


Our Vision

“GPA will be the best utility
providing outstanding energy solutions

to our island community.”

“GPA shall provide
Reliable,
E? fficient, Effective, Environmentally Sound,
A?ffordable, Accountable,

L eading Energy Solutions”
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Message from the Governor of Guam

The Calvo-Tenorio Administration congratulates the Guam Power Authority on 45 years of service and its efforts to
use technology to improve services to the people of Guam. Looking ahead to Guam’s future, GPA also aims to find ways to
minimize operating costs, reduce reliance on imported fuel, and provide resources to conserve electricity. A transformation is
taking shape with the island’s public utility from a government agency into an energy solutions company.

In October 2012, GPA’s Smart Grid (SG) Project began rolling out the first 5,000 meters to customers in parts of
Ypaopao Estates. The advanced meters are part of GPA’s SG initiative to provide accurate electricity consumption, outage
information and outage location, as well as voltage quality to customers and GPA. The rollout of Smart Grid meters into the
field is the first important step in this process. Funding for the Smart Grid meters came from GPA’s 2010 Revenue Bonds
and matching Department of Energy grant funding on a dollar for dollar basis.

In December of 2013, GPA announced the final phase of the Smart Grid rollout for central Guam, including
Hagétfa, Sinajana, Agana Heights, Anigua, and Tamuning. Soon after, we saw the completion of the private wireless (\Wi-Fi)
network. The network enables residential customers to view energy consumption on line or via smart technology through
a web application called My Energy Guam. The “ME — My Energy Guam” campaign provides residential customers with
information they need; this new tool allows customers to manage their energy consumption. Customers also can view historic
data usage, and track power consumption from any web connected device or portal — viewing is also available for customers

off island.

With the launch of ME, GPA also fast tracked another Smart Grid initiative: the GPA Prepaid. This prepaid option
allows residential customers to pay specific amounts in advance for their electrical services. This offers additional benefits
including the waiver of various fees. As part of the option, the customer receives alert notifications for renewal of account
balances.

The agency also made pay-by-phone available for customers. That, in addition to the on line payment option makes
it even easier for customers to make payments. Many customers are taking advantage of these programs to better manage
their energy usage and costs, reduce waste, and make informed quality of life decisions. This administration certainly
appreciates any agency’s efforts to improve services using technology to empower customers to take control of their spending.

Congratulations Team GPA on 45 years of service. Biba GPA! Biba Guam!

Eddie Baza Calvo
Governor of Guam
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Joseph T. Duenas, Secretary
Pedro S.N. Guerrero, Treasurer

Chairman’s Message

The single most costly item on the ratepayer’s electricity bill is fuel. Over the past decade, Guam has witnessed a
significant rise with the costs of imported oil for burn at our power plant to meet the daily demand for power. This needs to
change and reducing the reliance on imported fuel has been the main focus of the members of the Consolidated Commission
on Utilities since 2003.

GPA presented its Integrated Resource Plan (IRP) to the PUC six years ago with the intention to move to more fuel
efficient generators and maximize what we can do with renewable energy.

In April of 2014, GPA hosted a forum entitled “Leading the Next Generation: GPA Integrated Resource Plan
Forum” at the Hyatt Regency Hotel in Tumon, Guam. The Forum hosted presenters that outlined the Authority’s plans
over the next seven years to construct more efficient generation units using liquefied natural gas (LNG) as a fuel source,
retire less efficient power generation units relying on residual fuel oil and integrate renewable energy facilities into the power
grid. Execution of these plans will meet Guam’s future energy needs by addressing compliance with US EPA requirements,
stabilizing power rates, and diversifying GPA’s energy resources. Furthermore, a savings of approximately $900 million in fuel
and operating costs will be realized over the next 30 years, sufficient to pay for all the capital projects needed to build more
efficient generators utilizing LNG and still save money for ratepayers.

The forum was attended by more than 200 companies and representatives which included stakeholders, investors,
contractors, consultants, and policy makers from Guam, the U.S. mainland, Hawaii, Asia, Europe and the Middle East. The
forum represented an unprecedented opportunity to convene energy experts throughout the world to listen and share their
views regarding GPAs plans for the next generation of energy production on Guam through a “best practice” approach.
Customers can view conference material on http://www.gpairpforum.com and the conference in its entirety on YouTube via:
http://guampowerauthority.com/special/special_issues_info.php.

The first phase of our renewable energy efforts involved the ongoing project in Dandan, which will provide solar
energy (25 megawatts) to serve over 3,000 homes during the day. By the end of this year, GPA will be the largest provider
of renewable energy on Guam. NRG is our GPA partner and is one of the largest solar energy companies in the US. In June
of 2014, GPA received approval from the Public Utilities Commission (PUC) for Phase II of renewable energy acquisition.
Phase II renewable energy acquisition is consistent with the intent of Public Law 29-92, which promotes the development of
renewable energy for Guam and requires GPA to establish a renewable energy portfolio. With this approval, GPA intends to
begin awarding contracts by mid 2015 with a target of commissioning a project within 60 months. This next phase (Phase II)
will involve the addition of 40 megawatts of renewable energy capacity to be included onto our power grid.

The Consolidated Commission on Utilities will continue to work with GPA Management on seeking industry
practices and creative ways to continue reducing our reliance on imported fuel. As fuel encompasses over 70% of every
ratepayer’s power bill, it makes sense to concentrate on efforts reducing its effect every month.

Senseramente,

SIMON A SANCHEZ,
Chairman

GUAM POWER AUTHORITY

ATURIDAT ILEKTRESEDAT GUAHAN

P. 0. BOX 2977 - HAGATNA, GUAM U.S.A. 96932-2977

Message from the Outgoing General Manager

Hafa Adai.

The Guam Power Authority continued its efforts to improve the delivery of more sustainable power to the people of Guam
through several major initiatives brought to fruition in 2014.

The first was the policy approval of the 2014 revenue bond issue of nearly $76,470,000. The approval and issuance of this bond
resulted in a major financial accomplishment that will pave the way for several critical improvements, allowing GPA to provide much
better customer service and system reliability. When we issued the bonds, we focused on system improvements with regard to Generation,
T&D, our Smart Grid, energy storage, and initial program management services that will assist GPA in developing new generation and the
implementation of LNG. Our bond sale was so well received that investors submitted nearly $700M worth of orders in less than one hour.
This was a major accomplishment for the Guam Power Authority.

With the bond proceeds, GPA expects to procure $40M in energy storage systems to help with implementation and system
stability issues related to the inclusion of renewable energy into the Island Wide Power System (IWPS). This single project will complement
the expected completion of a 25-megawatt private solar farm project in the Dandan area of Inarajan.

We also initiated the process for the procurement of an additional 40-45 MW of renewable energy technology. This is a
significant step toward implementing the recommendations called for in our Integrated Resource Plan—which aims to meet Renewable
Portfolio Standards established by law; move away from our reliance on fuel oil; and help improve air quality and protect our environment.

Other projects we accomplished over the past year included the Tumon Substation project across from John E Kennedy High
School. The new substation was part of a $70M upgrade for the Island Wide Power System to improve power quality and reliability, with
funding derived from GPA Revenue Bonds issued in 2010 for major capital improvement projects.

In an effort to help reduce cashier lines for customers making utility payments, GPA also launched an enhanced 24-hour pay-by-
phone service for residential customers in July 2014. The new phone service offers a number of important features, including call anywhere
anytime service accepting Visa or Master Card credit/debit cards, email payment confirmation, or verbal confirmation through friendly call
center operators. At the end of FY14, traffic through this service reached as high as $2M in electric utility payments each month.

Additionally, our 46-year journey to a combined GPA-GWA facility was realized with the ribbon cutting for our new home in
Fadian, Mangilao, in December 2014. This $32M LEED-certified building will serve as the central facility to house administrative and
some operations divisions of GPA and the Guam Waterworks Authority. The Gloria B. Nelson Public Service Building is named in honor
of our former commissioner, the late Mrs. Gloria Nelson. The facility will save on rental costs as well as consolidate similar services for
both GPA and GWA, making customer requirements for electricity, water and wastewater services easier for our customers to acquire.

We can expect much more from GPA in the upcoming fiscal year. Customers will benefit from the largest net metering project
on island once the solar farm project is completed in mid 2015, and GPA will increase its focus on cost reductions for ratepayers.

Finally, it has been an honor to have served the people of Guam alongside the exceptional employees of the Guam Power
Authority over the past 32 years, and to have led them to this point of stability and improved customer service as general manager for the
last nine of those years. As I retire and a new GM takes the helm, I know that the employees of GPA will continue to shine in their mission
to provide our island with an even more improved and ecologically sustainable power system. Biba GPA!

Senseramente,

IOAQUIN C. FLORES, PE.
General Manager
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to Customers

Focusing on Your Growing Needs

Since its creation in 1969, GPA has worked hard to
deliver quality electrical power service. Efficiencyand
reliability are our guiding principles. GPA, through
its employees, focuses on improving the delivery of -
electrical service to meet the needs of every customer

economically and safely. '

GPA can fulfill this mission only by making continuous investments into
infrastructure, technology, employee training, and new advancements that
are needed to meet the expanding energy needs and expectations of our
customers. As such, GPA has instituted a “Customer Focused Initiative” to
address what our customers need today and to anticipate their future needs.

As with any organization in a diverse industry, GPA must continue to reinvent
itself to meet these challenges. The Guam Power Authority is deeply rooted in
the proud traditions of public service, an ethic of hard work and diligence, and
a commitment to excellence. Our entire team stands ready to deliver on our
promise of “Bringing Energy Solutions to You."
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in FY2014:

« SMART Grid and Smart Meters

« Customer ManagementTools such as
MyEnergyGuam

- Diversification to Solar and Wind sources

GPA's next phase includes exploring the use of
combined cycle plants to increase operating
efficiencies and reduce carbon emissions.
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Customers share

two-way

communications

m

myenergy

How it works at home!

Residential customers can see their residential power
consumption on line at MyEnergyGuam.com.

With this information, each household can monitor
daily power use for each month.

« Find ways to conserve by
observing how much power is
used when major appliances like
air conditioners are running.

+ Know how much you're
spending before the monthly
power bill arrives.

GPA customers register free
for MyEnergyGuam.com

Bringing Energy Solutions to You
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With the move to Smart Grid, 2014

was a milestone year as the Guam Power
Authority developed an electricity network based on
digital technology allowing for monitoring, analysis,
control and communication within the supply chain. The
purpose of this technology is to allow GPA greater control
of its resources to improve reliability, flexibility and
efficiency and to allow customers to better manage their
own energy usage, to reduce their energy waste, and
make informed decisions about the quality of their lives.

The final 5,000 of some 50,000 Smart

meters were installed in 2014.The
project to replace digital meters with advanced meters
began in October 2012. The advanced meters are a key
element in collecting accurate and timely information
about electricity
consumption, outage
locations and voltage
quality. This information is
available to both GPA and
its customers.

: , Funding for the advanced
meters came from the
Authority’s 2010 Revenue
Bonds with matching
Department of Energy
grant funding on a dollar-
for-dollar basis.

As the meters were being installed at individual homes
and businesses, the infrastructure for the private wireless
(Wi-Fi) network needed to support data communications
was also being put into place.

This Wi-Fi network allows communication to be tWO-

way between GPA and its customers.
GPA has virtually eliminated meter personnel in the
field each month to read meters manually. Meters
wirelessly report each customer’s usage and can

also report outages and fluctuations. This Advance
Metering Infrastructure (AMI) enables residential
customers to view their energy consumption on line or
via smart technology. This communication between
individual meters and GPA gives residential customers
the information to monitor and manage their energy
consumption.

