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EXECUTIVE SUMMARY

Qualifying Certificate Program,
Guam Economic Development Authority,
Government of Guam
Report No. 01-1-419
September 2001

The Guam Economic Development Authority was established in August 1965 as a public
corporation"to assst intheimplementation of anintegrated program for the economic devel opment
of Guam’" and "to beacatayst in the economic development” of Guam by "ading private enterprise
without unfairly competing with it." The Authority is authorized to provide loans, issue revenue
bonds, purchase mortgages, and function as the Government’ s financia advisor and as manager
of indudtrial park leases. In addition, the Authority encourages private sector investment by
granting tax rebates and abatements to qualifying businesses under the Qualifying Certificate
Program.

The objective of our audit wasto determine whether the Guam Economic Development Authority
(1) effectively adminigtered the Quaifying Certificate Program and (2) achieved the objectivesfor
which the Program was established.

Although the Qudifying Certificate Program provided significant benefits to the Guam economy,
we found that there was a need for improvementsin the Program.  Specificaly:

9 The Government of Guam lost tax revenues of at least $769,650 and could lose future tax
revenues totaing about $70.8 million because the Authority recommended the approval of
Qudlifying Certificates with unnecessarily generous tax benefitsto hotel and tourist industry
firmsthat may not have needed the leve of tax benefits given.

9 The Authority improperly granted tax abatements of $459,777 to beneficiariesthat were not
in compliance with their Qualifying Certificates, gpparently used surveillance fees of about
$220,000 for purposes other than monitoring beneficiary compliance, and authorized
beneficiaries to receive additiona tax benefits of a least $815,990 while concurrently
alowing the beneficiaries to not employ about 371 Guam resdents.

9 Gross recei ptstaxes of more than $5 million and an undetermined amount of usetaxeswere
abated improperly and without verification of the amount or digibility.

9 Legdly mandated investmentsin Guam'’ seconomy totding at least $2.3 million may not have
taken place because the Authority did not include language in Qualifying Certificates



requiring beneficiaries to reinvest tax benefits and, for those Certificates that included the
reinvestment requirement, did not monitor the beneficiaries’ compliance.

We made 14 recommendations to the Chairman of the Authority’ s Board of Directorsto address
these issues by seeking changes to the Qualifying Certificate law, developing standard operating
procedures for some of the Authority’s activities, providing formd training to compliance
monitoring staff, and coordinating with the Division of Revenue and Taxation and the Customsand
Quarantine Agency regarding gross receipts and use tax abatements.

AUDITEE COMMENTSAND OFFICE OF INSPECTOR GENERAL EVALUATION

The Authority concurred with 8 of the report’s 14 recommendations, partialy concurred with 1
recommendation, and expressed nonconcurrence with the other 5 recommendations. Based on
the response, we considered 6 recommendati ons unresol ved and requested additional information
for 8 recommendations.
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INTRODUCTION

BACKGROUND

The Guam Economic Development Authority was established in August 1965 as a public
corporation"to assist intheimplementation of anintegrated program for the economic devel opment
of Guam"" and "to beacatayst in the economic development” of Guam by "ading private enterprise
without unfairly competing withit." The Authority is authorized to provide loans, issue revenue
bonds, purchase mortgages, and function as the Government's financid advisor and as manager
of indudtrial park leases. In addition, the Authority encourages private sector investment by
granting tax rebates and abatements to qudifying businesses under the Qualifying Certificate
Program.

Title 12, Chapter 58, of the Guam Code Annotated established the Qualifying Certificate Program
to provide digible businesses with financid ass stance through rebates (refunds) of income taxes
paid and abatements (forgiveness) of property taxes owed. Under the origind law, whichwasin
effect from 1965 to 1994, the Government of Guam granted these tax benefits through Quaifying
Certificate contracts with Guam-based corporations engaged or to be engaged in the service,
manufacturing, agriculture, and fishingindustries. To bedigible under the Program, businesseshad
to either create new employment, replaceimports, reduce consumer prices, or createvital ly needed
fadlities. The first Qualifying Certificate was issued in 1965, and three Qudifying Certificate
beneficiaries have continued to receive tax benefits under the Program for more than 30 years.
During the period of December 31, 1989 to September 5, 1997, the Authority’s Board of
Directorsimposed a moratorium on the issuance of Qudifying Certificatesto hotels.

In December 1994, the Guam L egidature amended the sections of the Guam Code Annotated
establishing the Qualifying Certificate Program. Theamendmentsincluded expanding theavailable
tax benefits by adding gross receipts taxes to the types of taxes digible for abatement and adding
domestic insurance, captive insurance, nonhotel-tourism related housing development,
communication, and trust companiesto theligt of digible indugtries. The Guam Code Annotated
provides that a Qualifying Certificate may be suspended, rescinded, or revoked by the Governor
of Guam on the recommendation of the Authority for "failure to comply with any condition or
obligation set out in the Certificate after having been natified by the Authority in writing of such
failure to comply and after having been given by the Authority a reasonable period of time within
which to correct such afailure.”

As of December 31, 1999, the Authority had 31 active Qudifying Certificates and 10 Qudifying
Certificate applications in process. During fiscal years 1997, 1998, and 1999, the Authority
collected certificate surveillancefeestotaling $683,605 and the 31 beneficiary companiesreceived
tax abatements and rebates totaing at least $18 million, asshownin Table 1.



Table 1. Qualifying Certificates, Surveillance Fees, and Tax Benefits
for Fiscal Years 1997, 1998, and 1999

Certificate Certificates Applications Surveillance Tax Benefits

Categories Outstanding In Process Fees Received*** _ Granted****

Hotel 15 5 $636,355 $9,638,574*
Tourigt Facility 3 3 24,000 1,221,871
Domestic Insurance 6 0 14,500 5,389,606
Captive Insurance 1 0 1,750 0
Medica Facility 2 0 1,000 0
Communications 4x* 0 6,000 1,864,253
Manufacturing 0 1 0 0
Housing 0 1 0 0
Total 31 10 $683.605 $18.114.304

* Includes benefits for 20 Certificates of Exemption issued to contractors on one hotel development project as part of ahotel’s
Qualifying Certificate.

** |ncludes three Qualifying Certificates issued to corporate shareholders.

*** Consists of legally required fees collected from Certificate holders to defray the cost of performing monitoring.

**** Consists of estimates, based on the best available information from the Department of Revenue and Taxation, of thevalue
of tax rebates and abatements granted to Certificate holders.

OBJECTIVE AND SCOPE

The objective of our audit wasto determine whether the Guam Economic Development Authority
(1) effectivdy administered the Qudifying Certificate Program and (2) achieved the objectives for
which the Program was established. The origina scope of the audit included a review of the
Qudifying Certificatesissued during fiscal years 1997, 1998, 1999, and 2000 (through December
31, 1999). We subsequently expanded the audit scope to indude the applications for Qudifying
Certificatesin process, the monitoring actionstaken, and the tax abatement and rebate transactions
processed through June 30, 2000. Thisis the second of three reports we plan to issue on the
operations of the Guam Economic Development Authority. The other two reports will cover (1)
economic development loan programs and (2) bonds, leases, and financid activities.

To obtain information on the processng and issuance of Qualifying Certificates and the
adminigration of the Quaifying Certificate Program, we interviewed officias and/or reviewed
records at the offices of the Guam Economic Development Authority, the Authority’ sindependent
public accounting firm, the Guam Department of Revenue and Taxation, the Guam Customs and
Quarantine Agency, the Guam Department of Public Works, and two beneficiary hotels.

Our review was made, as gpplicable, in accordance with the "Government Auditing Standards,”
issued by the Comptroller Generd of the United States. Accordingly, we included such tests of
records and other auditing procedures that were considered necessary under the circumstances.



As part of the audit, we evauated the system of internal controls related to the financiad and
operational management of the Qualifying Certificate Program to the extent that we considered
necessary to accomplish the audit objective. Based on our review, we determined that the
Authority generdly achieved the purposes of the Qualifying Certificate Program. However, we
identified interna control wesknesses in the areas of the gpprovd of Qudifying Certificates, the
monitoring of beneficiary compliance, the abatement of gross receipts and use taxes, and the
renvesment of tax abatements. These weaknesses are discussed in the Findings and
Recommendations section of thisreport. Our recommendations, if implemented, should improve
the internd controlsin these areas.

PRIOR AUDIT COVERAGE

During the past 5 years, neither the U.S. Genera Accounting Office nor the Office of Inspector
Generd hasissued an audit report on the Guam Economic Development Authority. However, in
November 1990, the Office of Ingpector Generd issued the audit report " Followup Review of the
Guam Economic Development Authority’s Adminigration of the Qudifying Certificate Program”
(No. 91-1-162). The report discussed the status of recommendations contained in the October
1987 report " Guam Economic Devel opment Authority’ sSAdminigtrationof theQualifying Certificate
Program” (No. 88-04). The followup report stated that, athough 6 of the 10 prior
recommendations had been implemented, the Authority continued to (1) issue Qualifying
Certificates to indigible businesses, (2) grant recipients the maximum level of benefits alowed
without congderation of limiting tax benefits to the level necessary for businesses to recover the
amount of capitd invested; and (3) gpprove Quaifying Certificatesfor the hotel industry, which no
longer needed tax benefits. The followup report stated that the deficiencies rdated to the
Qudifying Certificate Program resulted in potentia lost revenues to the Government of Guam
totaling at least $89.7 million. The followup report made six recommendations, and based on our
current review, we determined that four of the six recommendations had not been implemented.



FINDINGSAND RECOMMENDATIONS

A. APPROVAL OF QUALIFYING CERTIFICATES

The Government of Guam lost tax revenues of at least $769,650 and could losefuturetax revenues
totaling about $70.8 million because the Guam Economic Devel opment Authority recommended
the approvad of Qualifying Certificates with unnecessarily generoustax benefitsto hotd and tourist
indugtry firmsthat may not have needed the leved of tax benefitsgiven. This occurred becausethe
Authority interpreted the Qualifying Certificate law asnot alowing the Authority sufficient flexibility
in specifying the terms and conditions of Qudlifying Certificates.

Controlling Law

On December 29, 1994, the Guam Legidature amended the 1965 law that established the
Qudifying Certificate Program. The datute (12 G.C.A. § 58105) provides that no Qualifying
Cetificate shal be issued unless the Authority finds it will promote the general economic
development by the creation of employment and ether (1) the replacement of imports, (2) the
reductionin consumer prices, (3) the creation of affordable housing or other vitd facilities, (4) the
crestion of economic activity, or (5) the establishment of Guam as afinancia/insurance center for
the Pacific and increasing the availability or lowering the cost of insurance. Additiondly, the Satute
(12 G.C.A. § 58109) requires that the Authority consider severd factors and make specific
findings on (1) theimpact of the Beneficiary’ s proposed activities upon established businessesand
marketsin Guam, (2) thefinancid risk facing the Beneficiary in undertaking the proposed activities,
(3) thelocation of the proposed activities, and (4) the importance of the proposed activitiesto the
economy of Guam and to the officid economic policies of Guam. Ladly, the daute
(12 G.C.A. §58110) requiresthat the Authority consider severa factors asterms and conditions
of the specific tax benefits, including limiting the benefits to a certain percentage, varying the rate
of the tax benfit, limiting the benefit to a fixed dollar amount, and conditioning the tax benefits on
the Beneficiary investing in or creating public improvements separate from the proposed activities.

Based onthelaw, webdievethat the L egidature granted the Authority sufficient flexibility to decide
the terms and conditions of Qudlifying Certificates and did not limit the Authority to granting
Certificates only for the maximum dlowable leve of tax benefits.

Projectsin Tourist Areas

During the period of September 5, 1997 to December 31, 1999, the Authority recommended
issuing Qudifying Certificates, which did not gppear to consder the factorsin the statute, to two
hotel expansion projects and one tourist attraction project. In addition, as of June 30, 2000, the
Authority was considering two additiona hotel projectsthat had gpplied for Quaifying Certificates

1The date when the Government of Guam issued the first hotel project qualifying certificate following the
moratorium.
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but which aso did not appear to condder the statutory factors. According to the Authority’s
Adminigrator, the legidation establishing the Quadifying Certificate Program required the Authority
to issue certificates even in ingances when the Authority did not believe they should be
recommended. The Adminigtrator stated that the portion of the hotel industry located inthe Tumon
Bay and Agana Bay areas was well established and that incentives were therefore not necessary
to attract new investments to these areas. The Administrator also noted that a tourist attraction
development at one of Guam’smgjor tourist sites did not need a Quaifying Certificatein order to
be financidly viable. However, as aresult of the Authority’ s recommendations for gpprovd, the
Government of Guam lost tax revenues of &t least $769,650 and may lose future tax revenues of
about $28.5 million on the three projects.

I naddition to not cong dering the statutory factors, economic considerationsdid not justify thethree
Qudifying Certificates. We identified 15 hotels that were constructed during the decade of the
1990s without receiving Qudifying Certificates. Further, the low demand for Guam hotel rooms
during the latter part of the decade, resulting from the Asian economic downturn, did not justify
foregoing future potentia tax revenues to increase the level of hotel congruction. Specificaly,
athough the number of hotel rooms increased from 7,052 in 1996 to 9,238 in 1999, the room
occupancy rate decreased from 85 percent in 1996 to 61 percent in 1999.2  Further, by
recommending Qudifying Certificates for hotel projectsin the same generd area as other hotels
that were congtructed and continued to operate without Smilar tax benefits, the Authority gave an
unfair competitive advantage to the hotels with Qualifying Certificates and tax benefits -- afactor
whichthe Authority should have considered in accordance with the statute (12 G.C.A. § 58109).

Hotel Construction Projects. For comparison with hotel construction projects that
benefitted from Quaifying Certificates, weidentified two large resort hotel sthat were constructed
during the 1990s and were operating in the Tumon Bay and Agana Bay tourist areas without
recaving Qualifying Certificates. A 455-room hotel was congtructed a Tumon Bay without a
Quadifying Certificate and tax benefits and has been in operation since 1994 (Figure 1).

2Hotel statistics are from the Guam Hotel & Restaurant Association.
9
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Figure 1. This 455-room hotel was constructed at Tumon Bay and began operations in 1994 without a
Qualifying Certificate and tax benefits. (Office of Inspector General photograph)

Another hotel was congtructed a Agana Bay without benefit of a Qudifying Certificate and tax
benefits and has been in operation since 1992 (Figure 2). 1n 1996 this hotel constructed a water
park, and as of June 2000, the hotel was constructing a 144-room addition -- both without the
benefit of Quaifying Certificates or tax benefits.

10



Figure 2. This hotel was constructed at Agana Bay and began operations in 1992 without a Qualifying
Certificate and tax benefits. An adjacent water park (left side) was completed in 1996, and a 144-room
addition wasunder construction as of June 2000 -- both without Qualifying Certificates and tax benefits.
(Office of Inspector General photograph)

In contradt, in proximity to these hotel swere other hotel projectsthat received or were considered
for Qualifying Certificates by the Authority. For example:

- In June 1998, the Government of Guam issued a Quaifying Certificate to a 500-room
hotel for aproject to construct an additional 292-roomtower (Figure 3). At thetime, the hotel had
amog 8 years remaining on an existing Qudifying Certificate, which was extended for dmost
12 additiona years under the new Qudlifying Certificate. Thetax revenueslos by the Government
asaresult of the new tax benefits totaled at least $588,000 through June 30, 2000 and will totdl
an estimated $16.9 million through the dmogt 20-year life of the new Qualifying Certificate.

