500 in March 2003. The initial term of the lease is for a period of 10 years
with an option to renew for an additional 5-year period, expiring on September 2013, at an
increased monthly lease fee of $115,650. On February 8, 2008, GPA renewed the agreement
for an additional five year term from March 1, 2008 through February 28, 2013 and month-
to-month thereafter.

GPA entered into a commercial space lease beginning July 1, 2010, with monthly rentals of
$4,495. The lease has an option to renew for an additional term of five years.

The future minimum lease payments for the aforementioned leases are as follows:

Year Ending

September 30,
2014 $ 2,074,250
2015 1,711,485
2016 1,594,682
2017 1,656,018
2018 1,576,545

2019 - 2023 250,149

$ 8.863,129

In January 2012, Guam Waterworks Authority (GWA) entered into a commercial space lease
for a period of three years with monthly rentals of $13,655. The future minimum lease
payments for the aforementioned leases are $163,860 for fiscal year 2014 and $47,792 for
fiscal year 2015.

In January 2012, Guam Housing and Urban Rural Authority (GHURA) entered into a lease
agreement for office space for an initial term of two years with a monthly rental of $6,825.
The future minimum lease payments for the aforementioned lease are $81,896 for fiscal year
2014 and $27,299 for fiscal year 2015.

In February 2003, Guam Housing Corporation (GHC) entered into a Memorandum of
Understanding (MOU) with Guam Economic Development Authority (GEDA) to provide
support services to GHC. Such services were for network and computer administration for a
fee of $21,696 per annum. GHC also sub-leases office space from GEDA under its operating
lease, which expires February 28, 2014. The future minimum lease payments for the
aforementioned lease are $49,000 for fiscal year 2014.

On January 1, 2007, Guam Educational Telecommunications Corporation (GETC) entered
into a twenty-one year lease agreement with the Chamorro Land Trust Commission (CLTC)
for an antennae site with transmitter building facilities. The terms of the lease require
monthly lease payments of $850.
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The future minimum lease payments for the aforementioned lease are as follows:

Year Ending
September 30,
2014 $ 10,200
2015 10,200
2016 10,200
2017 10,200
2018 10,200
2019 - 2023 51,000
2024 - 2028 51,000

$ 153,000
Renewable Energy Contracts

Guam Power Authority (GPA) has entered into three agreements to purchase renewable
energy and associated renewable energy credits. The planned commercial operation dates are
June 2014, August 2014 and March 2015. During each of the contract years starting from the
commercial operation date, GPA is committed to purchase approximately 35,000 to 40,000
megawatt hours of annual renewable energy. At September 30, 2013, the minimum future
renewable energy purchases are as follows:

The future minimum renewable energy purchases for the aforementioned contracts are as

follows:
Year Ending
September 30,
2014 $ 2,913,270
2015 14,438,490
2016 15,444,504
2017 15,523,617
2018 15,588,509
2019 - 2023 79,110,242
2024 - 2028 81,094,540
2029 - 2033 79,371,102
2034 - 2038 50,016,726
2039 6,860.619
$ 360,361.619
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Fuel Bulk Storage Facility Contract

In June 2012, the Guam Power Authority entered into an agreement for the management and
operations of its fuel bulk storage facility. The agreement is for three years ending May 31,
2015 with an option to extend the contract for two additional one-year terms with the mutual
consent of both parties. Mandatory management fees are $675,273 annually with optional
additional insurance fees of $41,750 annually. The future minimum management fees are
$675,273 for fiscal year 2014 and $450,182 for fiscal year 2015,

Fuel Purchase Contract

In August 2013, the Guam Power Authority (GPA) entered into a fuel purchase contract
agreement to purchase residual fuel oil and low sulfur fuel oil from a fuel supplier. The
agreement is for two years with an option to extend for three additional one year terms,
renewable annually.

In 2009, GPA entered into two contracts to purchase diesel fuel oil. The agreements are for
three years ending September 30, 2013 with an option to extend for two additional one-year
terms, renewable annually. In February, 2012, GPA renewed the two contracts through
November 30, 2014,

U.S. Environmental Protection Agency (EPA)

On May 24, 1986, the administrator of the U.S. EPA granted a continuing exemption to the
Guam Power Authority (GPA) under the provisions of Section 325(b) of the Clean Air Act,
as amended. The terms of the exemption require monitoring by EPA, certain commitments
by GPA regarding fuel stocks, and reporting and delineation of grounds for revocation of the
exemption. In February 2011, EPA finalized four sets of emission standards, known as
Maximum Available Control Technology (MACT) standards. Compliance under the diesel
MACT is due May 3, 2013. Non-compliance under the diesel MACT could result in penalty
fees of $37,000 per unit per day. GPA has requested an exemption, extension and waiver for
its generation units, until a decision is made on switching to liquefied natural gas.

Environmental Monitoring

In September 2000, the U.S. Navy (the Navy) transferred 1,417 acres of property to the
Antonio B. Won Pat International Airport Authority (AWPIAA) and GovGuam at no cost. In
November 2000, the Navy paid AWPIAA $10,000,000. In exchange for the payment,
AWPIAA and GovGuam agreed to complete certain environmental monitoring work on the
property even if the cost of the environmental monitoring work exceeds the $10,000,000
remitted by the Navy. AWPIAA management has been made aware that in accordance with
the Comprehensive Environmental Response, Compensation, and Liability Act of 1980, a
decision document or record of decision requires execution by AWPIAA, the Navy and the
Guam Environmental Protection Agency with the concurrence of the U.S. EPA. The
decision document would codify the responsibilities of each party for the environmental
response actions.
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Although the primary remediation action is natural attenuation, AWPIAA has substantially
completed a water system project as part of the military airport program, which concurrently
satisfies, in part, certain response actions contemplated under the Environmental Services
Cooperative Agreement. AWPIAA will continue the voluntary monitoring until such time
the decision document is executed and AWPIAA’s remediation responsibilities are specified.
The long-term obligation to operate and maintain the facilities built under the remedial
construction as well as the required sampling will be handled through a water system
commercial agreement. As of September 30, 2013, AWPIAA estimated that its pollution
remediation obligations amounted to $153,007.

Stipulated Order

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

On June 5, 2003, a Stipulated Order for Preliminary Relief was filed before the District Court
of Guam. The Stipulation requires implementation of short-term projects and initial planning
measures by GWA. GWA is required to submit a final financial plan in the Master Plan that
generates sufficient revenue to cover the cost of all compliance activities and deliverables
required by the Stipulated Order for Preliminary Relief, as well as any other anticipated
expenses, including any measures necessary to ensure compliance with the CWA and the
SDWA and costs related to the infrastructure improvements identified in the Master Plan,

In 2006, the Stipulated Order was amended which required GWA to perform approximately
$220 million worth of capital improvement projects and perform other actions to bring
GWA’s system into compliance. However, GWA was unable to meet all deadlines set out in
the amended Stipulated Order. The District Court ordered the parties to stipulate as to scope
of remaining projects and project completion dates; however, the parties were unable to reach
an agreement on all items. As a result, on November 10, 2011, the District Court issued an
order setting new deadlines for the unfinished projects and establishing new projects that
were not part of the amended Stipulated Order. As of September 30, 2013, the financial
impact of the order has not been fully determined and has been estimated to cost
approximately $450 million to $500 million, including financing costs.
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