“My Energy Guam” or “ME” is the Web application
that allows customers to monitor

their energy consumption on line. with
this app customers know how much electricity their
household is using at any time. The on line ME applica-
tion gives customers specific, individualized information
in near real time. Customers can view their usage history
and track current power consumption from any web con-
nected device or portal—even when they're off island.
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By August 2014, some 2,200 residential customers had
registered for ME.

With the launch of ME, GPA also began offering a
related feature called GPA Prepaid. GPA Prepaid

allows residential customers to pay

in advance for their electrical services. Using ME,
customers can review their consumption on line and
replenish their prepaid account balances and avoid
reconnection fees.

- bee SMART
o ENERGY
: B GUAREG

e

secure
Smart Meters contain
na personal information

Consumption and

1
ey



power bill. In fact, nearly 70 percent of a residential

Diversifying our
power bill comes from the cost of fuel.
With the reduction in fuel prices internationally, GPA was
able to reduce rates to customers twice in FY2014—once

in October 2013 and again in February of 2014.

In the quest to diversify Guam'’s

energy resources, GPA must maintain a delicate
balance of using the existing oil fired units and including
new sources of renewable energy into the power grid.

Still the backbone of GPA’s

generating capacity, Cabras Unit No. 1
underwent an overhaul which was completed in
December 2013. Cabras Unit No. 1 is a 66 megawatt

unit capable of providing one-third of the island’s The acquisition of alternative energy resources that
power needs. During the overhaul, crews performed would be right for Guam began with developing a plan
maintenance activities that will improve the availability of action reducing Guam'’s reliance on a single source
and reliability of this baseload unit. The efficient of fuel. Drafting the plan included study, professional

oy s consultation and a series of public meetings to solicit
use of base load units is key to community input which was announced in 2007.
meeting Guam’s daily energy needs. _
GPA presented its Integrated Resource Plan (IRP) to

The use of base load units coupled with the price of the Public Utilities Commission (PUC) in 2008 with the
imported oil has a significant impact on every customer’s intention of including renewable energy resources in two
phases. In FY2010 legislation was enacted enabling GPA
to enter into long term renewable energy contracts. This
allowed for competitive and affordable contracts. The

first of these contracts was signed in 2011.

The first phase involves installations in southern Guam
of a combination of SOlar and wind power
generating 35 megawatts serving

over 3,000 homes. By the end of FY 2014, GPA
has potentially become the largest provider of renewable
energy on Guam with solar power from Dandan facility in
Malojloj with its energy partner NRG (formerly Quantum
Guam Power).

In June 2014, GPA received approval from the PUC for
Phase Il of renewable energy acquisition. Phase Il is
consistent with the intent of Public Law 29-92 which
promotes the development of renewable energy

for Guam and requires the Authority to establish a
renewable energy portfolio. GPA is expected to begin
awarding Phase Il contracts by mid 2015 with a target
of commissioning a project within five years. Phase ||

will result in procurement of MOre renewable
energy technologies with a goal

of attaining an additional 40
megawatts connected to the GPA power grid.




Leading the Next Generation

GPA Integrated Resource Plan Forum

GPA forum draws
200 international
energy experts

In April 2014, GPA hosted some 200 energy experts from
throughout the world at a forum entitled “Leading the
Next Generation: GPA Integrated Resource Plan Forum”
held at the Hyatt Regency Hotel in Tumon.

The forum outlined the Authority’s plans over the next
seven years to construct more efficient generation units
using liquefied natural gas (LNG) as a fuel source, to retire
less efficient power generation units relying on residual
fuel oil, and to integrate renewable energy facilities into
the power grid. Execution of these plans will meet Guam'’s
future energy needs by addressing compliance with

U.S. Environmental Protection Agency requirements, by
stabilizing power rates, and by diversifying GPA’s energy
resources.

Implementation of next generation
renewable energy facilities is

projected to save some $900 million
in fuel and operating costs over the next thirty years.

The forum was attended by representatives from
stakeholders, investors, energy companies, contractors,
consultants, and policy makers from Guam, the

U.S. mainland, Hawaii, Asia, Europe and the Middle

East. The gathering was an unprecedented
opportunity to convene energy

experts from throughout the world
listen and share their views regarding GPA’s plans for the
next generation of energy production on Guam through
a"best practice” approach.

The conference sessions were video taped and are
available in their entirety on YouTube. See links at http://
guampowerauthority.com/special/special_issues_info.php.

GPA GM Joaquin Flores and some of the forum participants.

LNG fuel is cleaner
and cheaper

Liquefied Natural Gas (LNG) is

expected to reduce GPA's total fuel costs for

producing electric energy on Guam by at least
13% or $39 million annually. LNG is Natural Gas
that has been cooled to about minus 260°F. It

is the same Natural Gas that is abundant and
widely used in the U.S., but converted to a liquid

state.

More about LNG

+ LNG addresses GPA's fuel diversification
strategy by reducing delivery and cost risks

associated with a single fuel source—oil.

« LNG is inexpensive to transport over long
distances by sea because it takes up a small
fraction of the space of Natural Gas for

storage and shipping.

+ As an alternative to oil, LNG is projected to
reduce sulfur dioxide emissions by 95% and

other hazardous emissions as well.

More alternative technologies for renewable energy
resources beyond solar and wind have been considered.
As of FY 2014, these plans included the development

of liquefied natural gas (LNG) as an alternate primary
energy source.

LNG is a cleaner and less costly fuel.
Diversifying with LNG will allow GPA to take advantage of
technology improvements by replacing its older plants
with a new generation of more efficient equipment. The
cost estimate of this plan is between $500-$800 million
and will take several years to develop and implement.

This cost would be offset by avoiding the need to
comply with new environmental regulations. The

U.S. Environmental Protection Agency has imposed a
series of regulations governing the levels of emissions
produced from certain power generation facilities. GPA

has estimated that avoiding the costs of
complying with these regulations
would save nearly $470 million.

GPA could pursue a conversion to LNG in lieu of

making the improvements necessary to complete

the required emission remediation. The LNG
development plan would call for
installation of the latest and most
efficient combined cycle Combustion

Turbine generators. These units would enable
GPA to generate energy to meet its demand using
significantly less fuel. GPA would initially burn diesel fuel
with these new plants and then switch to LNG after the
regasification facility is constructed.

The estimated savings of switching

to LNG could exceed $39 million

Per year as opposed to the expenditure of the
$470 million, which would not yield any additional cost
benefits to GPA.
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Capital improvements

completed

Along with the other Smart Grid Projects, two other Tumon Substation

major capltal 'mprovement pro;ects The Tumon Substation capital improvement project

were com pleted in 2014. The first was a project to included the installation of a new transformer with
upgrade the Tumon Substation and the second is the Agat capacity to provide greater capability to “back feed”
Hybrid Pole Hardening Project. The goals for both projects or reroute power and to support other distribution
were aimed at improving power quality and reliability.

lines. The resultis an improvement to
system reliability and redundancy
and enhanced transformer health

diagnostics. Included in the 18-month project
is a new transformer containment pad to comply with
environmental protection regulations.

The project was part of a $70 million upgrade of
the Island Wide Power System with funding from
GPA Revenue Bonds issued in 2010 for major capital
improvement projects that enhance GPA’s power

services, power quality and reliability for its customers.

Agat Hybrid Pole Hardening

The $3.9 million Agat Hybrid Pole Hardening
Project was also completed in FY2014. The project

was designed t0 minimize downtime

before power is restored after major
storms or natural disasters. The project replaced
wooden poles with concrete ones in the existing
overhead primary system and converted the existing
secondary system to an underground conduit and
cable in the Village of Agat.

This project provides an underground
secondary system that will remain

intact in the event of a typhoon,
limiting restoration efforts to the primary system

in the project area. In addition, the project also
eliminated poles and lines located in inaccessible
areas. The project also eliminates voltage and power
quality issues and complies with the latest edition of
national codes and and local standards.




12,000 address changes
completed in 2 weeks

Early this year, the U.S. Postal Service initiated notices to
Guam postal patrons correcting addresses with postal zip
codes to coincide with proper routing of U.S. mail. These
notices affected many of GPA's customers. As a result,
GPA issued a press release requesting that customers
update their account information. Over 12,000 responses
arrived at GPA within a two week period.

This mail flooded GPA with bags and bags of mail,
but also allowed GPA Customer Services to update its
Customer Information Systems (CIS) data base. The

updates helped ensure the SUCCESS of new
CIS applications that GPA was de-

ploying in anticipation of the Authority’s move to
the Gloria B. Nelson Public Service Building.

Pay-by-phone service

As part of a Customer Focus Initiative, GPA officially
launched its pay-by-phone service “EZ Pay” in 2014. The

official launch was in July offering features such as 24-
hour call payment service by phone
or email and payments through

credit or debit card transactions.
Information about EZ Pay with GPA is available at www.
guampowerauthority.com.

During a telephone interview on K57 with Travis Coffman,
Art Perez, Communications Manager commented on the
performance of the project and even asked if residents
on the location could contact him directly to give
feedback on the project’s performance.

The following days after the interview, Mr. Perez received
positive comments from 15 customers expressing their
experience; comments ranged from no power lost to
“finally . .. no power outage during a storm.”

National Safety Practices Award

Guam Power Authority received the American Public
Power Association’s (APPA) Safety Award of Excellence for
safe operating practices in April 2014.

In presenting the award Marlin Bales, chairman of the
APPA Safety Committee, said that GPA has

its priorities straight! Gpas safety records
were reviewed against 284 other power providers for

practices in 2013 and ranked #3 compared
to communities with similar annual
worker-hours of exposure.

“In our line of work, safety is the top priority. Without
safety, we can't serve our customers to the best of our
abilities,” Bales added.

The Safety Awards Program has been held annually

for the last 54 years. APPA is the national organization
representing more than 2,000 not-for-profit, community
and state owned electric utilities.

Summer engineering internships

GPA offered its Engineering Summer Internship Program
for the eighth year in 2014. The internship program
provides college engineering majors an opportunity to
spend 12 weeks at the Guam Power Authority working
alongside engineering professionals gaining hands-on
experience.

The program is designed to give engineering
students from Guam who are
studying at the University of Guam

and at off-island universities an
opportunity to learn about the role and importance of
engineers to GPA operations. Some of the engineers
currently employed at GPA participated in this program
during their college years.

Confidence in Guam and GPA
results in $76 million bond sale

The Guam Power Authority successfully sold $76.47
million of revenue bonds in September 2014

to secure financing for needed capital
improvements for producing clean,

economical power for Guam. The
proceeds were earmarked to fund energy storage
systems, system improvements, and the initial funding of
GPA's proposed energy conversion plan.

GPA’s bond sale was well received by investors who
submitted nearly $700 million of orders in less than one
hour.

“Investors have once again heard
our message and have demonstrated

their support for our island by continuing
to invest in our community. GPA was able to take
advantage of favorable market conditions and low
interest rates to secure financing for needed capital
improvements,” Governor Eddie Baza Calvo said at the
time of the sale.

Representatives from GPA and the Guam Economic
Development Authority (GEDA) marketed GPA and Guam
to investors by citing the successful bond sales by the
GPA in 2010 and 2012, Guam Waterworks Authority’s
offering in 2013 and GPA’s 2014 customer refunds.

In addition to direct investor outreach, the GPA sale

also received national media attention from an article
published in Bloomberg Business Markets Magazine the

week prior to the bond sale.