11
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Figure 3. A 292-room tower WS added to this hotel ad begn perations in November 1999 with a
Qualifying Certificate and tax benefits that apply to the entire hotel complex. (Office of Inspector General
photograph)

- In September 1997, the Government of Guam issued aQualifying Certificateto ahotdl for
awater park that had already been constructed and had opened for operations in July 1997
(Figure 4). At the time, the hotel had 5 years remaining on an exigting Qudifying Certificate,
whichwasextended for 15 additiona yearsunder the new Qualifying Certificate. Thetax revenues
lost by the Government asaresult of the new tax benefitstotaled $181,650 through June 30, 2000
and will totd an estimated $10.7 million through the 20-year life of the new Qualifying Certificate.
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Figure 4. Thiswater park (right side) was built adjacent to an existing hotel at Tumon Bay, which is 3.
miles from the hotel and water park shown in Figure 2. The water park and hotel now operate with a
Qualifying Certificate and tax benefits that apply to both. (Office of Inspector General photograph)

Tourist Attraction Project. In March 1999, the Board recommended approva of a
Qudifying Certificate to a Guam-based company for development of tourist facilities at the Site of
one of Guam’s most prominent tourist attractions (Figure 5). The Board' s recommendation for
approval reversed the Administrator's recommendation not to gpprove the gpplication during a
February 23, 1999 meeting of the Authority’s Credit Review Committee. In that meeting, the
Adminigtrator noted:

Loca residents can no longer vist the Ste free of charge. [ The beneficiary] will now
derive profit from loca persons who were previoudy able to vidt this higorica
cultura point free of charge.

The certificate beneficiaries controlled only 6 percent of the project site and the
Government of Guam owned the other 94 percent.

On December 30, 1998, the Government of Guam authorized (and expended) $1.5
million to improve the Ste.

[The developer’s financid] projections and public hearing testimony indicate [the]
project will be immediately profitable.

[The net future vaue of the Government’s $1.5 million] contribution based on the
average 20 year Q.C. [Quadlifying Certificate] termis$3,623,000. ... Thegranting
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of aQ.C. ontop of thiscontribution . . . would produce grossinequity between [the
developer] and other Q.C. beneficiaries.

Figure5. Thistourist attraction project included a parking lot and buildings constructed on Gover nment
of Guam property and an overlook platform and ticket booth/souvenir shop located on the beneficiary
company’ s property. (Office of Inspector General photograph)

Although a its February 23, 1999 mesting the Authority’'s Credit Review Committee
recommended rgecting the application for Quadifying Certificate, on March 15, 1999 the
Committeereversed its previous decision and recommended gpproval of the Qudifying Certificate
for the tourist attraction project. This action was taken after the beneficiary had made severd
minor concessions, such as agreeing to provide security for the complex, provide alocd resident
entrance fee, and contribute funds for cultura programs. In our opinion, the Authority
unnecessarily recommended approva of tax benefits that will result in the potential loss of at least
$900,406 in tax revenues over the 20-yeer life of the Quaifying Certificate. The location of the
fadllitiesshould have been cons dered and the Authority should have made aspecific finding of fact
on that issue in accordance with the statute (12 G.C.A. § 58109).

Timing of Application Filings

Based on our review of 13 Qudifying Certificate gpplication files, we concluded that the Authority
had granted Quaifying Certificates and tax benefitsto 10 of the businessesdthough it appearsthe
businesses did not need the tax benefits to attract investors, as set forth in the statute
(12 G.C.A. §58100). In each of these cases, the companies had essentially completed their
finandid and architectura planning and obtained building permits prior to gpplying for Qudifying
Certificates. For example:

14



- A hotd affiliated with amgor chain did not file a Qudifying Certificate gpplication for a
600-room, 22-floor hotel complex until August 1998, athough the necessary building permits had
been approved by the Department of Public Works in 1996 and the project was aready under
congtruction(Figure 6). The Qualifying Certificatewas gpproved in April 2000, or 10 monthsafter
the hotel had dready started operations. Based on the timing of the Qualifying Certificate
goplication, we believe that the hotel would have been constructed even without a Qualifying
Certificate and tax benefits Based on information in the Authority’s files, we estimate that the
Government will lose tax revenues of at least $24.3 million over the 20-yeer life of the Qualifying
Certificate. Additiondly, the 1994 Qudifying Certificatelaw (12 G.C.A. §58100) explicitly Sates
that the program was being restructured to increase participation by people who live and work on
Guam, as opposed to hel ping foreign entrepreneurs and off-idand investors.
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Figure6. TheAuthorltyrecommendedth|shotel project for aQuallfy| ng CertlflcatelnAprll 2000 The hotel
opened for business in June 1999. An adjacent hotel (shown in Figure 1) was constructed and operates
without a Qualifying Certificate. (Office of Inspector General photograph)

- Another business did not file a Qualifying Certificate application for atourist attraction at
Two Lovers Point until November 1998, or 8 months after it had received the necessary building
permit from the Department of Public Works. Prior to receiving the Qualifying Certificate, the
company’ s Attorney was quoted in the Pacific Dally News on February 5, 1999 as having stated
that his company would invest in the project whether or not the company recelved a Qualifying
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Certificate. Based oninformation inthe Authority’ sfiles, weestimatethat the Government will lose
tax revenues of at least $900,406° over the 20-year life of the Qudifying Certificate.

In September 1999, the Authority’s Board of Directors passed Resolution 99-040, which
amended the Authority’s standard operating procedures to require gpplicants to submit the
gpplication for a Qualifying Certificate with property appraisd within 90 days after the building
permits had been issued by the Guam Department of Public works.  Although the establishment
of thistime requirement was a positive action, we recommend that the Authority further amend its
standard operating proceduresto include the requirement for aletter of intent to be submitted 180
days prior to the gpprova of building permits and amend its rules and regulaionsto include these
requirements. We bdieve that the lead time of 180 days would help to ensure that businesses
considered the need for tax benefits early in their investment planning process and did not file
goplications for Qualifying Certificates "after thefact" smply because the related tax benefitswere
available.

Negotiation of Tax Benefits

Althoughthe Authority negotiated with Qualifying Certificateapplicantson non-tax-rel ated benefits,
Authority recordsindicated that little negotiation was made with gpplicantsto limit the amount and
time period of tax benefits recommended on ether new or modified Qualifying Certificates. In
addition, the Authority had not identified or estimated al direct and indirect costs to the
Government of either new or renovation projects. In our opinion, the Authority cannot effectively
negotiate or recommend the granting of tax benefits, potentidly worth millions of dollars, to
businesses without identifying al related Government costs.

Level of Tax Benefits. During the period of October 1, 1996 to December 31, 1999,
the Authority recommended i ssuing Qudifying Certificatesto seven businesses, excludinginsurance
companies. Of the seven businesses, the Authority proposed granting the maximum percentage
of incometax rebates (75 percent) to al seven recipientsand the maximum period (20 yearsin four
cases and 19 yearsin one case) to five of the seven recipients. Inaddition, in at least Sx instances,
the Authority recommended that beneficiary firms receive extensions of exigting tax benefits to
include both the new project renovations/additions and the origina hotel properties that had been
included in prior Certificates. Asaresult, the Sx beneficiaries received tax benefits on essentidly
the same properties for more than 25 years. For example:

- A hotd firgt received aQualifying Certificatein 1968, and when the hotel was subsequently
sold, the Certificate was assumed by the new owner. In 1979, the new owner applied for and
received a new Certificate consequent to a mgjor expansion. In 1985, a third Certificate was
issued consequent to a 100-room expansion. Most recently, in 1998, a fourth Certificate was
issued based on a292-room expansion. Each of thefour Certificates encompassed the entire hotel

3To avoid duplicate counting elsewhere in this finding, this amount was not included in Appendix 1,
"Classification of Monetary Amounts."
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and provided arebate of 75 percent of corporate income taxes and abatement of 100 percent of
property taxes, and the final three Certificates so granted arebate of 75 percent of income taxes
on dividends. Although the terms of the rebates/abatements varied dightly, with the three
extensons the hotdl will receive atotd of at least 48 years of income tax rebates, 36 years of
property tax abatements, and 15 years of dividend tax rebates. As a result, and assuming
additiona extensonswill not be granted, from June 1998 through June 2000 this hotdl received
tax benefits of at least $588,000 and from July 2000 through May 2017 will receive an additiond
tax benefits estimated to total $16.9 million.*

As of June 30, 2000, another beneficiary had an application under review to receive smilar
extended benefits (estimated to total $18 million in tax benefits).

The Guam Code Annotated (12 G.C.A. § 58132(c)) dtates, "The tax benefits applicable to the
additional activitiesmay be at rates or for aterm different from those tax benefits gpplicable to the
activities described in the origind Qudifying Certificate, and the new Quaifying Certificate may
indude terms, conditions, rebates or abatements different from those in the origina Qudifying
Certificate”" The Authority’s Administrator stated that the Authority should have "looked & the
gpplicationmoreclosdy™ before recommending the Quaifying Certificate discussed intheexample
above. Hefurther stated that in asimilar goplication now under review, the Authority "is agang”
induding exidting fadilitiesin a new Qudifying Certificate for an addition to the hotd.

Cost/Benefit Analyses

In arriving a the level and terms of tax benefits, the Authority did not adequately consider the
estimated direct and indirect costs to the Government applicable to the capital projects. The
Authority’s Adminigtrator stated that the Authority did not have an economic model to estimate
short- and long-term direct and indirect costs to the Government inherent in large devel opment
projects and to match these codts to potentiad economic benefits of the projects. Although the
Guam Code Annotated (12 G.C.A.. § 58110) and the Authority’ s Qudifying Certificate Rulesand
Regulaions adlow the Authority to limit and vary theleve and length of tax benefits, the Qudifying
Certificate files we reviewed did not indicate that the Authority had considered recommending
bendfit rates and time periods at any levels beow the maximums dlowed. As a result, the
Authority could not ensure that the tax revenuesforegone plus additiona related infrastructure and
socid cogts did not negate the economic benefits resulting from the development projects.
Additiondly, athough the Government had avoluntary program for beneficiary firmsto contribute
toward defraying such related infrastructure cogts, the Authority could not provide information on
the amounts, if any, that were contributed by the Qualifying Certificate beneficiaries

The Guam Code Annotated appearsto give the Authority adequate legal authority to negotiatethe
leve of Qudifying Certificate benefits, terms, and conditions with gpplicants. However, because
the Authority has not often issued Qudifying Certificates with tax benefits at levels less than the

4To avoid duplicate counting elsewherein the finding, these amounts were not included in Appendix 1.
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maximums dlowable, it may bebeneficia to amend the Codeto clearly ddlineate the circumstances
under which lower-than-maximum-leve tax benefits can be granted. In addition, the Authority
could benefit from better information and andyticd tools, such as economic modds, to estimate
and compare the costs of additional demand on public infrastructure (power, water, and sewer
sarvice) and government services (hedth, education, and police services) to determine the
economic benefits to be provided by the Qudifying Certificates.

Recommendations

We recommend that the Chairman and the members of the Board of Directors of the Guam
Economic Development Authority, dong with the Adminigtretor:

1. Work with the Guam Legidature to amend Title 12, Chapter 58, of the Guam Code
Annotated (the Qualifying Certificate Law) and related regulations to exclude from program
digibility tourismprojectsin established tourist areas of Guam, exclude previoudy exigting facilities
from digibility for new Qudifying Certificates, require that busnesses submit letters of intent to
apply for Quaifying Certificates no less than 180 days prior to obtaining related building permits,
and clearly define the circumstances under which lower than maximum-level tax benefits can be
granted.

We recommend that the Chairman of the Board of Directors of the Guam Economic Devel opment
Authority direct the Authority’s Adminigtrator to:

2. Edablishprocedures and devel op methods, such as economic mode s and procedures,
to calculate the economic benefits of tax rebates and abatements by considering the costs to the
Government, including the amount of taxesforegone and the indirect infrastructure and socid costs
involved.

3. Adopt proceduresto require that negotiationswith Qualifying Certificate applicants are
documented and that the negotiations include the use of al relevant analyses, as described in
Recommendation 2, to ensure that the estimated direct and indirect costs to the Government do
not negate the economic benefits of the Qudifying Certificates.

Guam Economic Development Authority Response and Office of
Inspector General Reply

In the August 10, 2001 response (Appendix 2) to the draft report from the Authority’s Chairman
of the Board, the Authority concurred with Recommendations 2 and 3, and partialy concurred
with Recommendation 1. Based on the response, we requested additiona information for
Recommendations 2 and 3, and requested that the A uthority recons der Recommendation 1, which
isunresolved (see Appendix 3).
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Recommendation 1. Partid concurrence.

Guam Economic Development Author ity Response. TheAuthority disagreed withthe
part of the recommendation to amend the Qualifying Certificate law to exclude from program
digibility new tourism projects in established tourist areas of Guam. Asjudtification for continuing
to gpprove Qualifying Certificates for tourism projects in established tourist aress, the Authority
cited various natural and economic disasters, such as Typhoon Paka, the Korean Air Lines Hight
801 crash, and the Asan economic downturn, al of which affected the tourism market on Guam.
Although the Authority concurred with the part of the recommendation to exclude previoudy
exiging facilities from digibility for new Qudifying Certificates, it disagreed with excluding
established businesses undergoing qudified expangion projects. The Authority aso disagreed with
the part of the recommendation to require applicants to submit letters of intent to gpply for a
Qudifying Certificate no less than 180 days prior to obtaining the related building permits.
According to the response, standard operating procedures that the Board approved in September
1999 require an gpplicant to submit a letter of intent 90 days prior to recalving a building permit
and submit the Quadlifying Certificate gpplication within 90 days of receiving the building permit.
To support the 90-day lead time, the Authority stated that investors preferred to maintain their
confidentidity for competitive protection for aslong as possible, but acknowledged that investors
for condruction-intensve projects usudly announce plans 6 months in advance. The Authority
concurred with the part of the recommendation to clearly define the circumstances under which
lower than maximum tax benefitscan begranted. The Authority criticized thereport by stating that
it focused entirely on tax revenue generation and did not consider other economic aspectssuch as
job generation, cash injection, circulation of money in the economy, and other taxes generated.
The Authority questioned the report’s figure of 15 hotels congtructed during the decade of the
1990s without Qudifying Certificates. The Authority aso Sated that thefinding gave"no credence
.. . tothefact that all economic indicators provided by the Guam Visitors Bureau in thelatter part
of 1995 indicated that visitors to Guam would exceed 2 million by the year 2000."

Office of Inspector General Reply. Although not specificaly stated in the body of the
report, we acknowledge that businesses participating in the Qualifying Certificate Program
contribute sgnificantly to the economy of Guam, bothin terms of net taxes paid and employment
opportunities for Guam resdents. However, we believe that the Authority should also attempt to
maximize revenues for the Government of Guam to the greatest extent possible. Thisisespecidly
important at atime when the Government of Guam is experiencing seriousfinancia problemsand
is having difficulty meeting day-to-day operating expenses. The focus of this report has been to
recommend changes to the Qualifying Certificate Program that should help to generate additiona
tax revenues from program participants.

Coincidentdly, as this report was being findized for issuance in September 2001, the Bank of
Hawaii had recently issued areport® on the economy of Guam that painted arather blesk picture
for the near-term future of Guam’ s hotel/tourist industry. The report cited tatistics, provided by

5" Guam Economic Report, 2001" issued by the Bank of Hawaii in August 2001.
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the Guam Vistors Bureau, which indicate that in the year 2000 therewereonly 1.2 million (rather
than the hoped for 2 million) visitors, on average only 63 percent of Guam’s 10,050 existing hotel
rooms were occupied, and average room rates had dropped to $100 per night from $130 per night
in1999. All of these numbers suggest that, at least until aturnaround is experienced in the Asan
(and primarily Japanese) economies, the Guam hotel/tourist industry may have reached asaturation
point. EventheAuthority’ sresponse acknowledgesthat development inthe primary Tumon tourist
digtrict may have reached a saturation point. In that light, we made the recommendetion that the
Authority stop issuing Qualifying Certificatesfor new projectsin established tourist areas of Guam.
We believe that this would be a prudent course of action, at least until such time as there are
positive sgnsthat the number of vidtorsto Guam isagain on the increase and that the demand for
additiond hotel rooms and tourigt facilities will dso increase beyond existing capacities.

We likewise believethat it would be a prudent course of action, in order to maximize tax revenues,
to refrain from granting Quaifying Certificates to hotels and other tourist facilities that are dready
operationd. During the audit period, 10 of the 13 applicants that were gpproved for Qudifying
Certificates in the hotel/tourist business were either dready established on Guam or aready
committed to starting their projects, as evidenced by their having completed financial and
architectura plansand secured building permitsor leases. These businesses hired employees and
invested fundsto maintain apredetermined leve of serviceand paid therequistetaxesthereon, and
would have done so even without receiving Qualifying Certificates.  Additiondly, our audit
disclosed (and we confirmed, despite the questions raised in the Authority’s response) that 15
hotels were constructed during the decade of the 1990s without receiving Qualifying Certificates,
that 11 of the 15 hotels met the Authority’ s 100-room minimum digibility requirement, and that 6
of those 11 hotels dso met the Authority’s requirements to be classfied as "Firgt Class Hotels"
The other 5 hotelsmet lesser requirementsfor classfication as"BusnessClassHotds' or "Motels.”

Ladly, theamendmentsto the standard operating procedurethat were gpproved by the Authority’s
Board on September 24, 1999 did not include any requirement for a letter of intent, as the
Authority cdlamed initsresponse. Since our recommendation tiesthe lead time of 180 daysto the
building permit issuance date, the recommended requirement for a letter of intent would involve
only applicants who were congtructing new or expanded facilities. Because the Authority
conceded, in its response, that investors for such projects generaly announce construction plans
about 6 months (180 days) in advance, we stand by our recommendation for a180-day lead time
for the submission of letters of intent.

Recommendation 2. Concurrence.

Guam Economic Development Authority Response. The Authority stated thet it will
continue to refine, improve, and expand its existing economic modd to more accuratdy quantify
al direct and indirect cogs of the Qudifying Certificate Program.

Office of Inspector General Reply. We acknowledge that the Authority uses an
economic mode for comparing the benefits to be gained by Guam with the tax incentives granted
Qudifying Certificate recipients. However, that model is flawed in that it does not include
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infrastructure impact codts that are to be borne by the Government to upgrade such utilities as
power, water, and sawerage trestment. Also absent from the existing model arethe costs of other
Government services, such as police and fire protection. As a result, the actud cost to the
Government for granting tax incentives is understated, and any decision to recommend approval
for granting Qualifying Certificates based on the existing mode will be made without complete
information.

Recommendation 3. Concurrence.

Guam Economic Development Authority Response. The Authority Sated that since
1995, it had develop its own form for providing economic analyses of the costs and benefits of
Qudifying Certificates and that this form congders the Government’ s permitting process through
the Territorid Land Use Commission and the economic impact to Guam's infradtructure. The
Authority aso stated that it will continue to improve its methods to provide amore comprehensive
mode that will account for other direct and indirect costs to the Government.

Office of Inspector General Reply. Our review of the andyss form used by the
Authority for reviewing applications processed during the audit period disclosed that the form did
not quantify any of the codts that may have been identified in the Territorid Land Use
Commission’'s permitting process, nor does it address the economic impact to Guam's
infrastructure as clamed by the Authority in its response.
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B. COMPLIANCE WITH QUALIFYING CERTIFICATES

The Guam Economic Development Authority improperly granted tax abatements of $459,777 to
beneficiaries that were not in compliance with their Qudifying Certificates, gpparently used
surveillance fees of about $220,000 for purposes other than monitoring beneficiary compliance,
and authorized beneficiaries to receive additional tax benefits of at least $815,990° while
concurrently alowing the beneficiaries to not employ about 371 Guam residents. This occurred
because the Authority did not effectively monitor Qualifying Certificate beneficiariesto ensure that
they complied with their contractua commitments, including their agreementsto employ aspecified
number of Guam residents. Instead, the Authority recommended that the Governor grant the
beneficiaries temporary employment waivers.  Additiondly, the Authority apparently did not use
available financia resources to employ and train compliance Staff.

L egal Requirements

The Guam Code Annotated (12 G.C.A. 8 58111) providesthat aQuadifying Certificate can
be suspended, rescinded or revoked by the Governor, upon the recommendeation of the Authority,
for fraud, noncompliance with the Certificate, bankruptcy, dissolution or desth, or noncompliance
with laws and rules. Part 11, Section 6, of the Authority’s Rules and Regulations provides that
when the Authority has determined that the terms and conditions of a Qualifying Certificate have
been fulfilled by the recipient, the Authority "shdl forward a‘ Certificate of Compliance together
with a copy of therecipients corporate income tax return and certified financid statementsto the
Department of Revenue and Taxation." Section 7a dates, "When it has been determined by the
Adminigtrator that the terms and conditions tipulated on the Qualifying Certificate, a provison of
law or arequirement impaosed by these rules have not been met, then the Administrator shal notify
the Beneficiary in writing of the specifics of the non-compliance and provide reasonable time limit
in which to correct the discrepancy.”

Compliance Monitoring

Weexamined theAuthority’ scompliancemonitoring for 257 of the 31 Qualifying Certificates active
during fisca years 1997, 1998, and 1999. During the 3 fiscd years, the Authority (1) did not have
a forma inspection program in place; (2) did not perform al required inspections; (3) did not
prepare written ingpection reports, and (4) issued Certificates of Compliance authorizing five
beneficiaries to recelve tax benefits, dthough the beneficiaries were not in compliance. Further,

The actual total of tax benefits may be significantly greater. Information on income tax and dividend income
taxrebatesfor 1999 was not availabl e because beneficiarieshad filed extensionstofileincometax returns. Also,
information was not availabl e on tax benefits from business privilege (gross receipts) and use taxes that could
be due to one beneficiary.

The 25 Qualifying Certificates reviewed consisted of 8 held by corporationsin the hotel industry: 2 held by
other non-hotel tourism corporations; 9 held by medical industry, insurance, and communications industry
corporations; and 6 held by shareholders of corporations holding qualifying certificates.
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the Authority used an estimated $220,000 in surveillance feesfor other Authority operations. The

Adminigrator stated that the Authority’s compliance monitoring efforts were hindered by a
shortage of trained personne but that efforts were ongoing to improve the monitoring program.

In August 1999, the Authority increased its monitoring efforts, and we therefore extended the

period of our review to evaluate these efforts.  Although significant progress was made, as of

June 30, 2000, additiona improvements were still needed. As aresult of the deficiencies noted,

the Government of Guam may lose tax revenues of at least $459,777.

I nspections. Section 3aof the Rules and Regulations requires that on-gte ingpections be
performed at least semiannually, and Section 4 requires that detailed ingpection reports be
prepared within 15 working days of the dates of ingpections. Despite these requirements, during
fiscd years 1997, 1998, and 1999, the Authority documented that it had performed only 31 of the
90 required on-dite ingpections.  Since only inspection dates were documented, we could not
determine if the reports were prepared in atimely manner.

According to the Authority’s Chief Financid Officer, beginning in August 1999, the Authority
increased the amount of resources and the priority given to its compliance monitoring program.
Therefore, we extended our review to assess compliance monitoring effortsthrough December 31,
1999 and the Authority’s actions through June 30, 2000 related to identified monitoring issues.
Although theleve and the effectiveness of monitoring activity increased during fisca year 1999 and
the first 3 months of fiscal year 2000, as of June 30, 2000, the Authority had not adopted aformal
monitoring program, had performed only 6 of the 38 required inspections, and had not issued
written monitoring reports on 32 ingpections performed during cdender year 1999. The
Authority’s Programs and Compliance Officer dtated that the requirement for semiannua
ingpections could not be met with the available staff and that the procedures to formaize the
compliance monitoring process were il in the draft stage.

Certificatesof Compliance. Duringfisca years 1997 and 1998, the Authority determined
that five beneficiaries were not in compliance with their Qudifying Certificates but did not issue
notices of noncompliance in atimely manner. Further, in three ingtances in fiscal year 1997 and
four instances in fiscal year 1998, the Authority issued Certificates of Compliance dthough the
recipientswere not in compliance with requirementsof their Qualifying Certificates. Based onthese
incorrectly issued Certificates of Compliance, asof June 30, 2000 the beneficiarieshad improperly
received abatements of property taxes and/or rebates of income taxes totaling $459,777. The
Authority subsequently recommended granting waivers to two beneficiaries for another eight
ingances of noncompliance during fisca years 1998 and 1999 (see "Temporary Employment
Walvers' in thisfinding).

Surveillance Fees. The Guam Code Annotated (12 G.C.A. 8§ 58144 and 58145)
providesfor therecovery of extraordinary costsincurred to " processthe gpplication or monitor the
Beneficiary’s performance of the terms and conditions of the Qudifying Certificate’ and for a
periodic adjustment of fees™upon demonstration to the Authority by the Administrator that the cost
of performing the services covered by the feesis greater than the amount of the fees™ Although
there was no specific legd requirement to restrict the use of the surveillance fees to compliance
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monitoring, the cited provisons clearly dlow the use of the fees to finance the Authority’s
monitoring efforts, particularly since Authority officidscited thelack of adequate aff to effectively
carry out the monitoring program. Despite these factors, during fiscal years 1997, 1998, and
1999, the Authority used only $463,706° of the surveillance fee collections totaling $683,605 to
cover the costs of the compliance process. The approximately $220,000 balance of the
aurvelllance feeswas gpparently used to fund other Authority operations. According to the Deputy
Adminigrator and the Chief Financia Officer, the Authority needed these fundsfor nonmonitoring
expenses because other funding sources were inadequate to cover the Authority’s operating
expenses.

Temporary Employment Waivers

During fiscal year 2000, the Authority recommended that the Governor retroactively approve
temporary employment waivers for seven beneficiaries included in our review. The seven
bendficiaries’ requested thewaiversafter the Authority issued atota of 21 |ettersof noncompliance
to them during fiscal year 1999. The letters notified the beneficiaries that they had not met the
minimum employment leves required in their Qudifying Certificates. According to the Quaifying
Cettificates, six of the seven bendficiaries'® were required to employ atota of 1,777 Guam
resdents. However, the Authority determined that during fiscal year 1999, the six beneficiaries
employed an average tota of only 1,504 Guam residents, or 273 fewer than required by the
Qudifying Certificates.

As of June 30, 2000, the Governor had approved four waivers and was considering two other
walver recommendations. The written justifications for the waivers stated that six of the waivers
were necessary because of declining economic conditions on Guam and that the other waiver was
necessary because of damage from the December 1997 Typhoon Peka. Further, the waivers
retroactively approved the beneficiaries receipt of fiscd year 1998 tax abatements totaing
$481,495. However, we noted that the four businesses whose waivers had expired had gill not
hired the required number of employees. Asaresult of thewaivers, the Government of Guam lost
tax revenuesof at least $815,990,* and as of June 30, 2000, the six beneficiaries employed 371
fewer employees than required in their contracts, as shown in Table 2.

8Since the Authority did not identify its costs for the compliance process, we estimated these costs by
allocating personnel and administrative expenditures based on observations and employeeinterviews. For the
threefiscal years, weestimated that the Authority incurred $278,472 in personnel and $185,234 in administrative
costs for compliance monitoring.

%The Authority recommended temporary employment waivers for eight beneficiaries, including the seven in
our sample. Asof June30, 2000, theonebeneficiary notincludedin our review employed 55 fewer personsthan
the number required in the Qualifying Certificate and received tax benefits totaling at least $186,789.

Owwe did not include one of the seven beneficiaries because the Qualifying Certificate was unclear regarding
the employment requirements.

170 avoid duplicate counting elsewhere in this finding, only $634,340 of this amount was included in
Appendix 1.
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Table 2. Qualifying Certificate Waivers of Employment Requirements

Number of Average No. Date Calender Year  Number of Difference

Effective Employees  of Employees Waiver Period of Employees From No.
Date of QC Required in FY 1999 Requested Waiver at 06/30/00 Required
10/24/86 280 274 11/26/99* 1999 272 8
06/12/87 360 330 02/16/00** 1999/2000 283 77
04/11/91 327 219 11/09/99* 1998/1999 223 104
05/01/96 150 133 01/12/00** 1999/2000 140 10
09/05/97 520 422 10/19/99* 1998/1999 364 156
05/01/98 140 _126 01/13/00* 1999 _124 _16

Total 17 1504 1406 371

* Waivers were approved by the Governor of Guam on March 22, 2000.
** Waivers were approved by the Authority but, as of June 30, 2000, were still awaiting the Governor’s approval.

According to Authority records, in one instance a beneficiary with arequired employment leve of
520 fell below therequired leve for thefirgt timein January 1998. Subsequently, the beneficiary’s
employment level steadily dropped to 440 by January 1999 and to 390 by January 2000. During
the period of March 3, 1999 to November 26, 1999, the Authority issued six letters of
noncompliance to the beneficiary. On October 19, 1999, the beneficiary applied for atemporary
employment waiver for calender years 1998 and 1999. On November 30, 1999, the Authority
recommended that the waiver be approved because of "Guam’ s current economic condition” and
the beneficiary’ s operating losses following alarge investment in facility expanson. The Governor
approved the waiver on March 22, 2000. Because of the waiver, the beneficiary received tax
benefits of at least $237,825 for fisca year 1998 and at least $90,825™ for fiscal year 1999. The
2-year retroactive waiver expired on December 31, 1999, but the beneficiary continued to reduce
the number of employees rather than increase employment in compliance with the Qudifying
Certificate. Asof June 30, 2000, the beneficiary’ stotal employment was 364, or 156 (30 percent)
below the required levd.

Inour opinion, the Authority should have either negotiated with the beneficiariesto reduce thevalue
of the tax benefits received or suspended the Qudifying Certificates until such time as the
beneficiaries meet the hiring levels. Under the law, the Governor of Guam upon recommendetion
of the Authority aso could revoke or the beneficiaries could rdinquish their certificates. By
granting waivers to the noncompliant beneficiaries, the Authority unilaterdly gave up at least 371
jobs the beneficiaries had agreed to provide to Guam resi dentswhile alowing the same businesses
to continue receiving their full tax benefits. We bdlievethat these actions aso could have provided
the beneficiaries a compstitive advantage versus other smilar businesses by dlowing them to
reduce their operating costs while continuing to recaive the tax benefits.

12 dditional tax benefits may have been received from income tax rebates and business privilege (gross
receipts) and usetax abatements. However, wewereunableto readily quantify such benefitsbased onavailable
Government of Guam records.
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Recommendations

We recommend that the Chairman of the Board of Directors of the Guam Economic Development
Authority direct the Authority’s Adminigtrator to:

1. Develop and submit to the Board for adoption policies and standard operating
procedures to ensure that the Authority limits the use of surveillance fees to pay personnd and
other expensesrelated to monitoring the compliance of beneficiarieswith the requirements of their
Qudifying Certificates and tracks surveillance cogts to determine if surveillance fees need to be
adjusted.

2. HAndize and submit to the Board for adoption formal procedures for the compliance
monitoring program.

3. Provide training to compliance monitoring staff to ensure that al aspects of the
monitoring process are performed in acongstent and timely manner.

4. Devedop and submit to the Board for adoption regulations to quantify the cost to the
Government of Guam and to the Guam workforce of temporary waivers and require negotiations
to ensure that beneficiaries ether give up a portion of their benefits in exchange for waivers of
certificate requirements or suspend certificate benefits pending correction of the noncompliance
issues.

Guam Economic Development Authority Response and Office of
Inspector General Reply

Inthe August 10, 2001 response (Appendix 2) to the draft report from the Authority’s Chairman
of the Board, the Authority concurred with Recommendations 2 and 3, and did not concur with
Recommendations 1 and 4. Based on the response, we requested additional information for
Recommendations 2 and 3, and requested that the Authority reconsider Recommendations 1 and
4, which are unresolved (see Appendix 3).

Recommendation 1. Nonconcurrence.

Guam Economic Development Authority Response. The Authority stated thet the
recommendation was unnecessary because the costs of the monitoring function exceeded the
revenuesfrom survelllancefees. Furthermore, Authority stated that the annua salariesand benefits
of the divison manager and the four full-time daff personnd exceeded the average annud
surveillance fee collections.

Office of Inspector General Reply. The Authority’ sresponsealocated 100 percent of
the sdlary and fringe benefit codts for the compliance divison manager and staff to Qudifying
Certificate monitoring activities and concluded that those costs exceeded surveillance fee
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collections. However, in addition to the Qudifying Certificate Program, the compliance divison
was a0 responsible for performing compliance monitoring activities for the Authority’ s loan and
leasing programs. Because the surveillance fees were collected soldy under the Qualifying
Certificate Program, we believe that, for comparative purposes, only the costs associated with
Qudlifying Certificate compliance monitoring efforts should be consdered. Therefore, we
estimated that the Authority applied about $220,000, amost one-third of the surveillance fees
collected, to other operations.