Due to the strong demand, investors were willing to
pay a significant premium to purchase the bonds,
which enabled GPA to reduce the par amount borrowed
by $7.8 million while still receiving $83.6 million in net
proceeds.

GPA General Manager Joaquin Flores noted that
favorable market conditions, low interest rates and
the strong demand for the bonds
resulted in a reduction of the
repayment of the bonds by nearly
$1 million.

“Once again the accomplishments of Guam and GPA
have been recognized by the financial media, further

evidence of the success we've had over the past several
years," he said.




New home: moving
together for better service

Construction of the Gloria B. Nelson Public Service
Building was ongoing throughout FY 2014. The
Consolidated Commission on Utilities held a ground
breaking ceremony for the facility in July 2013. After 18
months of construction the employees of Guam Power
and Guam Waterworks began to move into the new
facility in December 2014. The following month, the
CCU welcomed the community to the grand opening in
January 2015.

The energy efficient and soon-to-be LEED-certified
facility houses power and water utilities at ONe

convenient location to better serve

Fast facts

What's located there? GPA and GWA divisions
including: Customer Services, the Public Information
Office, Human Resources, Procurement, Engineering,
Finance & Accounting, Information Technology,
Computer Services, Power System Control
Center, Planning and Operations and Executive
Management. Also, the Consolidated Commission on
Utilities’ public meeting conference room.

Where and how big? Located on 15 acres in Fadian,
Mangilao on Route 15. The size is 116,567 square feet
aqual to 100 average size homes. About 364
odated.

customers and to take advantage

of cost savings at the shared location. The
facility houses administrative, IT, customer service,
engineering, other offices, and a central control
dispatch for both GPA and GWA.

The three-story complex in Fadian is designed to
increase efficiency by reducing

leasing and maintenance costs
necessary to maintain current facilities. Built at a cost
of about $30 million, the 116,567 square-foot facility
accommodates some 364 employees.

*  Furniture, Fixtures, Equipment (M80 Systems/
HON) + Artwork by Artists Resident to Guam):
$2.63 million

+  Design (RIM Architects): $1.8 million.

*  Contract Administration (RIM Architects):
$370,000

How is the building Energy Efficient? GPA and
its contractor are working to secure Leadership
in Energy & Environmental Design (LEED) Silver
Certification featuring these certification points:

* Sustainable Site credits: Alternative
Transportation (bicycle parking, electric vehicle
plug-ins for two utility officials); Heat Island Effect
N-Roo ng.

ing; water

No permanent irrigation;
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Gloria Borja Nelson 1935-2012

* Energy and Atmosphere credits: Energy efficient
lighting and devices (Energy Star, T-5 or compact
fluorescents); solar shades; CFC-free refrigerants
(AC chiller system).

*  Materials and Resources credits: Materials
specifications (10% recycled content), FSC
certified wood.

* Indoor Environmental Quality credits: Increased
distance away from entrances for designated
Smoking Areas; Low-Emitting Materials.
(adhesives, paints, flooring systems, composite
wood); controllability systems for lighting and
mechanical systems.

* Innovation in Design credits: Green Building
Education program, exemplary performance for
Site Development and Storm-water Quantity
Control.

Regional Priority credits: Measurement and
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erification; Storm-water control/water efficiency.

GLORIA B. NELSON
PUBLIC SERVICE BUILDING

Members of the elected Consolidated Commission on
Utilities resolved to name the Guam Power Authority
and Guam Waterworks Authority Multipurpose
Facility in Fadian, Mangilao, in honor of the late CCU
Commissioner Gloria B. Nelson. She served as CCU
secretary and chair of the commission’s employment
development relations committee.

In a 2012 proclamation officially honoring her life,
Acting Governor Ray Tenorio recognized her as a hero,
a life long educator and an advocate for retirees and
seniors citizens. His tribute called Gloria B. Nelson

“a beloved daughter of Guam, who pioneered and
dominated the modern public education system, and
who served the people of Guam.’

What are the advantages to
customers?

Opportunities to enhance services to customers
and promote operational efficiency.

Offers customers one-stop convenience for both
power and water services needs.

Provides ample parking space for customers and
employees.

Hardened facility which will house the Power
System Control Center, which is currently located
in the tsunami zone.

Opportunity to combine common services such as
customer service, accounting, procurement.

Provides synergy between technical groups such
as Engineering and Information Technology.
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The Guam Power Authority celebrated 2014 Public

Power Week in October as a reflection of all the
accomplishments our employees have worked so hard to
fulfill our mission—to provide reliable electrical service

to our customers. GPA joins over 2,000 other publicly
owned utilities across the mainland during this weeklong
event in highlighting our commitment of service to the
communities we serve. In this spirit, GPA has definitely
come a long way with the quality of service our customers
enjoy today.

The secret of GPA's success in this regard is really quite simple: our employees.
The teamwork GPA employees demonstrated this past year has definitely paid
off. Our long-standing commitment to friendly, customer-oriented and efficient
service has produced commendable results. We must continue to make even
greater strides to provide the most reliable efficient service in order to strengthen
GPA's standing in the community.

GPA/Public Power Week events include the Power of One, Community Outreach,
Health and Fitness and Lineman Rodeo. These events that serve and celebrate
our community are one way GPA demonstrates our appreciation of its customers.

Remember, we’re Public Powerful!




GPA/PPW Lineman Rodeo 2 AP E 2B £n O ¢ commitie members
" A '.;""'"_ | TR § ; : F L -2 i . Sherry Duenas Perez,

Committee Chairwoman,
Executive/Communications/PIO

Eileen K. Gimeno,
Committee Vice-Chairwoman,
Planning & Regulatory

Anita C. Fejarang,
Committee Secretary/Treasurer,
Finance

Anthony U. Garcia,
Committee Sergeant-at-Arms,
T&D/Administration

Frankie San Nicolas,
Generation/Central Maintenance

Marissa L. Fernandez,
Customer Service

Gabina Q. Ignacio,
Safety

Roger Pabunan,

Guam Memorial Planning & Regulatory

Hospital Pediatric Steven C. Bautista,
Ward Visit Engineering

Roman Sablan,
Generation/Admininistration

Raquel O. Llamas,
Generation/Cabras 3 & 4

Wayne L. Fernandez,
Generation/Water Systems

Vincente Diaz,
Generation/Diesel

Jessica Mendiola,
T&D/Administration

Edward Leon Gurrero,
T&D/Overhead

Kim Garrido,
Marianas Energy Co.

Lucy Hasanon,
Marianas Energy Co.

Josie Camacho,
Marianas Energy Co.

Geri Santos,
Marianas Energy Co.

Power of One — T Barbara Benavente,
Kamalen Karidat for the Homeless Pruvient Energy Co., Guam

Daniel L. Perez Elementary School Talofofo Elementary School Talofofo Elementary School

——

GPA collected over $1,000 for employees and our IPP’s A li Dedicatori
GPA/PPW Educational Outreach & Trash Drums Presentation for the Power of One to Feed the Hungry. “9? Ina Dedicatoria,
Pruvient Energy Co., Guam




GPA financial trends

A Rough Year for Sales
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There were storms in October and July leading into August that
led to an overall 1.95% decrease in sales. After a slow start, late
growth aided a recovery.

Historical Fuel Costs ($000)
and LEAC Rates
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GPA customers saw two rate decreases in their power bills in FY
2014.The lowered rates were passed to customers through the
Levelized Energy Adjustment Clause.
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Revenue growth slight

GPA saw slight revenue growth in 2014
as compared to 2013. Although GPA’s
power rate is the lowest compared to
our neighboring islands, high fuel prices
continue to challenge sales growth.

GPA consistently seeks to develop plans and
find solutions to reduce energy costs for our
customers. An implementation plan is being
developed to utilize Liquefied Natural Gas
(LNG) as an alternative that is clean and less
costly in order to diversify energy sources.

This plan will allow GPA to take advantage
of technology improvements by replacing
older plants with more efficient generation
units while adding renewable energy
sources. The cost estimate of the plan is
between $500-$800 million and will take
several years to develop and implement.

Savings passed along
to GPA customers

The Authority’s non-fuel expenses have
been stable for the past few years, but

fuel expenses have been volatile over

this period. The costs associated with fuel
account for about two-thirds of customers’
power bills. GPA has been focusing its
efforts on maximizing the efficiency of its
fuel consumption.

These savings are passed directly to
ratepayers through the Levelized Energy
Adjustment Clause (LEAC). In FY 2014, the
cost to customers per kWh was decreased
twice during the year.

GPA recognizes that the high cost of fuel
is placing a significant burden on the
community and is committed to finding
effective energy solutions.

GUAM POWER AUTHORITY
(A COMPONENT UNIT OF THE
GOVERNMENT OF GUAM)

FINANCIAL STATEMENTS,
ADDITIONAL INFORMATION AND
INDEPENDENT AUDITORS’ REPORT

YEARS ENDED SEPTEMBER 30, 2014 AND 2013
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INDEPENDENT AUDITORS' REPORT

Commissioners
Consolidated Commission on Utilities:

Report on Financial Statements

We have audited the accompanying financial statements of Guam Power Authority (GPA), a
component unit of the Government of Guam, which comprise the statements of net position as
of September 30, 2014 and 2013, and the related statements of revenues, expenses and
changes in net position and of cash flows for the years then ended, and the related notes to the
financial statements.

Management's Responsibility for the Financial Statements

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

Auditors' Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits.
We conducted our audits in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity's preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Guam Power Authority as of September 30, 2014 and 2013, and the
changes in its net position and its cash flows for the years then ended in accordance with
accounting principles generally accepted in the United States of America.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Management’'s Discussion and Analysis on pages 1 through 9 as well as the Schedule of
Funding Progress on page 39 be presented to supplement the financial statements. Such
information, although not a part of the financial statements, is required by the Governmental
Accounting Standards Board who considers it to be an essential part of financial reporting for
placing the financial statements in an appropriate operational, economic, or historical context.
We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information and
comparing the information for consistency with management's responses to our inquiries, the
financial statements, and other knowledge we obtained during our audit of the financial
statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an opinion
or provide any assurance.

Other Financial Information

Our audits were conducted for the purpose of forming an opinion on the financial statements as a
whole. The schedules of sales of electricity, operating and maintenance expenses and salaries
and wages on pages 40 through 43 are presented for purposes of additional analysis and are not
a required part of the financial statements.

The schedules of sales of electricity, operating and maintenance expenses and salaries and
wages are the responsibility of management and were derived from and relate directly to the
underlying accounting and other records used to prepare the financial statements. Such
information has been subjected to the auditing procedures applied in the audit of the financial
statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the financial
statements or to the financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our
opinion, the schedules of sales of electricity, operating and maintenance expenses, and salaries
and wages are fairly stated, in all material respects, in relation to the financial statements as a
whole.

The schedule of employees by department on page 44 has not been subjected to the auditing
procedures applied in the audit of the financial statements, and accordingly, we do not express an

opinion or provide any assurance on it.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
March 30, 2015 on our consideration of GPA's internal control over financial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters. The purpose of that report is to describe the scope of our
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testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing

Standards in considering GPA's internal control over financial reporting and compliance.

ﬂMdMM

March 30, 2015
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Management’s Discussion and Analysis
Years Ended September 30, 2014 and 2013

The following is a discussion and analysis of the Guam Power Authority’s (GPA or the Authority)
financial performance for the fiscal year ended September 30, 2014.

Sales

The biggest issue for the Authority remains sales. As the chart below shows, sales continued the
general decline in Fiscal Year 2014 over Fiscal Year 2013. As a result, the overall trend remains
negative and the sales growth remains one of the most significant issues facing the Authority. In the
past, GPA faced pressure from high fuel prices which was passed onto consumers through the
Levelized Energy Adjustment Clause (LEAC). This caused many GPA customers to take aggressive
measures to conserve energy through reduced use, purchases of energy efficient equipment and
exploration of alternatives to GPA power. We will be addressing that issue later in the report.

The decline in sales is also translating to declining annual peak loads. The graph below depicts the
annual peak loads for the last six fiscal years. The declines have been fairly consistent over the period.
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The declining loads have led the Authority to re-evaluate the number of units required to meet GPA’s
reliability standards. GPA determined it would be appropriate to attempt to reduce costs by reducing
the number of units maintained by the Authority.

During the year, GPA entered into negotiations with Pruvient for the termination of the Energy
Conversion Agreement governing the operation of the Tanguisson Power Plant. The plant was the
oldest plant in the island-wide power system, was the least efficient base load plant, had been running
consistently few hours in recent years, and was expected to run even less once GPA’s first utility scale
solar plant comes on line. On December 31, 2014, the contract was terminated for a payment of $8.1
million. The estimated costs foregone from cancelling the contract exceeded $28 million. GPA
determined that the plant should be deactivated. GPA wants to keep the plant reasonably available
should there be an event at the Cabras 1&2 power plants which renders the units unusable. GPA
desires to keep the option open to utilize the Tanguisson plants at some point in the future.
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Also, as the fiscal year was coming to a close, GPA started evaluating whether or not it made sense to
continue to invest in its Dededo CT 1&2 power plants. GPA had made a considerable investment but it
was determined that the estimate to restore the unit was higher than anticipated. GPA took the matter
to the Consolidated Commission on Utilities (CCU) and a resolution was passed on November 12, 2014
to deactivate the plant for the time being. GPA is uncertain of the impact of the military buildup which is
scheduled to be completed in 2020. Until plans are finalized, GPA will not know if it would be
appropriate to reactivate the plants.

Affordability

Affordability remains a key concern of the Consolidated Commission on Utilities. The high energy costs
over the last few years have made it very challenging for a significant segment of the population on
Guam to pay their power bills.

As the graph below reveals, GPA’s rates remain competitive in comparison to other island utilities;
however, this reality is not well appreciated by our customers who are demanding lower cost energy
solutions.
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The chart below reflects sales by customer class for the last three years:

Annual Electric Sales
Kilowatt hours

Rate Class FY 2014 FY 2013 FY 2012 2014 to 2013 Comparison
Increase/

(Decrease) % Change
Residential 457,812,488 462,163,297 459,499,094 (4,350,809) -0.94%
Gowvernment 175,879,034 179,117,942 187,376,166 (3,238,908) -1.81%
Commercial 563,405,442 564,977,723 560,879,948 (1,572,281) -0.28%
Navy 324,228,110 346,849,967 343,031,043 (22,621,857) -6.52%
Other 11,997,927 12,000,492 12,008,640 (2,565) -0.02%
Total 1,533,323,001 1,565,109,421 1,562,794,891 (31,786,420) -2.03%

Solar Energy

GPA implemented a net metering program at the behest of the Guam Legislature in 2008. As is clear
from the graph below, the program got off to a slow start. There were only 14 customers in the
program during the first three years. Over the next three years, the number of net metering customers
more than doubled each year. This was due primarily to the increased availability of solar photovoltaic
systems in the market and competitive pricing and plans for these systems. This exponential growth is
another factor chipping away at GPA sales.
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Like many utilities, GPA is struggling with issues related to the subsidization of net metering customers
by non-net metering customers. GPA has been exploring changes to its rate structure that might be
more appropriate in an environment with heavy solar penetration.

GPA also has a power purchase agreement for a utility scale solar farm (25 MW) located in southern
Guam. The solar farm is expected to be available in FY15. A 10 MW wind farm is expected to come
on line in FY16. GPA currently has a bid out for an additional 40 MW of utility scale solar capacity and
is developing a bid for a 45 MW solar farm to be located on a military property.
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United States Environmental Protection Agency

The United States Environmental Protection Agency (USEPA), under the Clean Air Act, established
new rules under National Emission Standards for Hazardous Air Pollutants (NESHAP) for
Reciprocating Internal Combustion Engine Maximum Achievable Control Technology (RICE MACT).
These new rules require stack emissions control and continuous monitoring system (CPMS) equipment
to be installed on all GPA peaking and base load diesel generators including its Cabras 3&4 and MEC
8&9 slow speed diesel units. The deadline for complying with the rules was May 3, 2013. GPA applied
for and received a one year extension for complying with the rules with respect to its small diesel
peaking units. The required stack emission equipment was installed within the extension period.

With regards to the slow speed diesel units, GPA has engaged the assistance of USEPA along with the
US Department of Justice (USDOJ) to negotiate a consent decree that will allow sufficient time to
implement recommendations in its Integrated Resource Plan (IRP). The IRP was approved by the CCU
and the PUC. The recommendations in the IRP include new and much more efficient generation;
additional 40-45 MW of renewable energy sources; and the diversification of its fuel source to Liquefied
Natural Gas (LNG) and Ultra-Low Sulfur Diesel fuel oil. =~ GPA believes ongoing negotiations with
USEPA and USDOJ will defer potential fines post RICE MACT deadlines for the slow speed diesel
units. If the consent decree is not reached, the maximum liability to GPA would exceed $100 million as
of March 1, 2015. GPA anticipates a consent decree with the USEPA to be issued later in 2015 that will
determine if additional time will be allowed for the utility to comply with the RICE MACT and Electric
Generating Unit Maximum Achievable Control Technology (EGU MACT) rules.

Liquefied Natural Gas (LNG)

During the year, GPA continued to develop implementation plans of the IRP in order to put GPA in
compliance with the USEPA rules mentioned above. In its filing with the Public Utilities Commission
(PUC), GPA indicated that this can be achieved by replacing some of its older generation equipment
with combined cycle combustion turbine generators. These units are far more efficient than older fuel
oil steam units on the island. Moreover, these combined cycle combustion turbine units can utilize
either LNG or Ultra-Low Sulfur Diesel fuel oil (ULSD) and provide fuel savings that can pay for the debt
service associated with these new units. New combined cycle facilities are planned to be constructed
as soon as feasible to achieve fuel savings and improve system reliability. GPA’s target for completing
the new facilities, as proposed to USEPA in January, is no later than September 30, 2019. The cost of
the generating unit has been estimated at approximately $250 million. The new generation units would
be designed to be dual-fuel plants capable of burning either ULSD or LNG. At the end of the fiscal
year, the cost of residual fuel oil (RFO) and diesel began to drop dramatically. This led GPA to rework
its cost projections for the new generation plants and the regasification plant at reduced costs of RFO
and ULSD. The results of the analysis indicated that LNG remains the low cost option at current price
levels as well as higher price levels. However, LNG becomes more attractive as the cost of diesel
increases. If the cost of RFO were to normalize at $100 per barrel, the savings from burning LNG could
exceed $1 billion over a 30 year period.
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Smart Grid Technology

In July 2009 the Guam Power Authority submitted a grant request to the U.S. Department of Energy
(DOE) to implement smart grid technology at the utility. Because approximately two-thirds of GPA’s
annual expenses arise from fuel costs, there are significant benefits that could be obtained by
improving energy losses even by small amounts. GPA’s smart grid project includes the installation of
smart meters for every customer, implementing a meter data management system, implementing an
outage management system, a mobile workforce management system, a distribution management
system, substation automation, distribution automation, and Volt/VAR optimization, etc. In November
2009 GPA received word that it would likely be awarded a grant under the American Recovery and
Reinvestment Act of 2009. The grant applied for was a 50/50 matching grant wherein half of the money
needed for a $33.2 million smart grid project would be funded via DOE grant and GPA would fund the
remainder. One of the most significant purposes of the 2010 bond issuance was to provide matching
funds for the grant. GPA has completed installation of the nearly 49,000 smart meters. Some of the
projects were deferred or reduced due to budget constraints. Work on the smart grid project was
essentially completed during the year. Some activities are continuing to take full advantage of the
benefits from the new systems. The smart grid project has provided a foundation through which many
other programs can be added in order to improve operational efficiencies and to empower customers
with more information concerning their power use. GPA is developing a Smart Grid Phase Il project to
attempt to complete some of the projects that were deferred or reduced during the main smart grid
project.

Customer Care & Billing (CC&B)

GPA has had an inherent limitation reported in its report of internal controls completed in conjunction
with its annual audit. The limitation has to do with audit tracking in its billing system. GPA purchased
from Oracle Corporation the billing software named Customer Care & Billing. The software has been in
use in utilities for more than a decade (in earlier versions), was purchased by Oracle and integrated
with JDEdwards Enterprise One software which will be implemented by GPA in the near future. GPA is
currently using an earlier version of JDEdwards Enterprise Resource Planning software.

GPA’s current billing software was implemented in 2005, and although an updated version of the
software has been made available to GPA, there have not been sufficient other utilities implementing
the software to warrant the significant implementation expense that would be required in order to utilize
the updated version. The current software has had a number of limitations that led GPA to desire a
new direction for its billing system. Integration with JDEdwards software has also been an issue for
GPA.

The new software will enable GPA to offer E-biling, SMS messaging, can be integrated with voice
recognition software, and will enable GPA to take better advantage of the data now available from the
smart grid project. GPA successfully converted to the CC&B system on March 9, 2015.
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Energy Storage

The major project from GPA’s 2014 bond issuance was for an energy storage solution (ESS). GPA has
been working for a number of years to reduce the number of generation related outages. Recently,
GPA has concluded that its steam units and slow speed diesel units are not technically capable of
responding quickly to events in the system. This has caused GPA to shift its focus to short burst ESS.
ESS would allow GPA to maintain less spinning reserve on the system thereby saving fuel costs. If a
system event occurs, the ESS would provide up to 40 MW to offset the shortfall in energy generated.
The ESS would provide between 15-30 minutes of energy. This would provide time for generation
personnel to bring on additional units to meet the shortfall without causing an interruption in the system.
The ESS will be located within the Hagatfia Substation and estimates have ranged from $45-60 million
but have been dropping rapidly. GPA was authorized to borrow $35 million for this purpose.

Borrowing Activities

During the year, GPA completed the issuance of a $76.5 million bond issuance to pay for a variety of
projects — the most significant of which is an energy storage system. The bonds were sold at a rate of
4.34% - the lowest rate ever achieved by the Authority. The issuance also marked a transition to a new
layer of the bond market. Historically, GPA’s bonds have been attractive to high yield bond funds. With
this bond issuance, GPA found that many of the high yield investors were not participating and lower
yield investors were viewing GPA as a stable investment grade utility. GPA’s improving credit profile
has moved it into a different investor category. This reduced the spread between the interest rates paid
by GPA and the Municipal Market Data curve.

Refer to note 8 to the financial statements for details on GPA’s borrowing activities.
Future Borrowing

As has been described earlier, GPA is planning a financing to fund the combined cycle combustion
turbine plants. Upon completion of the PUC’s review and approval, this financing will likely take place
in FY16. The amount of the financing will be between $250-400 million based on whether or not the
Authority opts to build a third 60 MW unit at the same time as the first two. This borrowing may also
include a component to complete the energy storage solution.

GPA is also anticipating a borrowing in FY19 or FY20. The borrowing may include the LNG
regasification plant. GPA is also exploring load leveling battery storage to minimize the use of peaking
units. At the current time, the cost of load leveling energy storage makes it unfeasible for the GPA
system, however, many market analysts are forecasting price reductions for this technology over the
next five years.