Recommendation 2. Concurrence.

Guam Economic Development Authority Response. The Authority agreed that the
adoptionof forma standard operating proceduresfor compliancemonitoringisessentia , and stated
that it had drafted standard operating procedures for compliance monitoring of the Qudifying
Certificate Program. The Authority stated that the standard operating procedures will add to the
aready-developed and approved procedures for the underwriting process, as developed by the
Authority’s Industry Development Division. The Authority aso stated that its objective was to
obtain Board approvd of the compliance monitoring procedures beforethe end of fiscal year 2001.

Office of Inspector General Reply. The response did not specificdly state when the
Adminigrator will finalize and submit the compliance monitoring procedures to the Board for
gpproval.

Recommendation 3. Concurrence.

Guam Economic Development Authority Response. The Authority agreed that formal
training was needed for maintaining professond development in al aspects of the work place.
However it disagreed that compliance monitoring was not done in aconsstent and timely manner
as aresult of not having training opportunities. The Authority stated that monthly reports were
provided to the Board on atimely bass and that annual compliance reports were completed in
accordance with Part 2 of the Rules. The Authority also stated that the economic hardship
experienced by the entire Government of Guam minimized some codly training opportunities, but
that cross-training, statutory review, program evauation, and assessment training were provided
to the compliance taff.

Office of Inspector General Reply. Although we commend the Authority for providing
informal, on-the-job training opportunities to the compliance staff, the response did not indicateif
and when forma training would be provided.

Recommendation 4. Nonconcurrence.
Guam Economic Development Authority Response. The Authority stated thet thelaw

already providesit with the authority to negotiate the specific conditions of Qualifying Certificates.
The Authority also asserted that it acted in accordance with the Qudifying Certificate law when
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issuing the temporary waivers. With regard to the related finding, the Authority stated that the
correct legd citation for the finding is 12 G.C.A. § 58126, and not 12 G.C.A. § 58111.

Office of Inspector General Reply. We cited 12 G.C.A. 8§ 58111 because this
provisonlists the grounds, most notably noncompliance, for which a Quaifying Certificate can be
suspended, rescinded, or revoked. Such remedia action can be taken when the certificate holder
has not corrected its noncompliance with the Qualifying Certificate law, gpplicable rules and
regulations, or any condition or obligation in the Certificate after having been notified by the
Authority in writing of such falure to comply and after having been given by the Authority a
reasonable period of time within which to correct such failure. This provison of the law was
therefore cited asthe criteriafor actionsthe Authority should tekein enforcing compliance with the
terms and conditions of Qudlifying Certificates. In contrast, 12 G.C.A. § 58126, which was cited
by the Authority, relates to actions (issuance, modification, renovation, and suspenson) on
Qudlifying Certificates that may be recommended by the Board to the Governor of Guam and the
timetable for the Governor’s approva or disgpprova of such action.

The Authority processed temporary waiversfrom employment or other conditionsinthe Qudifying
Certificates as modifications to the Certificates. In our opinion, it was not a good policy for the
Authority to routinely recommend such modifications to ease the Certificate terms and conditions
without negotiating corresponding reductions of tax benefits granted to the certificate holders
whenever the holders did not meet the requirements it had agreed to at the time the Qudifying
Certificates were issued. The temporary waivers cited in the finding were granted primarily to
certificate holders who were chronicaly in a noncompliance status. By definition, the Qualifying
Certificate is acontract between the Government of Guam and abeneficiary who has qudified for
tax rebates and/or abatements in return for meeting certain employment, investment, and other
requirements. Theseemingly routineretroactive approva of waiversby the Authority, asdisclosed
inthefinding, negated the rationde for the beneficiary to comply with itsobligations (i.e., theterms
and conditions of the Qudifying Certificate) and reduced compliance monitoring to a "window-
dressng” process. There should be a pendty (such as reinquishment or reduction of tax benefits)
associated with the waiver of Certificate requirements, especidly in the case of chronicaly
noncompliant beneficiaries.
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C. ABATEMENT OF GROSSRECEIPTSAND USE TAXES

Grossrece ptstaxes of morethan $5 million and an undetermined amount of usetaxeswere abated
improperly and without verification of the amount or digibility. This occurred because the Guam
Economic Development Authority did not ensure that the Guam Department of Revenue and
Taxation and the Guam Customs and Quarantine Agency correctly granted Qudifying Certificate
abatements of grossrecel ptsand usetaxes. Because of an oversight, the Authority had not initiated
action to coordinate and develop monitoring procedures with these two agencies to ensure that
gross receipts and use taxes were abated only on digible expenditures. In addition, the Authority
had misnterpreted a Board of Director’s resolution and thought it had removed the requirement
to monitor contractor claims for gross receipt tax abatements.

Gross Recelpts Taxes

The Guam Code Annotated (12 G.C.A. § 58127.5) provides that gross receipts taxes may be
abated for periods of up to 20 years (renewable for additional 20-year periods) for quaified
insurance companies. The Code (12 G.C.A. 8§ 70105(a)) also providesthat contractorsworking
on hotdls, other tourigt facilities, or affordable housing developments may aso receive gross
receipts tax abatements. In both instances, digibility for the abatements is to be evidenced by
Qudifying Certificates issued by the Authority.

Of the 31 Quadlifying Certificates active as of December 31, 1999, 6 Certificates included the
abatement of gross recel pts taxes for insurance companies and 1 included the abatement of gross
receiptstaxesfor 20 contractorsworking on ahotel expansion project. To eva uate the abatement
process and determine the amount of gross receipts taxes abated, we reviewed available records
a the Business Privilege Branch of the Department of Revenue and Taxation.

I nsurance Companies. Duringfisca years 1998 and 1999, Revenueand Taxation officids
incorrectly accepted and processed claims for gross receipts tax abatements from four of the Six
insurance company beneficiaries based on copies of the beneficiaries Qudlifying Certificatesthat
were attached to grossreceiptstax returns. The Supervisor of the Business Privilege Branch said
she did not know that the Authority issued Certificates of Compliance which were required before
tax abatements should be approved. The Deputy Tax Commissioner, Department of Revenueand
Taxation, gated that the Department did not have procedures for administering gross receiptstax
abatement claims and that he had understood that the Authority would draft such procedures. In
addition, until May 2000, Authority personnd had not coordinated with Revenue and Taxation
gross receipts tax personnd to assist in processing gross recel pts tax abatement clams. Further,
according to the Authority’s Compliance and Interna Auditing Supervisor, the Authority had not
prepared or adopted procedures to either monitor or processthe actual granting of gross receipts
tax abatements. Asaresult, Revenue and Taxation officiasincorrectly authorized abatements of
gross receiptstaxes totaling at least $2,902,598, including $677,802 to three beneficiaries whom
the Authority had determined were not in compliance with their Qualifying Certificates, as shown
inTable 3.
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Table 3. Insurance Company Gross Receipts Taxes Improperly Abated

Effective Amount of Taxes Abated Although Tax Revenue
Daeof QC  Taxes Abated Not in Compliance Unauthorized®* At Risk of Loss
12/02/97 $679,528 $171,313 $508,215 $679,528
01/01/98 1,008,749 478,774 292,605 771,379**
01/01/98 1,281,112 - 1,281,112 1,281,112
10/01/98 170,579 27.715 142.864 170,579
Tota $3.139,968 $677.802 $2.224 796 $2.902,598

* The Authority had not made a determination of compliance or issued certificates of compliance on these
abatements. Therefore, some or al of these amounts may retroactively be determined to be authorized.
** This company subsequently declared bankruptcy.

Congtruction Companies. OnJune5, 1998, the Authority issued aQualifying Certificate
to a corporation for a mgor hotel expanson project. Through the Qualifying Certificate, 20
different contractors received specia certificates authorizing each contractor to receive a tax
abatement for work related to the expansion project. The contractorswere required to certify that
all tax abatements received were passed on to the hotel. Based ondocuments obtained fromthe
Department of Revenue and Taxation, as of March 31, 2000, 11 of the 20 contractors had made
atota of 55 claimsfor abatement of grossreceiptstaxes. Only 1 of the 55 abatement clamswas
supported by a Certificate of Compliance issued by the Authority. Instead, the 11 contractors
submitted gross receipts tax returns with copies of the Qualifying Certificates and claimed tax
abatements of at least $2,116,966. As of the time of our review, Revenue and Taxation had
processed and approved the tax returns related to abatements totaling $432,782 but had not yet
processed the tax returns for the remaining $1,682,184 in claimed abatements.

According to Authority personnd, the Authority had not implemented acompliancereview process
because they thought that a Board of Director’s resolution exempted the contractors from all
monitoring requirements. However, adthough Board of Director’s Resolution 99-030, approved
on June 23, 1999, exempted the contractors from complying with four Qudifying Certificate
requirements, the resol ution added a requirement that the contractors were to submit statements
prepared by independent accountants documenting the amount of expenditures quaifying for the
gross receipts tax abatements.  As of June 30, 2000, the Authority had not received any of the
required independent accountants statements. Without a review process for the tax abatement
clams, thevadidity of the clams could not be determined and there was a potential for acontractor
to claim abatements for taxes based on revenues from sources other than the hotel expansion
project. For example, we noted that 4 of the 11 contractors who submitted claims had included
gross receipts tax abatements totaling $21,788 more than the Authority had initialy authorized
based on the approved construction contracts provided to the Authority.
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Use Taxes

The Guam Code Annotated (11G.C.A. § 28103 and § 28104) provides that an excise tax of
4 percent will be levied on the use or consumption of al property brought into Guam. In
accordance with the Code (11G.C.A. 8 28105(e)), the tax is collected by the Guam Customsand
Quarantine Agency on behdf of the Department of Revenue and Taxation. The Code
(12 G.C.A. § 70105 (b)) dso provides for an exemption (abatement) for property to be used to
congtruct, furnish, and equip hotelsand tourist facilities. Lastly, the Code (11 G.C.A. § 28105(f))
authorized the Department of Revenue and Taxation to promulgate rulesand regulationsto enforce
the use tax law.

Duringfisca years 1997 and 1998, the Authority issued Qualifying Certificatesto two beneficiaries
granting them the right to receive use tax abatements on the hotdl renovation projects. The
Director of the Guam Customs and Quarantine Agency stated that Customsdid not determineand
could not provide information on the total amount of use taxes abated for the two beneficiaries
because the agency collects information only on taxes collected. The Director dso said that, as
of June 30, 2000, the Department of Revenue and Taxation had not provided rules and regulations
for collection of the use tax, as required by the Guam Code Annotated.

Although specific information was not avail able to determine the amount of usetax abatements, we
estimated that the amount of use tax digible for abatement for one of the two hotel projects was
about $180,000, based on an estimated cost for furniture and fixtures of $4.5 million and taxed at
a4 percent rate. According to a Customs officid, Customs personne authorized companies to
receive, without payment of the usetax, otherwise taxable property based on photocopies of their
Qudifying Certificates. There were no procedures to ensure that the recipients of the tax
abatements were in compliance with the Qudifying Certificates or tha the furniture and fixtures
were destined for projects included in the Qudifying Certificates. Although the unavailability of
appropriate documents prevented us from specificaly identifying potentid improper abatements,
in our opinion, the lack of adequate internal control procedures may have alowed otherwise
taxable furniture and fixtures to avoid taxation.

Recommendations

We recommend that the Chairman of the Board of Directors of the Guam Economic Development
Authority direct the Authority’s Adminigrator to:

1. Coordinate with the Department of Revenue and Taxation to develop and implement
proceduresto ensurethat grossrecei ptstax abatementsare granted only to applicantswho comply
with their Qudifying Certificate requirements.

2. Coordinate with the Director of the Customs and Quarantine Agency to develop and
implement proceduresto ensurethat usetax abatementsare granted only to applicantswho comply
with their Qudifying Certificate requirements.
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3. Develop and implement procedures to ensure that contractors submit the required
independent accountants statements, that the statements are matched with tax abatement daims
before Certificates of Compliance are issued, and that the origind Qudifying Certificate
beneficiariesare notified of the amount of tax abatements received by each subcontractor covered
under the primary Qudifying Certificates.

4. Reviewthequestioned grossreceiptstax and usetax abatementsdiscussedinthisfinding
to determine whether the tax abatements were alowable and, if not dlowable, gpprise the
Department of Revenue and Taxation of the need to collect the improperly abated taxes.

Guam Economic Development Authority Response and Office of
Inspector General Reply

In the August 10, 2001 response (Appendix 2) to the draft report from the Authority’s Chairman
of the Board, the Authority concurred with Recommendations 1 and 2, and did not concur with
Recommendations 3 and 4. Based on the response, we requested additional information for
Recommendations 1 and 2, and requested that the Authority reconsider Recommendations 3 and
4, which are unresolved (see Appendix 3).

Recommendations 1 and 2. Concurrence.

Guam Economic Development Authority Response. The Authority stated thet it is
critica for al agencies to meet regularly to develop and implement procedures not only for the
issuance of gross recaipts tax exemptions, but for other tax incentives offered by the Qudifying
Certificate Program. The Authority dso stated that it has regularly coordinated with the
Department of Revenue and Taxation to discuss program guidelines and the compliance status of
each beneficiaries. The Authority further sated that Qualifying Certificate Program guiddinesand
policies only require the Authority to coordinate with the Department of Revenue and Taxation,
but that the Authority will "make a more concerted effort to involve the Customs and Quarantine
Agency in its meetings and to better establish program control measures.”

Office of Inspector General Reply. Had good coordination occurred between the
Authority and the Department of Revenue and Taxation, there would not have been the Situation
where beneficiaries were able to file for and obtain the abatements from Revenue and Taxation
without input from the Authority asto the beneficiaries compliance status. Apparently, therewas
inadequate communication between the two agencies as to the requirements for abatement filing.
This is why we believe that the Authority should ensure that the coordination procedures are
formalized in writing and approved by the Department of Revenue and Taxation, the Custom and
Quarantine Agency, and the Authority’ s Board.

Recommendation 3. Nonconcurrence.

Guam Economic Development Authority Response. The Authority agreed that
procedures are needed to ensure that the accountants' statements are matched to tax abatement
clams, and stated that this practice has been addressed in draft standard operating procedures.
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However, the Authority disagreed that a Certificate of Compliance must beissued prior to thetax
abatement clams. The Authority indicated thet if the beneficiary isfound to bein noncompliance
at the year-end review, the tax incentives must be rembursed with pendties.

Office of Inspector General Reply. Bendficiaries are dready required to submit
detailed monthly reports to the Compliance Division, therefore the monthly accountants' financia
statements should not be an undue burden for the beneficiaries to submit or for the Authority to
review. Additiondly, we found no indication during the audit that the Authority had matched the
accountants statements with the contractors abatements.

Recommendation 4. Nonconcurrence.

Guam Economic Development Authority Response.  The Authority stated thet the
recommendation should be addressed to the Department of Revenue and Taxation, but stated that
it "does take note of this issue and will separately discuss the issue’ with the Department of
Revenue and Taxation. The Authority aso Sated that the Quaifying Certificate law authorizesthe
Tax Commissioner of Guam to issue rules as deemed necessary to implement the procedures
outlined in Chapter 58 of the Qudlifying Certificate law.

Office of Inspector General Reply. Theissueisnot the need for the issuance of rules
toimplement the procedures outlined in the Qualifying Certificatelaw (12 G.C.A. Chapter 58), but
the need for the Authority to coordinate with the Department of Revenue and Taxation regarding
the questioned tax abatements discussed in the finding. We have revised the recommendation to
require that the Authority review the questioned gross receipts tax and use tax abatements to
determine whether the tax abatements were dlowable and, if not dlowable, to apprise the
Department of Revenue and Taxation of the need to collect the improperly abated taxes.
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D. REINVESTMENT OF TAX BENEFITS

Legdly mandated investmentsin Guam’ seconomy totaling at least $2.3 million may not havetaken
place because the Guam Economic Development Authority did not include language in Qudifying
Certificates requiring beneficiaries to reinvest tax benefits and, for those Certificates that included
the reinvestment requirement, did not monitor the beneficiaries compliance. This occurred
because the Authority’ s (1) proceduresdid not require and staff neglected to include the necessary
language in Certificates amended after passage of the law requiring benefit reinvestment and (2)
management was unclear on how to determine compliance with the reinvestment requirement.