Military Buildup

The planned military buildup has been downsized from 8,000 marines to 5,000 marines as well as a
reduction in support staff. GPA is currently not including any military buildup projects in its five year
planning horizon. Estimates for the impact of the buildup have been between 3-7 MW. GPA believes it
has sufficient generation resources to meet the new demand from the expanded military presence.
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Financial Highlights

Table 1 highlights financial comparisons from Fiscal Years 2012 through 2014. Increases in revenues
and operating expenses are indicative of increased fuel charges and costs.

Table 1. Financial Data (in millions)

2014 2013 2012
Assets
Current assets $345.0 $281.7 $334.2
Non-current investments 49.3 49.3 453
Other non-current assets 5.7 9.9 7.6
Utility plant 552.7 526.7 501.7
Deferred outflows of resources 15.9 17.4 121
$ 968.6 $ 885.0 $900.9
Liabilities
Current liabilities $110.1 $ 75.9 $100.7
Non-current liabilities 692.4 639.0 644.6
802.5 714.9 745.3
Deferred inflows of resources 21.9 30.2 20.6
Net Position
Net investment in capital assets 28.0 32.0 31.6
Restricted 20.1 28.2 38.0
Unrestricted 96.1 79.7 654
144.2 139.9 135.0
$ 968.6 $885.0 $900.9
Results of Operations (in millions)
2014 2013 2012
Revenues $436.4 $450.7 $438.7
Total operating and maintenance expense 395.5 417.7 410.3
Operating earnings 40.9 33.0 28.4
Interest income 14 2.2 2.8
Other revenues and (expense), net 39.8 38.4 40.7
Income (loss) before capital contributions 25 (3.3) (9.5)
Capital contributions 1.8 8.1 72
Increase (decrease) in net position 4.3 4.9 2.3

Explanations of Variances

The change in current assets reflects the net effect of new bond proceeds received at the end of the
fiscal year and funds drawn down for current year bond-funded projects and payments of capitalized
interest. Another factor is normal timing fluctuations in the fuel inventory account.

Non-current investments changed as a result of the 2012 bond refinancing and restructuring.
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Other non-current assets primarily consist of unamortized debt issuance costs related to the 2010,
2012 and 2014 bond issuances. In addition, another component of this account has been declining as
the Government of Guam (the Department of Public Works) paid down the last note receivable. The
note was fully paid during Fiscal Year 2014.

Utility Plant has been growing as bond projects have been completed, most notably the costs incurred
for the construction of the Gloria B. Nelson Public Service Building.

Current liabilities are moderately impacted by lower debt service requirements as a result of the
refinancing and restructuring. The remaining significant changes are the result of some timing related
fluctuations related to fuel.

Non-current liabilities have been declining as bond principal payments are made and as the capital
lease liability decreases over time. These reductions were offset in FY13 by an increase in bond debt
as a result of the refinancing and restructuring plan. The increase is also attributed to a new bond
issuance at the end of FY14.

The largest component in the Results of Operations is fuel. However, during the current year, the
average cost per barrel consumed dropped from $112/barrel to $109/barrel. The increase in net
position is mainly due to reduction in operating and maintenance expenses as a result of cost cutting
measures Authority wide.

A breakdown of expenses by function is shown in the chart below:

OPERATING EXPENSES BY FUNCTION
FY 2014 ($000)

CUST ACCTG, $3,821 - ARG, 530,674, 8%
L 1% Rl

18L, 12,950, 4%

IPP COST, $20,631,
5%

DEPRECIATION,
$36,089, 9%

OTHER PROD,
519,305, 5%

PROD FUEL,
3271,175,69%
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Capital Asset Activities

The largest project of the 2010 bond issuance was the construction of a consolidated office building.
The design for the building was substantially completed during FY12. The project was budgeted at $35
million and construction has begun in the summer of 2013. On December 2, 2014, GPA received a
Certificate of Occupancy from the Government of Guam Department of Public Works for the Gloria B.
Nelson Public Service Building and the following week, GPA employees from the former offices in
Harmon moved in. On January 28, 2015, the building was formally dedicated to the former CCU
commissioner.

Refer to note 14 to the financial statements for details on GPA’s capital assets activities.

During FY14, the substantially completed smart grid projects incurred an additional $1.8 million in
project costs. Approximately $32 million of the $33 million project costs had been incurred as of
September 30, 2014. The last significant uncompleted project is for substation automation.

Commitments for Capital Expenditures

The $33.6 million in Smart Grid Funds has been completely obligated. The last remaining contract was
obligated in 2013. The $30 million project for the construction of the new consolidated facility has also
been fully committed. The remaining commitments are for small projects.

Contacting GPA’s Financial Management

The Management Discussion and Analysis report is intended to provide information concerning known
facts and conditions affecting GPA’s operations. This financial report is designed to provide a general
overview of GPA’s finances and to demonstrate GPA’s accountability for the funds it receives and
expends.

Management’s Discussion and Analysis for the years ended September 30, 2013 and 2012 is set forth
in GPA’s report on the audit of financial statements which is dated March 11, 2014. That Discussion
and Analysis explains in more detail major factors impacting the 2013 and 2012 financial statements. A
copy of that report can be obtained by contacting the CFO office at (671) 648-3066 or from GPA’s
website at the addresses noted below.

For additional information about this report, please contact Ms. Corazon Montellano, Acting Chief
Financial Officer, Guam Power Authority, P.O. Box 2977, Hagatha, Guam 96932-2977 or visit the
website at www.guampowerauthority.com.
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ASSETS AND DEFERRED OUTFLOWS OF RESOURCES

Current assets:
Cash and cash equivalents:

Held by trustee for restricted purposes:
Interest and principal funds
Bond indenture funds

Held by Guam Power Authority:
Bond indenture funds
Self-insurance fund - restricted

Total cash and cash equivalents
Investments held by trustee for restricted purposes

Accounts receivable, net
Long-term receivables, net

Total current receivables

Materials and supplies inventory
Fuel inventory
Prepaid expenses

Total current assets

Regulatory assets:
Cancelled unit, net of amortization

Total regulatory assets

Utility plant, at cost:
Depreciable utility plant, net of accumulated depreciation
Non-depreciable utility plant

Total utility plant

Other non-current assets:
Investments - bond reserve funds held by trustee
Unamortized debt issuance costs
Other assets

Total other non-current assets
Total assets

Deferred outflows of resources:
Unamortized loss on debt refunding
Unamortized forward delivery contract costs

Total deferred outflows of resources

See accompanying notes to financial statements.
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2014 2013
27,962,569 $ 27,161,855
136,147,087 105,639,047
38,117,737 17,708,196
16,913,041 13,514,022
219,140,434 164,023,120
4,855,561 4,845,762
44,388,260 49,939,244
- 390,377
44,388,260 50,329,621
18,044,145 19,585,471
58,035,227 42,390,454
509,259 537,109
344,972,886 281,711,537
- 13,479
- 13,479
482,785,341 484,334,813
69,906,892 42,400,142
552,692,233 526,734,955
49,272,328 49,278,574
5,490,556 9,492,061
262,193 417,629
55,025,077 59,188,264
952,690,196 867,648,235
14,826,028 16,084,264
1,115,438 1,274,798
15,941,466 17,359,062
968,631,662 $ 885,007,297

GUAM POWER AUTHORITY

(A COMPONENT UNIT OF THE GOVERNMENT OF GUAM)

Statements of Net Position, Continued
September 30, 2014 and 2013

LIABILITIES, DEFERRED INFLOWS OF RESOURCES AND NET POSITION

Current liabilities:

Current maturities of long-term debt
Current obligations under capital leases
Accounts payable:

Operations

Fuel

Bond issuance costs

Self-insurance claim
Accrued payroll and employees' benefits
Current portion of employees' annual leave
Interest payable
Customer deposits

Total current liabilities

Regulatory liabilities:
Provision for self-insurance

Total regulatory liabilities

Long-term debt, net of current maturities

Obligations under capital leases, net of current portion
DCRS sick leave liability

Employees’ annual leave, net of current portion
Customer advances for construction

Total liabilities

Deferred inflows of resources:
Unearned fuel revenue, net
Unearned forward delivery contract revenue
Other unearned revenues

Total deferred inflows of resources
Commitments and contingencies

Net position:
Net investment in capital assets
Restricted
Unrestricted

Total net position

See accompanying notes to financial statements.

2014 2013
13,600,000 $ 12,310,000
18,774,245 13,064,559
24,546,682 22,688,570
25,595,070 1,513,311
1,111,969 -
- 448,480
1,332,009 1,077,440
2,440,368 2,078,481
14,235,177 14,689,852
8,458,744 8,041,970
110,094,264 75,912,663
16,688,373 12,980,814
16,688,373 12,980,814
614,543,460 545,937,741
54,429,945 73,203,679
2,842,985 2,582,611
741,191 1,112,489
3,170,746 3,149,507
802,510,964 714,879,504
17,486,278 25,208,323
4,088,123 4,672,141
357,000 357,000
21,931,401 30,237,464
28,014,763 32,028,800
20,052,215 28,147,598
96,122,319 79,713,931
144,189,297 139,890,329

968,631,662 $ 885,007,297
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Revenues:

Sales of electricity $

Miscellaneous

Bad debt expense
Net operating revenues

Operating and maintenance expenses:
Production fuel
Other production

Administrative and general
Depreciation and amortization
Energy conversion costs
Transmission and distribution
Customer accounting

Total operating and maintenance expenses
Operating earnings

Non-operating revenues (expense):
Allowance for funds used during construction
Interest revenue
Grants from the United States (U.S.) Government for GovGuam related projects
Cost of GovGuam related projects funded by grants from the U.S. Government
Interest expense
Bond issuance costs
Other expense

Total non-operating revenues (expense), net
Income (loss) before capital contributions

Capital contributions:
Grants from the U.S. Government

Change in net position

Net position at beginning of year

Net position at end of year $

See accompanying notes to financial statements.
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2014 2013
434,462,425 $ 449,029,377
2,155,627 2,926,573
436,618,052 451,955,950
(178,000) (1,222,905)
436,440,052 450,733,045
271,174,711 295,472,656
19,305,418 22,009,288
290,480,129 317,481,944
30,673,972 31,589,477
36,988,088 31,155,714
20,631,503 20,263,958
12,949,940 13,367,775
3,820,549 3,878,455
395,545,081 417,737,323
40,894,971 32,995,722
3,976,129 4,671,155
1,371,518 2,150,244
138,290 3,218,460
(138,290) (3,218,460)
(37,196,138) (41,254,435)
(6,318,884) (1,594,168)
(241,485) (220,504)
(38,408,860) (36,247,708)
2,486,111 (3,251,986)
1,812,857 8,132,518
4,298,968 4,880,532
139,890,329 135,009,797
144,189,297 $ 139,890,329

GUAM POWER AUTHORITY

(A COMPONENT UNIT OF THE GOVERNMENT OF GUAM)

Statements of Cash Flows
Years Ended September 30, 2014 and 2013

Increase (decrease) in cash and cash equivalents

Cash flows from operating activities:
Cash received from customers $
Cash payments to suppliers for goods and services
Cash payments to employees for services
Cash payments for retiree benefits

Net cash provided by operating activities

Cash flows from investing activities:
Interest and dividends on investments and bank accounts
Payment of forward delivery agreement
Deposits to escrow fund

Net cash provided by (used in) investing activities

Cash flows from non-capital financing activities:
Self insurance fund receipts net of disbursements
Receipts from the federal government
Proceeds from issuance of 2012 bonds
Payment of self-insurance claim
Cost of GovGuam related projects funded by grants from the U.S. Government
Interest paid on forward delivery agreement and deposits

Net cash provided by non-capital financing activities

Cash flows from capital and related financing activities:
Proceeds from issuance of 2014 bonds
Proceeds from issuance of 2012 bonds
Cost of issuance of 2014 bonds
Cost of issuance of 2012 bonds
Receipts from the federal government
Interest paid on capital leases
Principal paid on capital leases
Principal paid on long-term debt
Interest paid on long-term debt
Additions to utility plant

Net cash used in capital and related financing activities

Net change in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year $

Supplemental information on noncash activities:
Proceeds from the issuance of 2012 bonds $
Refunding of the 1993 and 1999 bonds

See accompanying notes to financial statements.

2014 2013
453,780,219 $ 486,924,532
(322,178,348) (369,580,391)
(40,160,174) (38,023,871)
(3,057,199) (2,748,420)
88,384,498 76,571,850
827,857 1,413,749
- (3,574,285)
- (8,781,507)
827,857 (10,942,043)
3,707,559 (906,248)
- 3,926,819
- 3,574,285
(448,480) (694,490)
(138,290) (3,171,270)
(125,156) (122,942)
2,995,633 2,606,154
84,301,290 -
- 14,514,421
(1,883,385) -
- (7,778,590)
2,589,269 11,142,025
(10,020,257) (11,522,276)
(13,064,048) (11,562,027)
(12,310,000) (20,815,000)
(23,529,271) (26,261,162)
(63,174,272) (56,399,420)
(37,090,674) (108,682,029)
55,117,314 (40,446,068)
164,023,120 204,469,188
219,140,434 $ 164,023,120
- $ 358,502,697
- (358,502,697)
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Statements of Cash Flows, Continued
Years Ended September 30, 2014 and 2013

Notes to Financial Statements
September 30, 2014 and 2013

(1) Organization and Summary of Significant Accounting Policies
2014 2013
. . . . Organization
Reconciliation of operating earnings to net cash provided by
operating activities: Guam Power Authority (GPA) is a component unit of the Government of Guam (GovGuam). GPA
Operating earnings 40,894,971 $ 32,995,722 provides electrical services on Guam to residential, commercial and GovGuam customers and to
Adjustments to reconcile operating earnings to net cash the U.S. Navy under a utility services contract (USC). GPA is governed by the Consolidated
provided by operating activities: Commission on Utilities (CCU), an elected five member board. GPA is subject to the regulations
Depreciation and amortization 36,988,988 31,155,714 of the Public Utilities Commission of Guam (PUC) and has adopted the Uniform System of
Bad debts 178,000 1,222,905 Accounts prescribed by the Federal Energy Regulatory Commission (FERC). Because of the
(Increase) decrease in assets: rate-making process, certain differences arise in the application of accounting principles generally
Accounts receivable 4,473,959 (1,042,936) accepted in the United States of America between regulated and non-regulated businesses.
Long-term receivables 607,370 1,822,750 Such differences mainly concern the time at which various items enter into the determination of
Materials and supplies inventory 1,541,326 (697,825) net earnings in order to follow the principle of matching costs and revenues.
Fuel inventory (15,644,773) 12,088,347
Prepaid expenses 27,850 (35,707) Basis of Accounting
Other assets 155,436 150,306
Increase (decrease) in liabilities: The accounting policies of GPA conform to accounting principles generally accepted in the United
Accounts payable - fuel 24,081,759 (10,131,156) States of America, as applicable to governmental entities, specifically proprietary funds. GPA
Accounts payable - operations 1,858,112 (3,307,064) utilizes the flow of economic resources measurement focus. The Governmental Accounting
Customer deposits 416,774 1,403,814 Standards Board (GASB) is the accepted standard-setting body for establishing governmental
Customer advances for construction 21,239 49,212 accounting and financial reporting principles.
Unearned fuel revenue (7,722,045) 10,012,700
Other unearned revenues - 214,200 Accounting Estimates
Accrued payroll and employees’ benefits 254,569 54,188
Employees’ annual and sick leave 250,963 616,680 The preparation of financial statements in conformity with accounting principles generally
Net cash provided by operating activities 88,384,498 §$ 76,571,850 accepted in the United States of America requires management to make estimates and

See accompanying notes to financial statements.
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assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues
and expenses during the reporting period. Actual results could differ from those estimates.

Taxes

As an instrumentality of GovGuam, GPA and all property acquired by or for GPA, and all
revenues and income therefrom are exempt from taxation by GovGuam or by any political
subdivision or public corporation thereof and from all taxes imposed under the authority of the
Guam Legislature, or with respect to which the Guam Legislature is authorized to grant
exemption.

Cash, Cash Equivalents and Investments

Cash and cash equivalents include cash on hand, cash in banks, certificates of deposit, money
market accounts and U.S. treasury bills with original maturities of three months or less in the
interest and principal funds for debt repayment, the bond indenture funds, and the self-insurance
fund.

GPA carries its investments at fair values. Fair value is the amount at which a financial
instrument could be exchanged in a current transaction between willing parties, other than in a
forced or liquidation sale and is primarily determined based on quoted market rates.
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Cash, Cash Equivalents and Investments, Continued

The deposits and investment policies of GPA are governed by 5 GCA 21, Investments and
Deposits, in conjunction with applicable bond indentures. Authorized investments include
obligations issued or guaranteed by the U.S. government or agencies of the U.S. government;
bonds, notes or other indebtedness rated in the highest rating by Moody’s Investors Service
(Moody’s) or Standard & Poor’s Corporation (S&P); obligations issued by the Federal National
Mortgage Association or the Federal Home Loan Mortgage Corporation with remaining maturities
of not more than three years; any bonds or other obligations of any state of the U.S. or any
agency, instrumentality or local government unit of such state which are rated in the highest
rating category of either Moody’s or S&P; demand and time deposits in or certificates of deposit
or bankers acceptances with U.S. domestic banks which have a rating of their short term
certificates of deposit of A-1 or better by S&P and P-1 by Moody’s and mature no more than 360
days after purchase; commercial paper which has a rating in the highest classification by S&P
and Moody’s; and money market funds rated AAAm or better by S&P.

Allowance for Doubtful Receivables

The allowance for doubtful receivables is stated at an amount which management believes will be
adequate to absorb possible losses on accounts receivable that may become uncollectible based
on evaluations of the collectability of these accounts and prior collection experience. The
allowance is established through a provision for bad debts charged to expense. Uncollectible
accounts are written-off against the allowance or are charged to expense in the period GPA
deems the accounts to be uncollectible but with prior approval of the CCU.

Inventory Valuation

Materials and supplies inventories and fuel inventories are stated at the lower of cost (using the
weighted average and the first-in, first-out method, respectively), or market.

Utility Plant

Utility plant purchased or constructed is stated at cost. Cost includes an allowance on certain
projects for funds used during construction of specific power generation plants based on the net
cost of borrowed funds used for construction purposes. Donated ultility is recorded at fair market
value at the date of donation or at the donating entity’s basis in the asset if donated by GovGuam
or a GovGuam agency. Current policy is to capitalize utility plant with a cost of $1,000 or more.

Depreciation

Depreciation is computed under the straight-line method over the estimated useful lives of the
respective assets.
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Compensated Absences

Compensated absences are accrued and reported as a liability in the period earned. Annual
leave expected to be paid out within the next fiscal year is accrued and is included in current
liabilities. The maximum accumulation of annual leave convertible to pay upon termination of
employment is limited to 320 hours. Pursuant to Public Law 27-106, employees who have
accumulated annual leave in excess of three hundred twenty (320) hours as of February 28,
2003, may carry over their excess and shall use the excess amount of leave prior to retirement or
termination from service. Any unused leave over 320 hours shall be lost upon retirement.

Public Law 26-86 allows members of the Defined Contribution Retirement System to receive a
lump sum payment of one-half of their accumulated sick leave upon retirement.

Forward Delivery Contract Costs and Revenues

The forward delivery contract costs and revenues arose as a result of the Bond Reserve Fund
Forward Delivery Agreements entered into in September 2000. The unamortized forward delivery
contract costs represent termination fees and closing costs while the unearned forward delivery
contract revenues represent the gross proceeds. The costs and revenues are amortized on a
straight line basis until 2034.

Unamortized Debt Issuance Costs

Unamortized debt issuance costs mainly include insurance costs related to the issuance of the
Series 2010, 2012 and 2014 bonds and the Series 2010 and 2012 bonds as of September 30,
2014 and 2013, respectively. These costs are being amortized using the effective interest
method over the life of the applicable debt.

Net Position

Net position represents the residual interest in GPA’s assets and deferred outflows of resources
after liabilities and deferred inflows of resources are deducted and consist of four sections:

Net investment in capital assets - include capital assets, restricted and unrestricted, net of
accumulated depreciation, reduced by outstanding debt net of debt service reserve.

Restricted expendable - net position whose use is subject to externally imposed stipulations that
can be fulfilled by actions of GPA pursuant to those stipulations or that expire with the passage of
time.

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

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

All of GPA's restricted net position is expendable.
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Sales of Electricity

Sales of electricity are recorded as billed to customers on a monthly cycle billing basis. At the
end of each month, unbilled revenues are accrued for each cycle based on the most recent cycle
billing.

Operating and Non-Operating Revenue and Expenses

Operating revenues and expenses generally result directly from the operation and maintenance of
systems to provide electrical services to the island of Guam. Non-operating revenues and
expenses result from capital and financing activities, costs and related recoveries from natural
disasters, and certain other non-recurring income and costs.

Deferred Outflows of Resources

Deferred outflows of resources represent consumption of net position that applies to a future
period and will not be recognized as an outflow of resources (expense) until that future time.

Deferred Inflows of Resources

Deferred inflows of resources represent an acquisition of net position that applies to a future
period and therefore will not be recognized as an inflow of resources (revenue) until that future
time.

Levelized Energy Adjustment Clause

Fuel oil costs increase or decrease billings to customers based on increases or decreases in the
price of fuel oil purchased by GPA. Under or over recoveries of fuel oil costs including the fair
value of outstanding commodity swap agreements are recorded as unrecovered fuel cost or
unearned fuel revenue, respectively, in the accompanying statements of net position, and are
recovered or deducted in future billings to customers based on the Levelized Energy Adjustment
Clause (LEAC) approved by the PUC in January of 1996. The LEAC results in the conversion of
the monthly fuel charge to a levelized fuel charge, which is reviewed and adjusted by the PUC on
a bi-annual basis. GPA is only permitted to recover its actual fuel and related costs.

GPA also bills customers fuel surcharges to recover the cost difference between fuel inventory on
hand against a base year. The under or over recovery of the fuel inventory cost difference is
included as part of unrecovered fuel cost or unearned fuel revenue in the accompanying
statements of net position.

Derivative Instruments

GPA is exposed to market price fluctuations on its purchases of fuel oil. GPA uses derivatives
such as commodity swaps to protect itself from increases in market prices. GPA records
commodity swap agreements associated with its fuel oil hedging activities at fair value with gains
and losses recognized in operations in the statement of revenues, expenses and changes in net
position. The fair value of outstanding commaodity swaps at year-end is included as a component
of the LEAC and is recorded as part of unrecovered fuel cost or unearned fuel revenue in the
accompanying statements of net position. GPA did not have outstanding commodity swap
agreements at September 30, 2014 and 2013.
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Derivative Instruments, Continued

GPA’s power purchase agreements are considered “normal purchases and normal sales” and
accordingly, the operations and maintenance portions of GPA’s energy conversion agreements
are not recognized in the statements of net position. Operations and maintenance costs
associated with the power purchase agreements are expensed as incurred with the independent
power producers.