Reinvestment Requirement

The Guam Code Annotated (12 G.C.A. 8§ 58142) requires that each recipient of a Qualifying
Certificate, except insurance carriers, invest in the Guam economy no less than 50 percent of any
taxes rebated or abated for aperiod of 5 years following the rebate or aoatement. Beneficiaries
are aso required to provide reportsidentifying the amounts reinvested during each fiscd year. The
lawv became effective on December 29, 1994, and the Authority should have included this
requirement in al applicable Qudifying Certificatesissued or amended after thet date.

During the period of December 29, 1994 to December 31, 1999, the Authority issued or amended
eight Qualifying Certificates that appear to be subject to the reinvestment requirement law. We
determined that the Authority included the required language in six new Qualifying Certificatesthat
were issued during this period. However, the Authority did not include the requirement in two
Quadlifying Certificates that were amended in November 1995 and June 1998, respectively. The
Authority’s Deputy Adminigrator and the Chief Financid Officer could not explain how this
oversght occurred. However, we noted that the Authority’ s Rules and Regulations and standard
operating proceduresfor issuance of Qudifying Certificatesdid not include arequirement to ensure
that the required reinvestment clause wasincluded in dl new and amended Qualifying Certificates.
The Authority’ sAdminigirator stated that the Authority could amend the Certificatesto include the
50 percent reinvestment requirement.

Based on tax informeation available as of June 30, 2000, we determined that the two beneficiaries
with amended Qudifying Certificates had received rebates and abatements for fisca years 1997
and 1998 that totaled $3,626,027 and that the beneficiaries may receive substantia future rebates
and abatements. Asaresult of not including the reinvestment clausein the two amended Quaifying
Certificates, Guam'’ seconomy may lose additiond investmentsof at least $1,813,013" asfollows:

- Effective November 28, 1995, the Authority issued an amendment to ahotdl’ s existing
Qudifying Certificate, incorporating the hotel’s new expansion and exigting facilities for an
additional 5 years. The amended Certificate did not include aclause requiring the hotdl to reinvest

1370 avoid duplicate counting elsewhere in this finding, only $1,472,530 of this amount was included in
Appendix 1.
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50 percent of tax benefits. We determined that the hotel recelved corporate income tax rebates
of $2,945,060 for fiscal years 1997 and 1998, and we estimated that the hotel should have
reinvested about $1,472,530 of the tax benefits in the idand’ s economy.

- Effective duneb, 1998, the Authority issued anew Qudifying Certificateto another hotdl,
incorporating the hotd’ s new expansion and exigting facilitiesfor an additiona 20 years. The new
Qudifying Certificate did not include a clause requiring reinvestment of 50 percent of tax benefits.
We determined that the hotel recelved tax abatements and rebates of at |east $680,967 for fiscal
years 1997, 1998 and 1999, and we estimated that the hotel should have reinvested about
$340,483 of the tax benefitsin the idand economy.

Reinvestment Monitoring

The Authority was unable to document thet any of the six beneficiarieswith the renvestment clause
intheir Qudifying Certificates had actually reinvested the required 50 percent of their tax benefits
because none of the Six beneficiaries had submitted the required reinvestment reports. Of thesix
beneficiaries, the Authority had determined that four were not in compliance withtheir Qudifying
Certificates for fiscal years 1997, 1998 and 1999. Therefore, only two beneficiaries were
authorized to receive and did recelve tax benefits. Although the Authority began monitoring the
reinvesment clausein August 1999, the Deputy Adminigtrator and the Chief Financid Officer sad
that the law was ambiguous. The two officids said thet there are many waysto "reinvest” and that
therewasnot aclear definitioninthelaw of thetype of "reinvestment” that wasto occur. They aso
sad that without more detailed guidance, the Authority would find it difficult to enforce the
reinvestment requirement. However, if the Authority does not enforce the reinvestment provision,
the beneficiaries 5-year reinvestment period could expire without any reinvestment occurring. As
aresult of not effectively monitoring and enforcing the reinvestment dause for the Sx beneficiaries,
Guam’s economy could lose at least $526,633" of additiond investments, as shown in Table 4.

14The $680,967 represents use tax exemptions, real property tax abatements and income tax rebates for fiscal
years 1997, 1998 and 1999. Possible additional benefits from income tax rebates for fiscal year 1999 were not
known at June 30, 2000.

1570 avoid duplicate counting elsewherein thisfinding, only $265,948 was included in Appendix 1.
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Table4. Required Investment of Abated/Rebated Taxes

Effective Date of Amount of Abated Renvestment Amount
Quadifying Certificate or Rebated Taxes a Risk of Loss
05/01/96 $192,720 $96,360
09/05/97 860,546 430,273
Totd $1.053.266 $526.633

In our opinion, if the Authority had acted in an expeditious manner to resolve questions regarding
the reinvestment law and enforced the reinvestment provison, Guam’'s economy would have
benefitted from additiona investments. Further inaction could deprive the economy of additiond
reinvement opportunities. Although the exact definition of the 5-year reinvestment period is
unclear, we presume that the period agppliesto the tax benefits received on a year-by-year basis.
Therefore, it is possible that the 5-year period could act as agatute of limitationsthat relievesthe
beneficiaries of having to comply with the reinvestment requirement for each year in order to
receive that year’' s tax benefits.

Recommendations

We recommend that the Chairman of the Board of Directors of the Guam Economic Development
Authority direct the Authority’s Adminigtrator to:

1. Request that the Guam Legidature amend the Guam Code Annotated
(12 G.C.A. 8§ 58142) to clarify the types of reinvestment to be required of Qudifying Certificate
beneficiaries and the meaning of the 5-year reinvestment period.

2. Amend the Qualifying Certificatesthat wereissued after December 29, 1994, toinclude
the reinvestment requirement mandated by the Guam Code Annotated.

3. Develop and implement rules and regulations and standard operating procedures to
ensure that the Authority includes the renvesment cdlause in dl new and amended Qudifying
Certificates and has a process to monitor compliance with the reinvestment requirement.

Guam Economic Development Authority Response and Office of
Inspector General Reply

In the August 10, 2001 response (Appendix 2) to the draft report from the Authority’ s Chairman

of the Board, the Authority concurred with Recommendations 1 and 3, and did not concur with
Recommendation 2. Based on the response, we requested additional information for
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Recommendations 1 and 3, and requested that the A uthority recons der Recommendation 2, which
isunresolved (see Appendix 3).

Recommendation 2. Nonconcurrence.

Guam Economic Development Author ity Response. The Authority stated that because
the 5-year moratorium was lifted and the first Qudifying Certificate was issued in the summer of
1996, dl Certificates include the reinvestment requirement in accordance with the Qualifying
Certificate law. The Authority clamed that only one Qualifying Certificate (No. 219) did not
indude the reinvestment provision, but that the Certificate included the requirement that the
recipient "comply with al laws of Guam and the rules and regulations of its various agencies,
induding and not limited to those set out in the [Qudifying Certificate] law, and in gpplicable rules
and regulations.” The Authority concluded that because of this generd requirement, a specific
reinvestment provison was not needed.

Office of Inspector General Reply. Despite the Authority’s statement, two (not one)
Qudlifying Certificates did not include the reinvestment provison. The second such Certificate
(No. 169) was an amendment to aprior Certificate that was essentially anew Certificate because
it contained completdy new terms and conditions and became effective on November 28, 1995,
after the December 29, 1994 effective date of therevised Qualifying Certificatelaw (P.L. 22-159).
Therefore, thisQudifying Certificate dso should haveinduded the reinvestment provision required
by the new law. We acknowledge that the generd compliance provision contained in Quaifying
Certificate No. 219 requiresthe beneficiary to comply with provisons of the Qudifying Certificate
law and gpplicable rules and regulations. However, in our opinion, it would be preferable for the
Authority to amend the two Qualifying Certificates (Nos. 219 and 169) to specificaly include the
reinvestment provison.
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APPENDIX 1

CLASSIFICATION OF MONETARY AMOUNT S

Fundsto Be
Unredized Put To
Finding Area Revenues Better Use
A. Approvd of Quaifying Certificates
Projectsin Tourist Areas 769,650 $28,528,822
Timing of Application Flings 24,266,430
Negotiation of Tax Benefits 17,966,784
B. Compliance with Qudifying Certificates
Compliance Monitoring 459,777
Temporary Employment Waivers 634,340
C. Abatement of Gross Receipts and Use Taxes
Gross Recelpts Taxes 5,019,564
D. Reinvestment of Tax Benefits
Reinvestment Requirement 1,472,530
Reinvestment Monitoring 265,948
Totd $1,403,990 $77,979,855

* All amounts represent local funds.
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PART I - INTRODUCTION
EXECUTIVE SUMMARY

This document s the Guam Economic Development Autharity's [GLEDA responss o Lhe
Department of Interior, Inspecior General’s “Preliminary Draft.” audit repart regerding rhe
adrmimisrration of e Qualitying Certificates Program and Loan Prograns.

GEDA finds it necessary 10 expuund on the fntent of the statory language and policy for the
GLhbDa opcriates and dizclose more of Guam’s economic climate |j'_1_-'i_ug the period for the SO
ar the audil W clarfy or aveid eny issues reporled in the “Preliminary Draft,” from being
misconsirued by any weader of the eeport.

statutory and Policy Tntent

The inlent af the Legislature lor the Qualifying Cerliliculs (0 Program was 1o be used 23 an
ceonomic incentive ool w entics investons ine Guarn, and authorizes GEDA Lo administer,
promete, and menilor the program necessary o establish or expand industries and services
incusiries and services, to divers iy Guam’s cconomy, cnrich its growth and enhance the qualily
ol lite in Guam. The Legislature a2 the time the las was adiudicaled, affivms that tie program

must be expanded Lo adract investrments in oeder 1o diversily Guam's CODNOTLY,

Al the comeeption of the QC Program, Goam’s main lueus was enly on one indostry, Tusne the
1997, 1998, and 199 period the program was evaluated. Guam’s cconomy was wl 108 Lowest.,
Fellowing a [ve moratorium {1990-1993) un sssuing (Q0s, the governmsnl of Guam revitalized
the prozram and develnped addivonal Legislation thar prometes otber indusiries shrougl the QC
Pragram. Such diversificalion has stimulated Guam’s busimess climase znd has created jobs tha
will provide benefits 1o the community.  Insurence Business, Affordable Housing, Tonrist
Attraction, Goam-Based Trusl, Cuptive Insurance, Telecommunication and soon, F Comniercs
activities ae indusiries promoted by GEDA e diversily Guamn’s existing tonrism industry.

VISTOMN 2001 was the catalvat for develaping additional industries through the prozram, The
QU Program is vnly one avere, which Guan: was able to achiove its goul in the pust four vears.
(fher government of Guam agencies networked wilh GEDA to provide 2 halistic approach o
econamic developmenr
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The networking of resources helwaen agencics was necessary to build and diversify Guan:’s
industrics. Through these programs, niher industries are heing developed. The repont does not
recognize the wuny accomplishments achisved by (FEDA, The 0 Program has evelved in its
corrent slute of complexity. As industries are developed and diversified, compliunce monitoring
procedures will develop and change. Complex tax issuas, corporate siructures, om ployes w
oo rubies, emplovee W service ratios, cross raining, new weehnalogy, and cconomic models
arc constanly heing addressed by GEDA.  As the industey develops aod chanpres <o do our
L}J’Dg['i:ll[l.‘.— and '[ﬂ'l"}f!l?:lj Vs,

Key peints noted in the avdil report regarding e QOO Program are the recognition ol (he lepal
mandate for (GEMA 1o serve s a catalyst i the economic developiment of e island, and 1o do so
by providing incenlives 1o qualifying businesses inder the OC program.

The report repeatedly asserts that GEDA has “furerons” revenues critical 1o the island. and
strongly implies that corlificales have been issued 1o companics not qualified lor henefits, Tt is
Lsperative for the inlegrily of the program, the public mage of GEDA, and the overall economic
hiealth of Guam that this response sdequately and undeniahly csrablish tha all certficates ssued
have heen to the benelit of Cuam to qualified businesses under the laws of Guam,

GEDA will demonserare in this response the ways in which it has served as @ bus calalysl lor
signilicant fand positive) change' in Guam’s recenl veonumic history, While the tepurl suhmitted
by the Invpaetor General does provide a cursary overview ol relative polols about the OC
program during the evulugiion peried, it offers no study ol the significant changes thar occorred
in Guam’s ceomnmy during the sume period, No adequate assessment of successiul aconcimic
catalyst activity can be made withont recogmeing the nearly insunnountuble obstacles Cuzm
faced in maintaining social order doe o natral disastar and other unloTesean challenges, much
less achieve ceonomic growthduring the audic reporting pericd (beginning of fiscal vear 1907
through Tune 300, 20005,

Guam's Economic Climate 1997 - 2000
The awdil submited by the inspector general offers @ simplisus and cursory praposal of

perceived wnpacts of goalifving certificates issues, bul o no way balances the decision of

GIEDA™s board wilh the coenomic clinae of an 1sland facing military downsizing, a dovastating

i f ' - " i = " e R e 2
Weizsler's Minth Muw Callearaie Dicricary. copgigh TOEE defimes caralvse as o i mvotkes ymificzn; charge
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ryphean. Kerean Atrling plane crash, and center paint positioning for ane of the mosl crave
crononie dewniurns faced since the Depression,

The repott vaguely mentions Lhe shattering conseguences of Typhoon Puka in 1997, a storm that
decimuted the asland with the strongest surface winds ever to hit the earth. The impact of
rebuilding inlrusiructure, recouping tourism levels, and beautifving the island o retain investor
tersst can he most effectively compared 1o the econumiy impact of Hurricane Intke on Guam's
swster Pacific island of Kauul in 1992, Within three month's time, Caam’s oorsm ndustry was
vperating at peac full supucitv, and GEDAs qualifying ceriificare program continued ta atteact
tnvestors despite the mull-million dallar losses caused by Paka, Further, vnly three shoit vears
later, tearism levels have completely eecoversd. The island boasts now mlernatzanallv renomwned
hotel chains, major altractions, and globally positioned corporations who demiciled in Cuam
during vne el i durkest perinds. Recovery of Lhis magnitnde rook close o en vaars for Kaual,
GEDA strongly submils thar thiz achisverment is due in large part o the effaetive tole it plaved in

selving as a calulyst for aroweth during (his time.

The audit reporl makes no mention of o calzelysmic event v tolally destroved the seeond
largest market for Guam’s lifeblood — the wuorism industry, When 1AL Dlight 801 crashed inlo o
Guam Lillside in 1997 killing 254 passengers, the Karean markel plummeted from Guumn's
number tan visitar market posilion with three digit growih rates, w zero. A balanesd or credible
reparl on an effeetive econoric responge 10 such a disasioous economic blow would intrinsically
require some colrwntary on the necessity of aggressive measures Lo 13l the ensning scunomic
Lap or ar least propose more slleclive actions Guaw could have pursued, No COIIenldary 1s
ollered, and fhis response will show thar all actions when w agoressively pursie invesiment
through the Qualilying Cerlificate program waore nol enly necessary, but have already proven Lo
provide benelil that will far surpass “forcgone™ taxes. Lurther, desnite the insatiable need lor
investment, this reporl will easily demonstate Un all such certificates were aflorded 1w qualified

Ppsinass ay delined under the Law,

Also nat mantianed in the reperl wes one of the most devastating global erises in the past twoe
decades — the complete Naiening of the Aslen ceonumy. Any factual and precise review of an
CCOOOMmIC program adminsstered in the Pacific Rim during this period would absalutely require
same analysis vl what un appropriate response W mainaining a dallar based eevnomy so closely
Led Lo The strengel of the vern, as s the case in Guam, shoualil be,

Anather key economic indicaror not rellecled in the reporr s the overall unemployment rate
Ciuawn had experienced from 1997 - 2000, The emplayment factor plavs a key role and weighed
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heavily on decisions to provide economic incentives to husinesses for joby creaion, employment
stability or job relenrion,  Althoogh Guam's Department of Labor had not been able 1o issne
consistenl periodic quarterly reports, Table | shows the unerplayment cates e com pared o the

LS. rates”

These ligures would hehoove any government entily Lo provide as ALY eConmmic

INCSALIVES 45 1L eun 1o stimulate some level of ceconomic stabilily or recovery sfTons.

Percentage

GEDA acknowledges that is not immune frem oversight and uny recommendsation for

Table 1
Unemployment Rate Comparison
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PART M- QUALIFYING CERTIFICATES PROGRAM
Frogram Administration

The reporl conlains ne commentary of the actual “administration™ of the program s it relates (o
provessing, decumentalion, underwriting analysis or tracking. It is therefore presumed I GGEDA,
hat the avdit found that samd processes in the npertions of QC applications are satisfactory,

If the ulimare decision made by GEDA's Bourd of Directars in tecommending ar not
recommending & QO is included in the audit's delmion of “effective mlministration”, (GEDA
agam asserls that it has heen supremely effective, given the comditions, which it faced and
sontnues W face, While GLDA zoreas with cerlain recommendarions [or refinement of the QC
[ewe it hus maintained cifective administ=ation by reviving and nurmrin £ @ progrum that has heen
successful in fostering development even in the bleakest of ceanomic times within the
framework of the law. This iz never dispured in the reparl. Without refersnee W vlher measures
svatlable o GEDA 1o foster development during the given lime period, or even a broad celerence
1o dlala substuntiating the net negative impact of QC approvals, the only feasible conclusion 1=
that the report’s Nndings e lagely subjective.

Achievermnent of Objectives

$R100 of the Qualilying Certificate law eslablishes the legislative intent [ur Lthe Q0 progran
and reads that the objective is to "diversily the islund economy, cnrich i1s prowth, and enhance
the quality of Tife on Guam.™

Arthe ansct of the zudit period. 1007 of GEDAs Qualilying Certificate beneliciaries were i1
the tarism industey. Dunng the audit period, e prosram wes uzed extremely elleclively o
diversiry the island’s cconemic hase. As o resull the program successully recruited 73
hencticiaries in the rust industry, seven in the insurance indusiry, two in affordable housing,
three in medical services, one in manofacturing, one in lelscommuonications, angé an additional
efphr i tourism reluted mvestments.

T toral, These businesses in addition with existing QU henaficiaries created undior retained o
total of mare than 3,700 jobs [or the island during 2 fime when double-digii unemployime i riles
havve become the norm, Despate the facr that job creativn i the primary eligibili ¥ erilerion for all
QO beneficiaries, the audic report makes absolitely o relerence to cmployment generalion and
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retention provided by the program. Further, the law ciles no speeific limitations o tax
ahatements and rebates, and docs not even call Tor the 1ux frmpact analvsis GREDA FENCLATeS as
part of its standard vperating procedures. Lmplicd in the law, as wrilten, is the assuwption thut
Jub generation ol any Kind (grven thal the lrw makes no specilic raguirement on number of jobs
to ke created) will generally outweigh any rax ollsel

Llespale the primary intent ol the law, the audit focuses entirely on tax revenue generation and
did not consider olbwer coonomic aspects, such as jub generation, cash injeclion and circulation of
money Ui ceonomy, faxes generaled bevond the seope of QC benefits (1.e. hotel occupancy
L, gruss Tecoips ranes, pavioll lises, ewc), as well as sceondury job and commencial activily
generulion for supporting business detiviry (e, outsourcing),

A APPROVAL GF QUALIFYING CEETIFICATES PRUOGRAM

This response will quantitatively demonstrare that even il the report had sddresced the
alerementioned items, ils numerous refercnces e “leregong” taxes fail o take into aocount
addirinnal taxes (ot subject 1o henatits uader the gualilying ceetificats programi gererated by
these entiies.

This respanse will also establish (hat GEDA has effectively mel its mandate by plaving an
ageressive and successlul role in pansrating unprecedentad arowth in 2 dme when most investors
wonld have fled. Tn the vears reviewed, Guam’s geenomic climate has been far from that of o
perfect world, and has in faet wetered many Wmes on the edge of ruin. Nevertheless. there is no
exdgreration in stating that terclore uny development ebiained, any revenues procured, and jobs
generated and any cazh injeclion inte the economy during this timeframe accomplishzl within
the framewock of the lwe did indzed meet the mandae and procedures required of this Aurhority,

This response will logically dispule the assertion that QCs wers issuad to nngualified businesses,
ol o businesses whers need Tar the QO had nor been esrablished.  or this, attention muost be
drawn L 538104 of Chaprer 55, Title 12 of the Guam Code Annoteced, which smates elnnbaliny
[ur the qualitying cenificate is available 1o gualilied businesses “engaged, ar aboul o engags in'
an ensuing list of elizible indusines. The audit report makes specific mention of this seetion of
he law, bul repeatedly calls ine question GEDA's decision W grant certificates to established or
newly established husiresses. The reporl [uils o recognize that GEDA had ubsolutely ne legal

premise npon wlieh Lo base o denial of @ QU to an exisung business.
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Finzlly, this response will demonsirate that GEDA has pursned extreme duc dilipence in
establishing a verifiable need Tur s Qualifying Certificare on the parl of an applicant business.
While there 15 no mandale within the law to establish specilic need on the part of the business to
he eligible for the QC. this report will show thal GLDA has exhibited exireme cavrion aed
Lnrernal contrel measures to validule a beneficiary™s necd tor benefits allorded.

Findings and Recommendations,

Tha summary stalement of this section suggests that the Government of Guoan lost lax rovenies
of at least 770,000, end could Inz future tax revenues Loteling abour $32.8 wallion o hotel and
st indusiry [irms. Mo reference of how this caleulation was made is provided, and GEDA is
uoable e Cetermine method M reaching this quantitative conclusion.

Howenver, as an integral part of the underwriting of svery QO zpplication, complele linuncial
disclosure i3 reguired of the applicant as be lhe inilial investmcnt, financing arrangements, and
20-year pro forma projections for the business. In cases where the business has been establizhed,
actual Mmancials are vequined.

Pursvant e this data collection, GEDA valeulates that for hotel and tourism industry. QCs
granted during the audic period, the government of Goam will zcroally forego approsimeacly
FIAT. 259,530 in tax revenues via rebates and abatements of corpozale meome tax and req
oropery tax abalements,

The same financial data provided by e beneliclaries shows that the govemment of Guam will
recelve approximately S6063.914, 185 in lux revenuss during the same period - (Teom the income
Lax Temnaindar, gross receipls lases, hotel oceupancy tax, real property lux. wilbhelding tax,
intergsr earned on rebales Tor sis monchs, dividend lases, and surveillance tees)® The romal net
Benelit Lo the Government of Guam when all laxes ure considered cver the twenty- year period is
hI2RGI1,855.7

Finully, the companies thal rweeeived Quulilving Certiticates during the review pertod eroplowved
mote rhan LASD Guan residents, In terms of job retention during this bigh unemployment
poviod, QC beneliciaries show a job loss rate of approximalely 1% as compared to a 6% job Loss
rale in tha privare secior®

Felribil Cine o dotz aed 2aleulanans B becsfils and sosss o the Goecneoat ol S,

1. o s o
B Fanilal Towo for eonalevreal siatistics.
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Controlling Law

LThe repart correctly fdenrifies the requitoments of the Q7 Tawe Ir furthier usserts that GEDA has
nat taken full advantage of the flexibility afforded by the lepislature to defermine terms und
conditions of the OC and limitstion of lax benelirs,

GLEDA scknowledges thar porental exists o further sxplore tiered or restricted levels of tax
benetits allowed. Credit Review Cumnmines minntes fur the sudit periad, as well as priliminary
cxzentive summarics for the underwriting of several QCs, demonstrate thit limited fenefits have
hieen constdered, therefore demmonsrrating a willingness on the parl ul GEDA to cansider such
aptions.

Hovweaver, as previously stated. during the rating period, all of asia - anod subseguently Guam —
experienced cxirome curency devaluoarion, serious capital developimenl fnencial restraines, cash
floss insulliciency, and payroll fund depletions. In tha face of steh economic tranmia, the GEDA
board of directors soughl every way to provide cash influs 1w established, aew amd expandine
companics 1o sinply survive the economic crisis while mainiining all passible commercial
getivity on Guam. In addition W its due diligence wo preserve the nwegrity of the program,
fiwesver, the board sivllanzously imposed communily contributions on revipisni: in the forn
of cash or in kind suppurt over the Tife of the QC w0 projects that directly or indivestly benelited

the actual indusiry receiving benefils.®
Projects in Tourist Areas,

The preamble to this seclion suggests thal the expansion of teo hotels and 2 tourist aliastion
tillion. While the projects ace not named, GEDA presumes the projecrs elted are (he eXpalEinn
of tae [ . - N - - N :1r:ction A,
e explanatuen ol the quantitative anulysis is provided and (he report docs oot include any
mEntion of the faves to be generated by these compantes beyond the scope of the QC.

The repart suggesis thar tax benefits granied (o hatels duting Uis period gave away tax dollars
that Guam would have otherwise realized, The repurl olfers no [rroaf thel the holels built would

Aave proceeded with plans absent the existence of the Qualifying Certificarc’s availahilily to

11
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erlsting husinesses under the law, and certamnly docs nor address how significant levely of
employient ¢emmitrert could have been gained from these estublishmenrs withou, the Q.

Included in this response are GEDA’S documented financial analyses of the three projects
mentioned shove” T'otal taxes to be paid (o the Government uf Guam aver the 20 yeur perind in
cavess of QU honefirs exceed 52428 million, Total projected cosrs to the Government of Guam
foor comporare income lax rebates and real property abatenients are approximately $3 1.7 million,
The total nel benefit to the Government of Guam [rom thase three businesses alone aver e
beenty-year peried should exceed 5187 million. In addition. thess thiee companies crploy more
thn SU0 Cruam residents.

The repurt lurther suggests thal approving QCs for hatels during the latter part of e T80 was
unwarrunled. A fignre ol 13 hotels constructed during the decade withant benelils is cited, bt
with no subsrantiated dulu. After thorough review. GLDA was unable 1o identily 15 such hotels,
and czn conlidently report that it saidl number of hotels exist, they did nol fall within the 100
raou minimurn raguirament for QC eligibility,

The findings correctly puint out that demand for hotel rovms did Secline in the later part of the
decade, and provides u pussive refercnce o the Asian ceonomic crisis as the reason for the
slamp, However, no oradance (s given o the fact thar all ccanomic mdicators provided by the
Guaun Visiers Burean in the latler part of 19935 indicated that visilors (o Guam would exceed 2
millicn by the year 2000,

As s lagical with zny prudant cconomic planning, GLDA drafted a these 1o live year plan to
ready Guain Jor the onser of sueh a wargeled pumber of tonrists, As ench disaster (previously
menioned in this respanse) snsued, projections for visiler did decline. However, as the declines
acewrred, the tourism industey, in conjunction with the Guvernment of CGuam, formed Lesk forees
forensire a tesurzence w meet and creced (he 2 million visitor mark,

This section of e report closes hy stating that GEDA provided an unfair conpetitive advanlage
by ranting holels QCs during this peried, sinee other hotzls were praviously construcies withoy?
the Q. Tothis, GEDA respunds with the following:

L Pursuant o the Adminisiralive Adjudication Law, public heanngs must he held for all
QU applivations related to the rourism industry. Aside From ane public reouest o
huve one hetzl provide sewer infrastruclure as @ condition of the QO no existizg
hetels chjecled in the pubiely provided form o the grantng of QCs w0 compelitors,

12
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Further. s a group, the exisling hatel comnunity supported vicwally every QC
granted theough an endorsement of the Guum Hotel and Restuurant Aszociation (as
documnented in public hearing minutes for QCs granied). Therefore, GEDA strongly
asserls that ne unfalr competitive advanfage was created, v evidenced by the suppor
of the granted Qs by the Luurism industry,

20 Wil two exeeptinas, all the hetels granted Q0 during this period are locared in the
Luman trarist distelel, where a majority of horels are QO benebiciaries The position
of the applicants, siaff and board of dirsctors in most instances was Uil an unfair
disadvantage would have been imposed on newly constmered hotels in the Tumon

during Guarn's *hooming™ wonrism ery, these hotels faced a higher risk/yield exposure
given Lhe slatus of the economy al the time. For GGEDA m refuse Lo grant henefits o 2
hwotel willing o comstruer during a low lourism level, i the midst of @n cconoinic
erigis, would have been to send a message to the world that the island of Guam wus
nu longer interested o sconomie prowth. In addition, tis would have Becn in direct
oppasition with the Governor’s Vision 2001 Strategic Plan, waich calls for expanding
the mounber of heel rooms on Guam.

3. At the very lnslanl the repom of the auditor was reccived stating GEDA had been
ronch oo lax with its granting of benslits, GEDA experienced cuphiatic commentary
Lo the comtrary. Tn & review of poleniial benefits for now indnstries during a recent
buard meeting, the directors and commentary from ouszide investars [mly stared that
the Qualitying Certificare program o lacl borders on the edge of nun-competitivensss
due to its restrictive and siingent nature. [t is furrher known o GEDA that several of
the: horels pictured in the report as examples of nvestnent “without the QO™ in el
refiused the QU7 process bhaeause of GEDA's sizingent adherence to rules and
regulitivny ussoclared with the law. Tn the exil intervicw, 1G steff reported that the
B cid incecd soknowledge lhal the QO was “toa much trouble™ with which
adbere, and GEDA staffl bus received thar same commentary Grom [ | ¢
therefore seemns illogical for re report o suggest that GEDA has been toa lax in its
aranting of benefis,

4. Inhight of the above. GLDA respectfully requests that the [G consider rescinding its
ceconunendalion for more stringent mwssures, and suggest waye thar GEDA can make
the program mede compelitive (for example, similar 1o the incentives offened by the

competitive domicils of Ireland) while maintaining regolatory inwegerity.
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Hotel Construction Projects

Pages nine and ten of the report pictuzes e [N -oc & TR

citing that bolh were huilt witheul Lthe bensfit of the QC progrum,.  GFDA recosnyes Hhe
signiicant contribution of these two intesral venues in Guarm’s Lourism Tandscape. und salutes
baoth entities” contributions to the s base.

It is imperarive te paint out, however, facts omined i the tepart’s averview:;

Lo Bath hinely were planned and construcled st the end of Guam's loursm hoom perivd,
and while & moralorium en the granting of QCs was in place due w the infux of
invesinent,

2. Bath entities huve exprossed that a specilic reasan for nol applying for the QO was
hecause ol the stringent process required for application and compliance wirh the
cortifmsle,

Ao Inthe case of the [ senificant corporute backing and cash injection from oft

island francing belped minimize the need for QC relict (unlite the QCs approved tor

I D D ot ol backed with limited lncal

investor dollurs. One should also note that the Hyan was embroiled n litigation, a

purisd for whieh 1 did net pay its ceaslructon financing debis.

Pages ten and eleven refer to the bencefits pranted 1o the Pacitic lslands Club resorl, and cxpressly
disagreed with the granung ol an extension of the QU for the additian of nearlv 300 woms © it
mventory, Te thiy, GRDA responds that the provision for an extension is expresaly authorized i
the law, and was afforded to the [l strer in-depil: underwriting analysis revealed the (ollowing:

. The expansion of nearly 300 roems $ three times the required room guola for a hasic

LI which reauires a miniimom ol 100 rooms,

3. The rovan counl [urither exceeded the requirement of 200 wliditional rooms needed o
qualify for special use and pross receipts lax benels afforded nader Poblic Luw 24-
260,

3. This eapansion, agsin, was vodertaken in the midst of an economic slumyp, and

gencrated andfor relained emplovment for nearly 400 persons. T'otal investment
excoedad 570 million,

14

53



APPENDIX 2
Page 16 of 31

Response to the Department of Interior
Inzpector General s Prelirminary Draft Report

4 The repert states thal the Government of Guam last 3388000 17 tix revenues Lhrough
Tome M0, 20000, and will lose & pulential 3160.9 million aver the life of the cartificats.
Again, these figuies du nol incorparate taxes wetually paid by e entity, GEDA s data
shones that the [l wil actvally pay more than $194 million ¢ taxes that e
Crovernment will rerain over Lz life of the QC, and lhal rebates and sbulemencs will
arounl o approsiaely 8215 million. The net henafit by Guam using these
projeciions 1 more rhan S$173 million aver the life of the QC.°

5. Applicanis for hate] expansions request consideration for extension of benelils lor the
endre operation for several sipnificant reasons that inciude:

Lo expansions hecome pant of overall comparate income, and UPROTIINITY CO3is,
sunk costs, @nd overhend costs are caloulared &< pan of the whaole. Scparate buoks,
accounting, adminisirutive procedures anl expensas are not seconnted [ur as o
separate enuly. The applicants correetly point out thar withaut the invesiment of
the initial vperation, sxpansion would not be vizhlz, and that the success of the

expansion s mharently linked w e overall health of the establishment.