Allowance for Funds Used During Construction

The allowance for funds used during construction (AFUDC) is provided only for construction
projects of more than $50,000, which require a minimum of 90 days to complete. AFUDC is
computed using the interest expense on directly assignable borrowings to finance the projects
less interest income on the related unused borrowings which have been invested. AFUDC is
provided only during the period in which such projects are undergoing activities to prepare them
for their intended use. AFUDC of $3,976,129 and $4,671,155 was recognized during the years
ended September 30, 2014 and 2013, respectively.

New Accounting Standards

During the year ended September 30, 2014, GPA implemented the following pronouncements:

o GASB Statement No. 66, Technical Corrections - 2012, which enhances the usefulness of
financial reports by resolving conflicting accounting and financial reporting guidance that
could diminish the consistency of financial reporting. The implementation of this statement
did not have a material effect on the accompanying financial statements.

. GASB Statement No. 67, Financial Reporting for Pension Plans, which revises existing
guidance for the financial reports of most pension plans. The implementation of this
statement did not have a material effect on the accompanying financial statements.

o GASB Statement No. 70, Accounting and Financial Reporting for Nonexchange Financial
Guarantees, which requires a state or local government guarantor that offers a
nonexchange financial guarantee to another organization or government to recognize a
liability on its financial statements when it is more likely than not that the guarantor will be
required to make a payment to the obligation holders under the agreement. The
implementation of this statement did not have a material effect on the accompanying
financial statements.

In June 2012, GASB issued Statement No. 68, Accounting and Financial Reporting for Pensions,
which revises and establishes new financial reporting requirements for most governments that
provide their employees with pension benefits. The provisions in Statement 68 are effective for
fiscal years beginning after June 15, 2014. The implementation of this statement will have a
material effect on the financial statements of GPA and will require a restatement disclosure upon
implementation. As of September 30, 2014, the net pension liability that GPA will record upon
implementation of Statement 68 is anticipated to be $79,419,290.
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New Accounting Standards, Continued

In January 2013, GASB issued Statement No. 69, Government Combinations and Disposals of
Government Operations, which improves accounting and financial reporting for state and local
governments' combinations and disposals of government operations. Government combinations
include mergers, acquisitions, and transfers of operations. A disposal of government operations
can occur through a transfer to another government or a sale. The provisions in Statement 69
are effective for fiscal years beginning after December 15, 2014. Management has not yet
determined the effect of implementation of this statement on the financial statements of GPA.

In November 2013, GASB issued Statement No. 71, Pension Transition for Contributions Made
Subsequent to the Measurement Date - an amendment of GASB Statement No. 68, which
addresses an issue regarding application of the transition provisions of Statement No. 68,
Accounting and Financial Reporting for Pensions. The issue relates to amounts associated with
contributions, if any, made by a state or local government employer or nonemployer contributing
entity to a defined benefit pension plan after the measurement date of the government’s
beginning net pension liability. The provisions in Statement 71 are effective for fiscal years
beginning after June 15, 2014. Management has not yet determined the effect of implementation
of this statement on the financial statements of GPA.

(2) Cash, Cash Equivalents and Investments
The bond indenture agreements for the 2010, 2012 and 2014 series revenue bonds (note 8)
require the establishment of special funds to be held and administered by trustees and by GPA.
In addition, proceeds from borrowings to finance generation and transmission facility construction
are maintained by GPA in construction accounts. Funds in these accounts are required by loan
agreement or public law to be used for generation and transmission facility construction.
At September 30, 2014 and 2013, cash and cash equivalents and short-term investments held by
trustees and by GPA in these funds and accounts are as follows:
2014
Held By Trustees Held By GPA
Interest and Bond Self Bond
Principal Indenture Insurance Indenture
Funds Funds Fund Funds Total

Construction funds $ $ 103,796,644 $ - $ 103,796,644
Interest and principal funds 27,962,569 - - - 27,962,569
Bond funds - 541,235 - - 541,235
Working capital funds - 18,065,239 - - 18,065,239
Capitalized interest fund - 7,547,000* - - 7,547,000
Costs of issuance fund - 1,111,969* - - 1,111,969
Bond reserve fund - 5,085,000* - - 5,085,000
Self-insurance fund - 16,913,041 - 16,913,041
Revenue funds 27,215,344 27,215,344
Operating funds - - 10,297,697 10,297,697
Surplus funds - - - 604,696 604,696

$ 27,962,569 $ 136,147,087  $ 16,913.041 $ 38,117,737 $ 219,140,434

*funds in-transit as at September 30, 2014
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2013
Held By Trustees Held By GPA
Interest and Bond Self Bond
Principal Indenture Insurance Indenture
Funds Funds Fund Funds Total
Construction funds $ - $ 75,560,736 $ - $ $ 75,560,736
Interest and principal funds 27,161,855 - - - 27,161,855
Bond funds - 541,185 - - 541,185
Working capital funds 29,537,126 - 29,537,126
Self-insurance fund - - 13,514,022 - 13,514,022
Revenue funds - - - 6,086,427 6,086,427
Operating funds - - 10,843,457 10,843,457
Surplus funds - - - 778,312 778,312
$ 27,161,855 $ 105,639,047 $ 13,514,022 $ 17,708,196 $ 164,023,120

GASB Statement No. 40, Deposit and Investment Risk Disclosures, addresses common deposit
and investment risks related to credit risk, concentration of credit risk, interest rate risk, and
foreign currency risk. As an element of interest rate risk, disclosure is required of investments
that have fair values that are highly sensitive to changes in interest rates. GASB Statement No.
40 also requires disclosure of formal policies related to deposit and investment risks.

A. Cash and Cash Equivalents

As of September 30, 2014 and 2013, the carrying amount of GPA’s total cash and cash
equivalents and time certificates of deposit was $219,140,434 and $164,023,120,
respectively, and the corresponding bank balances were $137,504,647 and $165,023,906,
respectively. Of the bank balance amount as of September 30, 2014 and 2013, $20,233,353
and $22,197,324 is maintained in financial institutions subject to Federal Deposit Insurance
Corporation (FDIC) insurance.

As of September 30, 2014 and 2013, bank deposits in the amount of $959,054 and $950,535,
respectively, were FDIC insured. Bank balances as of September 30, 2014 and 2013, also
include $117,271,294 and $142,826,582, respectively, representing cash and short-term
investments held and administered by GPA’s trustees in GPA’s name in accordance with
various trust agreements and bond indentures. GPA does not require collateralization of its
cash deposits; therefore, deposit levels in excess of FDIC insurance coverage are
uncollateralized. At September 30, 2014 and 2013, $19,274,299 and $21,246,789,
respectively, of cash and cash equivalents are subject to custodial credit risk.

B. Investments

As of September 30, 2014, GPA’s investments were as follows:

S&P or
Moody’s
Amount Maturity Rating
Bond Reserve Funds:
Natixis Funding Corp. Guaranteed
Investment Certificate (GIC) $ 12,028,872 October 1, 2015 A2
Fortis Funding LLC (commercial paper) 13,742,000 October 1, 2014 P-1
US Bank Money Market Account (cash equivalents) 23,501,456 - -
$ 49,272,328
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B.

Investments, Continued

S&P or
Moody’s
Amount Maturity Rating
Bond Fund:
Federated Government Ultrashort
Duration Fund (mutual fund) $ 4,855,561 - -
As of September 30, 2013, GPA’s investments were as follows:
S&P or
Moody’s
Amount Maturity Rating
Bond Reserve Funds:
Natixis Funding Corp. Guaranteed
Investment Certificate (GIC) $ 12,028,872 October 1, 2015 A2
Fortis Funding LLC (GIC) 13,742,000 October 1, 2013 P-1
US Bank Money Market Account (cash equivalents) 23,507,702 - -
$ 49,278,574
Bond Fund:
Federated Government Ultrashort
Duration Fund (mutual fund) $ _4,845,762 - -

Custodial credit risk for investments is the risk that in the event of the failure of the
counterparty to a transaction, GPA will not be able to recover the value of the investment or
collateral securities that are in the possession of an outside party. GPA’s investments are
held and administered by Trustees in accordance with various bond indentures for the
purpose of funding future debt service requirements.

Credit risk for investments is the risk that an issuer or other counter party to an investment will
not fulfill its obligations.

Concentration of credit risk for investments is the risk of loss attributed to the magnitude of an
entity’s investment in a single issuer. GASB Statement No. 40 requires disclosure by issuer
and amount of investment in any one issuer that represents five percent (5%) or more of total
of investments for GPA. As of September 30, 2014, GPA’s investments that exceeded 5% of
total investments are as follows: US Bank (43.42%), Fortis Funding LLC (25.39%), and Natixis
Funding Corp. (22.22%). As of September 30, 2013, GPA’s investments that exceeded 5% of
total investments are as follows: US Bank (43.43%), Fortis Funding LLC (25.39%), and Natixis
Funding Corp. (22.22%).

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of
debt instruments. Maturities of investments in certain funds are limited to five years to limit
interest rate risk. Maturities of investments in all funds may not be later than the dates that
such moneys are expected to be required by the Trustees.
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Accounts receivable at September 30, 2014 and 2013, are summarized as follows:

2014 2013

Customers:
Private $ 37,833,374 $ 37,429,523
Government 7,740,973 9,282,086
45,574,347 46,711,609
U.S. Navy 955,986 5,480,577
U.S. Federal Government 439,485 979,948
Interest 299,483 343,392
Others 2,713,793 2,508,198
49,983,094 56,023,724
Less allowance for doubtful receivables (5,594 .834) (6,084.,480)

$ 44388260 § 49,939,244

Unbilled accounts receivable included above amounted to $11,327,065 and $10,200,524 at
September 30, 2014 and 2013, respectively.

Long-Term Receivables

As of September 30, 2013, long-term receivables include an uncollateralized note receivable from
the GovGuam Department of Public Works (DPW), due in 60 monthly installments of $75,000,
beginning May 2002. The note bears interest at 4.35%, per annum with the final installment
payment due in April 2007. Long-term receivables also include a non-interest bearing receivable
due from Guam Waterworks Authority (GWA) under a memorandum of understanding (see note
11), with monthly installments of $25,688 starting October 2009. As of September 30, 2013,
receivables from DPW and GWA are $390,377 and $216,993, respectively. Receivable from
DPW was fully collected in February 2014 and the balance with GWA was fully provided with an
allowance as of September 30, 2013 and written off as of September 30, 2014.

Levelized Energy Adjustment Clause

The under or over recoveries of fuel oil costs including the fair value of outstanding commodity
swap agreements at September 30, 2014 and 2013 consist of the following:

2014 2013
Unrecovered fuel costs:

Under recovery of fuel costs during the year $ 1878592 $ -

Unearned fuel revenue:

Over recovery of fuel costs during the year - 2,699,481
Cumulative effect of inventory cost change 19,364,870 22,508,842
Total unearned fuel revenue 19,364,870 25,208,323
Unearned fuel revenue, net $17,486,278 $ 25,208,323
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The cumulative effect of inventory cost change resulting from the difference between fuel
inventory on hand against a base year is as follows:

2014 2013

Cumulative effect of inventory cost change, beginning of year  $ 22,508,842 $ 20,623,526
Inventory cost change during the year (3,143,972) 1,885,316

$ 19,364,870  $ 22,508,842

Cumulative effect of inventory cost change

Concentrations of Credit Risk

(6)

Financial instruments which potentially subject GPA to concentrations of credit risk consist
principally of cash and cash equivalents, investments, and accounts receivable.