Tourist Antracton Projecls

Page eleven of the report cites the benelite affordad to [N oo e B
stating Lhul benefits wore awerded unnscessarily @ this hotel and worst atrraction, 1 s
iwvmthent on GETYA o eport thal significant deliberation over the issuanee ot this G2 did in
Lact oceur at the stafl, managemen: and board levels. However, the overridin £ decision Lo gran
Lthe [ stepumed [rom visitor exit survevs providing irrefutable data that Guam required more
tenrist attractions Le maintain or ierease visilor levels and spending,

Pages twelve, thirteer, snd fuurteen reter o benafits approved o e | RGN oo
The audit takes issue with the following and GETIA responds in kind:

L Lecal residents can ne longer visit froe of charge, True. However, the sits previonsly
eaposed visitors to ursalt conditions, non-lighled facilities, and wis renowned as a
suicide site. The discaunted rale nuw reguived for loeals by the (O helps maincain the
safety walls, beaulificatiom, lighting, cleanliness. cle of the site. Turther, (he (0

requires that e aparation adinl all sechool children free of churge.

" See kil Une
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2. 'lhe eerlificats beneficiary conlrols anly 6 percent of the project site aod the
Guvernment of Guam owned the other 94 pereent. True, however, the heaelis apply
only w the portion of the site ewned by the bereficiaries.

3. The Government of Guam commtled $1.5 million 1o im prove government lands

surrounding the site. True. Vor this reasor, conditions were added o the CIC malking
the heneliciary responsible for the upkep of the sulire site, not Jual the privamely
ewned portuns of the atraclion. Thos, the upkeep of te government pottion of the
atlraclion beoomes a daily cxpense for the private OpCrELion,

4. Puhlic hearing testimony indicated that the operalion would he irmedinlely
profitable. True. Simple analysis of the benelits ulforded to maintain ionvestor
confidence versus the tangible benetits ro Guan, fowever, demonstrate the 0 iy »
very lucralive investment in this attraction, Over the lite of the QC. oo
projects fax generation not subject w benefits of more then 635 million. Rohates and
ahatements will wtal less than $1 million. The Government of Guam gains owore than
564 million in revenues as a resull Further, the operation provides a minimam ol len
additional jobs to the economy not mentioned in the report. [t shauld be zlso nated
that the beneliciary experienced actual losses und thus. did nor receive any met
benclits, sinee the grunting of the QC,

L

The report calvulates o fumre value of the covernment’s conmibution to he in excess
nf $3 nullion. Agzin, this costl seens more than palatihble oiven the abave relerenced
overall revenues to Guan. One should also note that ch | - -
Lhe nurher ane towrisl alraction venne on Guam.

B The report makes oo menbon af the locyl preference the law requizes GEDA to arant
lncal fovestors who apply for the QC, Such was an oblipatory reguitemant in the
ndersriting ol this QO sursuant L the Law,

Timing of Application Findiongs

This section ciles GRIIA for granting benefit o existing or newly opered husinesses withou
recognigng that such a practice is not only allowed but eaplivitly prometed under the cxisting
L. Tn nmerans weetings with the auditors duing the review process, and in the cxit inserview,
staff and muenugement agresd with the need (o tighten regulations on the timing of QC
applicalions to ensare the program is vsed as an incentive for husinesses thut would nar
ulherwise astablish,

Pursuant 1o its own internal cunirol measures, GUDA staff and management drafred 3 propusid
Standard Operating Procedure which the Board of Ditections appraved in Scplember 1999
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requirtng applicants fo subuit eers ol intent 90 days prior o receiving a building permir, and ‘o
subril the setnal QC application within 90 days of receiving dw permit. The Industry
Development Division was apprised of tis independemly pursued internal control measuze, and
agrees wilh the proposal to incorporate the requircinenl into the rules and resulations and the
cvaluate the imypact of increasing the lead tine reyuirement.

Negotiation of Tax Benelits and Cost Benetit Analyses

Significenl respunte hus been previously provided z- o why s benefits were not lindted during
the veonumie crises during which the reviswed QO3 were pranted. GLEDA does agice, uwever,
that fered or imied tax benefits could beeome appropriate snd recommandad in the Cuture g
the economy of Guam improves, ils alluee as an invesiment destination upreves, and
unemplioyment figures decrease,

As for cost benelit enalysis of all the QCs mentioned in the reporl, GEDA must take significanr
issue with the mizealonlared relurn on investmant of the QC in these businesscs, Taxes
“laregone” simaly cannot be reporied without raking inlo wceount the taxes gencrated in e
arcas of pavoll laxes, holel ocoapancy tax, income Llux remainders, interest earned on rebates.

cre,’

A more thorough analysis will reveal that not one QC has heen issusd thal would fail o provide
apositive raturn o e Gevernment of Guam over the Tite of the conleac

Audit Recommendaiion 1,

Wk with the Goam Legislane fo amend Litle 12, Chantzr 58, of the Guan Code Annatared
(the Qualitving Cortiticats law) aod related repularions to sxclude Trom provgram eligibility
teurism projects in eslablished wourist areas of Guam, exclude previnusly existing facilities from
eligibality Ter new Qualifving Certificatss, reguire that husinesses submil lellers of intent to apply
for Qualifying Cerrificates ne less Qan 180 davs prios w olainiog relyed building peemits, and
clearly define the circwmstances undar which lower than maxirum-level tax hencfirs can be
eranied ™

Risponse,

F R Baaen One,
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Non-concur with recormmandation te exclude rom program eligibility ronrism projects in
established Lourist arcas of Guam. The main murism srea is nearly satwated in lerms of land
use, and roorism ateactions ure still needsd w beost visitar arrivals, Sawrtion of land nse (at
mast, land rensuning in cthese distiers will allow far 3 additional projects ol substantial size), U
phase oul ol the program for the Lourism discrict will take care ol ilself. Falling 1o make the
eentive avallable for new investment provides a competlive disadvantage, as expluinad earlicr
i the repart,

Concur wilh recommendation w exclude previcoosly cxisting [ucilmies from alighility for new
Cualilying Comificates, exvepl for established businesses undergeing qualiticd EXPAINLS IS,

Non-concvr with recommendation 1o wouire (hal businesses submir leters of inent o apply for
A QC no less than 1BO daws priar fo abtainieg related building permits. While same investors,
sspectally for construction intensive projects do annomes plans six months in advance, GODAS
eaperience is that investars prefer o maintain confidentiality fur competitive pratection ur as

long as possible. To dare, the 20 day period scems o be working.

Concenr with recommendation o clealy deline the circumstances under which lower than
maximun-level Lax benefits can be granted.

Audil Recommendation 2.

“Lstahlish procedures and develop methods, wich as sconomic models and procedures, Lo
caleulate the cooapmic benelits of v rehates and abatzments by comsidering the costs W the
Crovernment, including the amounr of taxes foregone und the indireet infrastruciore and social

costs ivolved ™

Response.

Concur. GLEDA will comtinie o refine, improve, and cxpand Its existing model i more
pccurately quantify all divect and indireel coscs. However there is one cuveul: GEDA requests
Lhat the final audit report acknowladze existence of wial lax wnalvsis for cach QC mentioned.

and the Fucl that the net benefit to Guam is positive Lux cush injection over the lives of the QCs.

Andit Recommendation 3.
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“Adopl procedures worecuire that neculiztiong with Qualifving Certiticale upnlicants are
cocumented and Lhal the negiialions include the nse of all relevant analyses. as described in
Recommendation 2, to ensure that the estimared direcl and indireel costs o the Crovernmmenl do
Aot negate Lie ceonomic benelils of the Qualilying Certificars.

Respunse.

Coneor, Trior o 1993, there was ne moda] to condue any therough analysis, Since then,
LEDA has develupod irs own fonm of providing anzlyses, shich alsu takes into consideralion Lhe
goverunenl’s permitting, process (arough the Territortal Land Use Comrmission. This prucess
does address the economic impaet o Guam’s infrasteuciure. GEDA will continue m 1make effors
inrehining, improving and expanding ite methods e provide for o more comprehansive muoda|

that will take mita account other direct and indineet costs to the government.
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B, COMPLIANCE WITH QUALILY ING CERTIFICATLS

CLEDA has and will continuge e fallow s mandates and will corply with the law and roles thal
govern these mandates. The rax abatemnents were issued to these 11 hencticiaries that recoived
femporary waivers, all in accordanee with the 00 law

Legal Requirements,

The teport erroncously cites §381 11 of the QU law, The correet citation of the law is 558126
AN recommendotions of ihe Autliority for issuance, modification. revocaiion, and so wpnerision of
a Cuialifving Certificate shall be forvaeded fo e Governor of G, topether with o
memaranidum of te Awthoriiy's findings e sapport of it recommendations.” As omined Dy
GLDAS legal counsel. GEDA did act in accordarce with the QC luw when issuing lhe
LCTAROTATY Walvers.

Compliance Monitoring.

GEDA hus and continues (o recognize the need for addiional staff in the Compliance and
Internal Audit Division, as well as ocher divisivns within GLDA. The ability e employ
additienal sraff was [urther hindered upon » biring [reeze mandare by the Guam Legislatore,
Additionally, the eurly out incenrive programs in 1999 comhined with the Guvernor's rransfer
autherity over perseanel trough passed luws resulled i employees being bought e, ietiring or
rransfereing 1o uther government agencies. thus taducing the availuble limited personnel
resources.  Despile the Timired personnel and other escurces available. the eompliance
manitonng vl zach heneticiary was performed.

GEDA did conduet itz manthly reporling requirements. and perlormed anoual cenification far
the compliznes status of cach heneficiary, Those thal were in non-complianee did not receive
tax lncenlives. Only heneficiaries under extreme financizl and operational circumstances as o
resull of uncentrallable cxlernal circumstances received temporary waivers., Througl the
approved waivers there wera tux incencives mitharized,

The report cited GLEDA For the followine during the three fiscal years examined fo- this rapoT:
I Mot having o Jormal mspeetion program in place

2. ot perform required inspeciions
3

Mol faving written lnspecions
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4. lasuing Certificates of Compliance authorizing five heneficiaries 1o receive s benelits,
although the beneliciarics wars oo 1n compliance,

This is un inacenrate finding. The OO law les been in existence for over 35 years. The rules
st provide the mechanism for naderwriting and compliance monitoring have hoen o exisience
for years. These statnte and applivable rules & regulations provide GENA with the compliance
mepectinn and weporling guidelines. Throuph these documents, the stall was able and coptinued
e manitor e conditions of each Certificale. Documents for each inspeetion repart fur Uie thrae
voars cited wre contained in cach QO bepelicizry fle.

The report also inaccurately staws that GEDA did not adopr o fornal moniloring program,
Again, the formal monitoring program was developed over 35 vears azo. Part 2 of the Ruales and
Regulations covers the compliance of the program. However, the Compliance D¥vision bheoan
dratting standerd operating procedures w document in more delail the estzhlishad menilaring
program in 1% The SOPs when adoped will be an added 1ol far reference, howeyer, SOPs

do not have antherity over the stawte and rules,

The reper stated Uil GEDA had pecformed only six of the 38 regquired inspections. The QC law
requires il the inspections tic in with (he hepeficiarios” liseal vear end. Uhe fscal voarend [or
those six beneficiaries andited were in December, while the rsmaining 32 have varving yearend
dules, wiich were cutside the scope ol the December 1999 — June 2000 additional zuditing
pericd. Thiz is discounted and ool considered in the report’ making it appear that (he remaEining
32 inspections were never perlormed, while GEDA's [les reveal that they were inspecled. The

law miakes it impractcal [or all recipiens w be nspectad in Decomber,
Certificates ol Compliance,

Tha repors eites GEDA Tor incorractly issuing Cerlificates as of June 30, 2000 and tied these
Beneliciaries had impraperly reesived abulements of propery taxes andéor rebutes of incaoms
Lames totuling %132.777. GEDA did not meortectly issne Certilicates of Complinnee te won-
compliant bencliviaries, which 15 further discussed and subslantatcd in more detail below. The
taxes reevived. 48 o result of temporary walvers was anly for Real Properiy Taxas, The
slalement that income taxes were rebated s not feernal, The comporations that were issuvid
lemporary wialvers had losses curried forwand and did nol receiving any corpurale L rebates for

the three vears in gueston, The compliance work was coaducted in wecerdance with the Q0 law,
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Surveillance Fees,

The report wses an estimate [or cost allocation belween personnel and administrative
srpenditures for thiee years bused on observaton and cmployes inlerviews, However, e
current annual salaries and henefits zlone for the Division Manager, and four full-thine stalf
persennel s approximately 3294000 per fiscal vear. This amount alone already cacoods an
annual surveillanes foo averuge of 5222,00K1 (F305.505 divided hy the thice yeur poried).

Temporary Employment Waivers,

Asg stated earlier in this docvnenl, the armeunt of $215.990 cited as Insl 1oy revenues is an
wneorrect number. The beneliciuries received only reul property tax abatements (or 199% and
1999 The ameunt of $196,354.20 was reecived in 1908 and $378.768 in 1999 To dite, the Tax
Commissioner bas nul relegsed 2000 res] property tax ghatements.  The renort a ppears Lo
misconstiue thal the beneficiaries were only entitled 1o real prapeny tax zhaterrents and income
fax rehales.

Witk respect lo nepotiations, GLEDA disagress that negolistions are necossary, Io fact, GLEIDAS
recent records of fax fllings [tom the recipicats of hese lemporary waivers indicate o reported
net loss of over $28 million Mor 19040

Tha temporary waivers were not provided o all beneliciarics, hur 1o a ew businesses thar Liad
cxpericneed severe financial and nperational hardships from extenvating circumsrances beyond
their control. Such circumstanees addressed wers Super Typloun Paka. Foanomic Crives in
Asia, Korean Airline Crash, which resalied in an immediate “pull out™ of Guam. Guasm’s hotel
aud allraclion ndustry’s sconomic erises. Bosinesses were severely impacted becavse of the
decline in tourist arrivals wnd a rednetion of visitor spending,

As GEDA assessed cach beneficiary's need for temparary waivers, (GEDA alsa ook into
censideration the operations bad severe ohysicaldstructural damage ta their facilities, and (he cost
o repair the damage snd resume operations.  During the vears cited in this resort, these
Deneficiaries were loreed 1o Jay-off emplevess until they resumed operations. Atter newly 514
illion in repair wark, which wuk over a vear 1o complate, cne of the bencficiaries was able 1o
rehire the crployess luid off and reopan the establishinenl. Had GEDA negotialed rednos
Penelils, would have place an additional impact on the heneficianes’ linancial condition and
a0 aganst GEDATs philoseptucal grain and priority consideration ro sgve and rcwin jobs inan
alreedy damnged econormy.
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The amanat of lax abalernents provided (hrough these waivers ure nominal, comparsd w Lhe
amount ol capital invested in Guam und the overall henefits afforded to the Guamn Clomrmnnity,
Lhese hatels had cxpenienced losses that were carried [orward during these iough ecenomic
times, so corporale ineome xes rehates were nol realized, The vnly incentives granled wers
real properly lax dbatements | Takle 2,

Table 2
Real Property Taxes Abated through Temporary Waivers for 1998 — 2000.

| 598 el Property Taxes Alulul
| 209 Real Property Taxes Abated S3TRTER 0D
O eal Property Taxes Abatl 53] A5EO0

MU e Tresme Lases Kboios wen wee ss=slired duning Digss e B T venrs corned Ferwaslad

Again. these shatemnents issued are nominal when compared 1o the benefits reccived by the
Crusm communily, such as employvment retention, cmplevee beoelils, COMUTILNILY conlribotions,
lecal purchases. and ulrimately taxes paid o povermment of Guam cotfers, The issvance ol
temporary waivers, which was issued only mnder extenualing clroumstanees, is one wily Lhe
government of Guam fas helped mitigate Guam’s unemplovment rate by maintaeing Lhe
crnployment apportiaites dlreudy in existence. Approximately over $200.000 in real propery
taxes will be abaled in 2000, Reported hencfits received by the community in 1999 were over
42 million,

Table ! rellects the sehial reporied benclits o the community during 1999;

Table 2
Benetits to the Community in 14994
O Benchiciory (040 # Losses Sustuined in 1994 | Bepclils o Community
7 Mo, 180 SUEEL AR, BH17505% 5%
OO Mo 1R AT
G0 Ma, 130 3,801 540,59 |
G Mo 49 0, 151482 70
) Mo, 204 25 cbd 30
| OO Mo, 212 CLRRT I b AR RT9 T
Q0 Mo 324 R LE A0, 2207 20X 5G|
TETAL: 5 2034, 970 0k $42.096. 34265
T T hene Ve oo insladz coporae meare aed wal gy e ses paid
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Audit Recommendation 1.

“Develop and submit te the Board for the adoption of policies and standard operaling procedures
te ensure thar GEDA lunits the use of sueveillance loes ro pay personmel and ather capenses
telated W menitering the compliance af bencficiarics with the requirements of their Qu alifving
Certilicutas,”

Response,

Mon-concur. This reconunendalion is unnecessary,  Curreniy, the cost exceed the revenucs
generaled from sarveillance lees.

As e repoll admits, the QO Taw doss oot limil the vse of the surveillanee fees assessed azainsl
cach applicant or heneficiary of & QC. Additonally, the law also provides Tor ex traordinary
cosls Lo be assessed in addidon o the filing and surveillance feas which may apply to the
expenses menmed (o process the upplication or mwomter the beneficiary's perlormance of the 00,
[553 132, Extraordinary Costs |

Audit Recommendation 2.

“Finalive and submit o the Board for adoption [ormal procedures for campliance monitoring,
proaean.”

Respunse.

Concur, GEDA agrecs that the adoption of formal SOP for ensurive compliance manitoring is
essential for cstablishing internal provedural operstions, GEDA has developad the Standerd
Operating Procedures far the cemplisnce meniroring of the QC Program, which is currently in i
final draft form. The SOP will add m the alieady developed and approved S0P for the
underwriling process of the QC developed by the Industry Develomnenl Division. One of the
many abjectives of GEDA b5 Lo ohiain Beard approval belore the end of this fiscal vear,

Audil Recommendation 3.

“Provide training to eowplianee moenitoring staff ta ensure that all aspeets of the monitonay
process are perliermed ina consistent and timely maneer.”
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Response,

Concur. GEDA agrees Lhal Tormal training is necded far WLAIDLINIng profviessional develonment
i all wspects of the work place. CEDA disugrees, however, that compliance moniloring was no
performed in o consistent and tmely manncr #s a resull of having oo lruining opporiunities
affarded to the Compliance stalll  The manthly reports are provided 1o the Board on a oy
basls.  Annual inspections huve beern conducted and the annoal complignce reporls were
compleled i aceordance with Part 2 of the Rules. 'The ceonomic biardship expericneed by the
enlire government of Geam has minimized some costly training opportunitics. However. cross-
ratming, starutory revigw, prosram evalualion and asscssment traming were pravided w the
Compliance stall,

Audit Recoommendation 4.

“Levelep and submil Lo the RBoard for adoprian, regulutions to guantify the cust w the
Giovernment of Guarn and 1o the Guany workforee ot temparary waivers and require negotiations
to ensure thal beneficiaries cither give up a pottion of their benefis in crchange [or waivers of
certificnte requirements or suspend cerlilicate bansfits pending correction of the nancanIpliana:
issnes,”

Response,

Non-Coneur. The law already provides GEDA the autharity to negotinte, Ilowever, (GEDA
does wzree hat the Rules & Repulations, which deal with the compliances monitoring of the QC
Program, must be updated and auproved 1o pravide a more comprebensive and quanticative
approacty W Cuam’s Jiverse range of industrics.  GEDA has drafied amendiments o both the OC
law and Rules, which will update ard improve the vnderwriting and compliance of the
beneticizrics’ performance, and address concerns related to the specilic industries. and the

mdividusl reporting reguiremants, in addition w sroviding additional analysis.
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£ ABATEMENT O GROSS RECEIFTS AND LSE TAXES

The report states thal GEDA Jid not ensurs that the Depaclment of Revene and Taxalion (DRT)
and the Guam Customs and Quaraniine Agency correctly granted Qualilving Cortificate
abalements of pross roceipls und use taxes. There is no statatory authorily oversight for GLLA
aver these cntities. The QC Program guidelines and policies do not require GEDA w work with
the Customs snd Quarantine Agency. The law voly requires the coaperaton of both (GEDA and
the Deparimant of Revenue & Tusalion. [lowever, GENA will coordinale and condnet meelings
with hath entitics so thal relined control measures can be developed 1o avnid incorect benefi:
autherizativns, In addition, as more legislative changes arc proposed. GEDA will cnsure the
identification and inclusion of the appropridte agencies ta avaid or munimiee any waps wirnin the
PTOUETATT.

The statceoent that GEDA did not prepare or adopt procedurss to either monitor or process the
graniing ol gross receipt tax ahalcmenls is ncorrect. GEDA hes monitored all bencticiaries
receiving GRT incentives under the Insurance law.  Additiorally, the development of the S0
wis initiared in 1999 Lo documen: the compliance procedures and processcs cstahlished by

GEDA, The rules snd luw cutling the compliancs meniraring procedures, the SOPs are merely
ta docnment the QC Program compliznee process already estadblished by GEDA for over 35
VeI,

Andit Recommendations 1 and 2.

“Coordinute with the Departiient of Revenve & Taxation te develon and implement procedures
e ensure that pross reecipls lax abalzments are cranted only to applicants who comply wilh their
Qualitving Certificale requirements.”

“Coordinute with the Dirsctor of the Cusloms and Quarantine Ageney to develop and implement
procedures te ensuee that te vse Lax abatements are granted anly 1o spplicants who comply with
their Qualifving Certilicale regquiremeants,”

Response,

Concur. It s eritieal thi o1 ugencies meet regolarly o develop and inwlement procedures nol
anly for the ssuance of mross receipts fax exemptions. ot other s incenlives nffored onder e
QO Program as well. GEDA bay regulurly coordinated with DRT on a routine basis L diseuss
the program guidelings, as well a3 the compliance statuses of each bereliciary.  [n the past vear,
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this relationshop has been fostered berween both agencies. and hetween the ayencies and the
beneliciary, Lpon the effective dale of the QC, GEDA und DRT meet with the new heneticisries
tor bighlight the QU Program requirements, QC conditions, and issues on the taxatinn, and otber
DRT issnes.

Cuarrently the QU Program auidelines und policies ouly require GEDA = coordination with DRT
and not with the Customs and Quaranting Arency. However, GEDA will makes 2 more
concerted ottt o involve the Customs and Quaraniine Agency in it meetings and w belier
gsrablish program contral mcasures,

Audit Recommendalion 3.

“Revelep and implement procedures o ensure that contraciors subrmit the required accounlants’
statements, hut the statcmens are matched with tax abatemend claims before Cerlificutes of
Complianee ure issucd. and that the vrginal Quelifying Cerlificute heneticiarios ure notified of
the amount ol lex abacments received hy each subeontrucler under the primmary Calilying
Certilicates.”

Response,

Non-Concur. GEDA agrees that procedires are necessary 0 ensune the accountants’ statements
arg matched with the tux abaement claims, GEDA has made it a practice 1o malch Accountant '«
stalements with the Contracior’s abarements. The pructic of these provedures are addressed in
the draft SOP,

GEDA disagrees. that » Certificate of Compliance must he issucd pries W the tax ahatement
claims. To maich an aecountant’s stalement with the tax aharement clan poior to iasuing
Curlilicate of Compliance wonld requive montkly submissions and review. This weuld become
costly and time consuing. and result in defeating e lawlul purpose of an abalement benafic by
converting it e a rebale, The pregram already addresses use tax abatoments benelils, whick are
claimed during the year. AU the compliance year-end, i the beneficiary is found 1o be in noo-

cemplionee. Cen the lux incentives must be rerrihursed with penaltios,

In addition, GEDA neles that the heneliciaries wers either in compliance with the Cerlificate

reguirements, or received o femporary walver.
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Audit Recommendation 4.

“Review the questioned gross receipts tax und use tax abatements discussed in the [inding 1o
determine whether the tax abatements were allowable and, if nor allowable, initize Afops to
collect the lost revenues,”

Hesponse,

Non-Concur, This s DRT isaue and should be sticken from the report and addressed directly
lo the appropriate entity, DRT. owever, GRIIA does ke nole of this issue and will separatcly
discuss s issue with DRT. The QC law aurhorizes the Tax Commissinner of Guam Lo isste
tules as decmed necessary W implement the procedurss outlined in Chapter 58 of the O Larw
454140,
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[ REINVESTMEN T OF TAX BENEITI S

Audit Recommendation 1.

“Reguzsr rhat the Guarn Tegislature amend the Guam Code Annotated (12 GCA 3314 1o
elarify the types of reinvestment o be required of Qualifying Cerlificare (QC) beneficiaries and
the meaning of e S-vear reinvesiment period.”

Response,
Concur.
Andit Kecommendation 2.

“Amend the Qualilying Certiticalss 1that were issucd afrer Decernber 29, 1994, to nclude the
rainvestment reguirement mandared by the Guam Code Anpoated ™

Response,

Mon-coneur. The S-year moratociug was liled and the [t Certilicate was issucd in summer of
1996 All Cerrificatzs issued by GEDA cince 1996 include the reinvesrmen: requitermnant as
reguired in the QC law. The domestic insurers and caplive insurers are not sequired to reinvest
0% of the monies rebated and abaled throvgh this program. Only one Cerlificate does nol
melude this provision o the Cerrificsre, however, i1 provides a condilicn thas requires
compliance of all of GEDAs program mandates: “The Carporation shall compiy vwith oil loves
af Gieant ued e vieles and vegalations of ts varions agencies, ineliding and not limited 10 e
sed et i the QO fawe, and I applicable rudes ond regudotions of CEDA is provided.” Thrragh
this condilion. GEDA enforces the requirement for caeh bensficiary o adhere with the
reipveslment regquirement.

Audit Recommendation 3,
“Develop and implement rales and regulations und srandard operating procedures te ensore that

GEDA inclwides the reinvestrment cluuse inoal new and ansndad Cualitying Certificales and has
4 process o moenilor cumpliance with the reinvestinenl reguirement,”
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Response,

Concur, Again. the development of the SOP is baing dralied
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STATUSOF AUDIT REPORT RECOMMENDATIONS

Finding/Recommendation
Reference Status Action Required

Al Unresolved. Reconsider the recommendation and
provide aresponse indicating concurrence
or nonconcurrence. If concurrenceis
indicated, provide the target date for
working with the Legidature to amend the
Qudifying Certificate law and related
regulations accordingly.

A.2 Management Provide the target date for the

CONcurs, Adminigtrator to establish procedures and
additiond develop methods to include costs to the
information Government in the economic andys's of
requested. Qudifying Certificates.

A3 Management Provide the target date for the

CONcurs, Administrator to adopt procedures to
additiond document negotiations on Qudifying
information Certificates. We request that a copy of the
requested. procedures be submitted to this office.

B.1 Unresolved. Reconsider the recommendetion and
provide aresponse indicating concurrence
or nonconcurrence. If concurrenceis
indicated, provide the target dete for the
Adminigrator to develop and submit to the
Board for adoption policies and standard
operating procedures on limiting and
tracking the use of surveillance fees.

B.2 Management Provide the target date for the

CONCurs, Adminigrator to finalize and submit formd
additiona compliance monitoring procedures for
information Board adoption. We request that a copy of
requested. the Board-approved procedures be

70

submitted to this office.
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Finding/Recommendation
Reference Satus Action Required
B.3 Management Provide the target date for the

Concurs, Adminigrator to provide forma training to
additiona compliance Staff.
information
requested.

B4 Unresolved. Reconsider the recommendation and
provide a response indicating concurrence
or nonconcurrence. If concurrenceis
indicated, provide the target date for the
Adminigrator to develop and submit to the
Board for adoption regulations on
quantifying the cost of temporary waivers
and requiring negotiations. We request that
copies of the Board-approved regulations
be submitted to this office.

C.1 Management Provide the target date for the

concurs, Adminigrator to coordinate with the
additiond Department of Revenue and Taxation to
information establish procedures for granting gross
requested. recei pts tax abatements only to beneficiaries
who comply with their Qualifying Certificate
requirements. We request that a copy of the
procedures be submitted to our office.

C.2 Management Provide the target date for the

concurs, Adminigrator to coordinate with the
additiond Customs and Quarantine Agency to
information establish procedures for granting use tax
requested. abatements only to beneficiaries who

71

comply with their Qudifying Certificate
requirements. We request that a copy of
the procedures be submitted to our office,
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Status
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Action Required

C3

CA4

D.1

D.2

Unresolved.

Unresolved.

Management
concurs,
additiona
information
requested.

Unresolved.
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Reconsider the recommendation and
provide a response indicating concurrence
or nonconcurrence. If concurrenceis
indicated, provide the target date for the
Adminigtrator to establish procedures for
the submisson of audited financia
Ssatements by contractors, the matching of
the statements with gross receipts tax
abatement clams, and the notification of
Qudifying Certificate beneficiaries of the
abatements received. Werequest that a
copy of the procedures be submitted to our
office.

Respond to the revised recommendation,
indicating concurrence or nonconcurrence.
If concurrence isindicated, provide the
target date for the Adminigtrator to review
the gross receipts and use tax abatements
questioned in the finding to determine if
they are dlowable and, if not alowable,
coordinate with the Divison of Revenue and
Taxation to collect the lost revenues.

Provide the target date for the
Adminigtrator to request the Legidature to
amend the Guam Code to dlarify the types
of reinvestment to be required of Qudifying
Certificate beneficiaries and the meaning of
the 5-year reinvestment period.

Reconsder the recommendation and
provide a response indicating concurrence
or nonconcurrence. |f concurrenceis
indicated, provide the target dete for the
Adminigrator to amend Qudifying
Cetificatesissued after December 29,
1994 to include the reinvestment
requirement mandated by the Guam Code.
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Finding/Recommendation
Reference Status Action Required
D.3 Management  Provide the target date for the

concurs, Adminigrator to establish rules and
additiona regulations and standard operating
information procedures to include the reinvestment
needed. cdausein dl new and amended Qualifying
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Certificates and aprocess for  monitoring
compliance with the investment
requirement.






Mission Statement

The Office of Ingpector General conducts and supervises audits
and investigations of Department of the Interior and insular area
gover nment programs and oper ationsto:

I Promotetheeconomy, efficiency, and effectivenessof programs
and operations and

I Prevent and detect fraud, waste, and abuse in programs and
operations.

How to Report Fraud, Waste, and Abuse

Fraud, waste, and abuse in Government are the concern of
everyone — Office of Inspector General staff, Departmental
employees, and the general public. Weactively solicit allegations
of any inefficient and wasteful practices, fraud, and abuserelated
to Departmental or insular areaprogramsand operations. You can
report allegationsto us by:

Mail: U.S. Department of the Interior
Office of Inspector General
Mail Stop 5341-M1B
1849 C Street, NW
Washington, DC 20240

Phone: 24-Hour Toll Free 800-424-5081
Washington Metro Area 202-208-5300
Hearing Impaired 202-208-2420
Fax 202-208-6023
Caribbean Regional Office 340-774-8300
Pacific Field Office 671-647-6060

Internet: www.oig.doi.gov/hotline form.htmi
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