At September 30, 2014 and 2013, GPA has cash deposits in bank accounts that are not subject
to or exceed federal depository insurance limits. GPA has not experienced any losses in such
accounts.

Substantially all of GPA's customer accounts receivable are from individuals, companies and
government agencies based in Guam. Concentrations largely result from accounts receivable
from GovGuam agencies and the U.S. Navy. Management assesses the risk of loss and provides
for an allowance for doubtful accounts to compensate for known credit risks.

Obligations Under Capital Leases

56

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

GPA has determined that the agreements to purchase electricity are in fact capital leases to
acquire the plants and that the capacity payments made under the agreements are lease
payments. The operations and maintenance payments under the agreements are reflected as
energy conversion costs under operation and maintenance expenses.

At September 30, 2014 and 2013, the costs of the plant and plant improvements are
$171,382,727 and accumulated depreciation is $75,128,910 and $70,444,342, respectively, which
are presented as part of depreciable utility plant in the accompanying statements of net position.
The leases have effective interest rates ranging from 8.6% to 14.2%.

On December 29, 2014, GPA obtained PUC approval to early terminate one of the energy
conversion agreements effective January 2, 2015 for a payment of $8.1 million (see note 13).
The agreement originally expires in September 2017. The outstanding capital lease obligation
associated with the terminated agreement has been classified as current liability in the
accompanying financial statements.
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Future capacity payments under these agreements are as follows:

Year ending September 30, Principal Interest Amount
2015 $ 18,774,245 $ 8,899,699 $ 27,673,944
2016 14,820,776 5,968,708 20,789,484
2017 16,738,299 4,051,185 20,789,484
2018 16,950,423 1,934,418 18,884,841
2019 5,920,447 159,673 6,080,120
$ 73,204,190 $ 21,013,683 $ 94,217,873

Employees' Retirement Plan

Defined Benefit Plan

Plan Description:

GPA participates in the GovGuam Defined Benefit (DB) Plan, a cost-sharing multiple-employer
defined benefit pension plan administered by the GovGuam Retirement Fund (GGRF). The DB
Plan provides retirement, disability, and survivor benefits to plan members who enrolled in the
plan prior to October 1, 1995. Cost-of-living adjustments are provided to members and
beneficiaries at the discretion of the Guam Legislature. Article 1 of 4 GCA 8, Section 8105,
required that all employees of GovGuam, regardless of age or length of service, become
members of the DB Plan prior to the operative date. Employees of a public corporation of
GovGuam, which includes GPA, have the option of becoming members of the DB Plan prior to
the operative date. All employees of GovGuam, including employees of GovGuam public
corporations, whose employment commences on or after October 1, 1995, are required to
participate in the Defined Contribution Retirement System. Hence, the DB Plan became a closed

group.

A single actuarial valuation is performed annually covering all plan members and the same
contribution rate applies to each employer. GGRF issues a publicly available financial report that
includes financial statements and required supplementary information for the DB Plan. That
report may be obtained by writing to the Guam Retirement Fund, 424 A Route 8, Maite, Guam
96910, or by visiting GGRF’s website-www.ggrf.com.

Funding Policy:

As a result of actuarial valuations performed as of September 30, 2012, 2011, and 2010,
contribution rates required to fully fund the Retirement Fund liability, as required by Guam law, for
the years ended September 30, 2014, 2013 and 2012, respectively, have been determined as
follows:

2014 2013 2012

Normal costs (% of DB Plan payroll) 16.61% 17.52% 17.07%

Employee contributions (DB Plan employees) 9.50% 9.50% 9.50%
Employer portion of normal costs (% of DB Plan payroll) 7.11% 8.02% 7.57%
Employer portion of normal costs (% of total payroll) 2.39% 3.00% 3.03%

24.01% 24.33% 23.75%
26.40% 27.33% 26.78%

Unfunded liability cost (% of total payroll)

Government contribution as a % of total payroll
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Defined Benefit Plan, Continued

2014 2013 2012
Statutory contribution rates as a % of DB Plan payroll:
Employer 30.03% 30.09% 28.30%
Employee 9.50% _9.50% 9.50%

GPA’s contributions to the DB Plan for the years ended September 30, 2014, 2013 and 2012
were $3,046,347, $3,311,501 and $3,142,095, respectively, which were equal to the required
contributions for the respective years then ended.

Defined Contribution Retirement System

Contributions into the Defined Contribution Retirement System (DCRS) plan by members are
based on an automatic deduction of 5% of the member’s regular base pay. The contribution is
periodically deposited into an individual investment account within the DCRS. Employees are
afforded the opportunity to select from different investment accounts available under the DCRS.

Statutory employer contributions for participants in the DCRS plan for the years ended September
30, 2014, 2013 and 2012 are determined using the same rates as the DB Plan. Of the amount
contributed by the employer, only an amount equivalent to 5% of the member’s regular pay is
deposited into the member’s individual investment account in the DCRS. The remaining amount
is contributed towards the unfunded liability of the DB Plan.

Members of the DCRS plan, who have completed five years of government service, have a
vested balance of 100% of both member and employer contributions plus any earnings thereon.

GPA'’s contributions for participants in the DCRS plan for the years ended September 30, 2014,
2013 and 2012 were $5,219,217, $5,052,969, and $4,576,734, respectively, which were equal to
the required contributions for the respective years then ended. Of these amounts, $4,379,771,
$4,240,804 and $3,798,237 were contributed toward the unfunded liability of the DB Plan for the
years ended September 30, 2014, 2013 and 2013, respectively.

GPA has accrued an estimated liability of $2,842,985 and $2,582,611 at September 30, 2014 and
2013, respectively, for potential future sick leave payments pursuant to Public Law 26-86 (note 1).
However, this amount is an estimate and actual payout may be materially different than
estimated.

Other Post-Employment Benefits

GovGuam, through its substantive commitment to provide other post-employment benefits
(OPEB), maintains a cost-sharing multiple employer defined benefit plan to provide certain
postretirement healthcare benefits to retirees who are members of the GovGuam Retirement
Fund. Under the Plan, known as the GovGuam Group Health Insurance Program, GovGuam
provides medical, dental, and life insurance coverage. The retiree medical and dental plans are
fully-insured products provided through insurance companies. GovGuam shares in the cost of
these plans, with GovGuam’s contribution amount set each year at renewal. Current statutes
prohibit active and retired employees from contributing different amounts for the same coverage.
As such, GovGuam contributes substantially more to the cost of retiree healthcare than to active
employee healthcare. For the life insurance plan, GovGuam provides retirees with $10,000 of life
insurance coverage through an insurance company. Retirees do not share in the cost of this
coverage. Because the Plan consists solely of GovGuam’s firm commitment to provide OPEB
through the payment of premiums to insurance companies on behalf of its eligible retirees, no
stand-alone financial report is either available or generated.
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Other Post-Employment Benefits, Continued

For the years ended September 30, 2014 , 2013 and 2012, GPA reimbursed GovGuam for certain
supplemental benefits for retirees, including contributions for the abovementioned Plan, as
follows:

2014 2013 2012
Supplemental benefits $ 1,137,620 $ 864,907 $ 861,618
Medical and dental 1,919,579 1,883,513 1,935,636
$ 3,057,199 $ 2,748,420 $ 2,797,254

Contributions to the OPEB plan for the years ended September 30, 2014, 2013 and 2012 were
equivalent to the statutorily required contributions for those years.

Noncurrent Liabilities

A. Long-term Debt

Long-term debt at September 30, 2014 and 2013 is as follows:
2014

N
=
w

2014 Series Senior Revenue Bonds, initial face value of
$76,470,000, interest at varying rates from 4.0% to 5.0%
per annum payable semi-annually in October and April,
principal and mandatory sinking fund payments payable in
varying annual installments commencing with a payment of
$1,310,000 in October 2017, increasing to a final payment
of $4,855,000 in October 2044. $ 76,470,000
2012 Series Senior Revenue Bonds, initial face value of
$340,620,000, interest at varying rates from 2.98% to 5.0%
per annum payable semi-annually in October and April,
principal and mandatory sinking fund payments payable in
varying annual installments commencing with a payment of
$110,000 in October 2013, increasing to a maximum
payment of $25,630,000 in October 2031, with a final
payment of $24,485,000 in October 2034. 340,510,000 340,620,000
2010 Series Senior Revenue Bonds, initial face value of
$150,440,000, interest at varying rates from 5.0% to 5.5%
per annum payable semi-annually in October and April,
principal and mandatory sinking fund payments payable in
varying annual installments commencing with a payment of
$225,000 in October 2022, increasing to $17,215,000 in
October 2040. 150,440,000 150,440,000
2010 Series Subordinated Revenue Bonds, initial face
value of $56,115,000, interest at varying rates from 6.0% to
7.5% per annum payable semi-annually in October and
April, principal and mandatory sinking fund payments
payable in varying annual installments commencing with a
payment of $4,435,000 in October 2011, increasing to
$14,155,000 in October 2015.

27,300,000 39,500,000
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A. Long-term Debt, Continued

2014 2013
Total long-term debt $ 594,720,000 $ 530,560,000
Less current maturities (13,600,000) (12,310,000)
581,120,000 518,250,000
Add premium on 2014 and 2012 bonds at September 30,
2014 and 2012 bonds at September 30, 2013 37,137,418 31,497,387
Less discount on 2010 Senior and Subordinate bonds at
September 30, 2014 and 2013 (3.713,958) (3.809,646)

Total bonds $ 614,543,460 $ 545,937,741

Proceeds of the 2010 Series Senior Revenue Bonds were used to finance capital projects,
generally consisting of a new administration building and various generation, transmission and
distribution facilities, make a deposit to the Bond Reserve Fund, provide capitalized interest
through October 1, 2013, and pay costs of issuance.

Proceeds of the 2010 Series Subordinated Revenue Bonds were used to make a deposit to the
Working Capital Fund, Bond Reserve Fund, provide capitalized interest through April 1, 2011, and
pay costs of issuance.

Proceeds of the 2012 Series Revenue Bonds were used to refund GPA’s 1993 and 1999 Senior
Bonds, make a deposit to the Senior Bond Reserve Fund to increase the amount on deposit
therein to the Bond Reserve Fund Requirement, and pay costs of issuance.

Proceeds of the 2014 Series Revenue Bonds will be used to finance a variety of generation,
transmission and distribution improvements and systems and information technology upgrades,
make a deposit to the Senior Bond Reserve Fund, provide capitalized interest through September
30, 2016, and pay costs of issuance.

As of September 30, 2014, future maturities of long-term debt are as follows:
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Total
Year ending September 30, Principal Interest Debt Service
2015 $ 13,600,000 $ 28,937,207 $ 42,537,207
2016 14,265,000 29,819,130 44,084,130
2017 115,000 28,754,130 28,869,130
2018 1,780,000 28,712,600 30,492,600
2019 1,495,000 28,636,625 30,131,625
2020 through 2024 104,605,000 130,938,350 235,543,350
2025 through 2029 139,310,000 100,386,300 239,696,300
2030 through 2034 160,285,000 61,801,675 222,086,675
2035 through 2039 99,750,000 28,773,050 128,523,050
2040 through 2044 54,660,000 6,571,625 61,231,625
2045 4,855,000 115,975 4,970,975

$ 594,720,000 $ 473,446,667

$ 1.068,166,667

A. Long-term Debt, Continued

All gross revenues of GPA have been pledged to repay the 2010, 2012 and 2014 series bond
principal and interest and 2010 and 2012 series bond principal and interest at September 30,
2014 and 2013, respectively. The debt service for the 2010 and 2012 series bonds was
$40,646,800 and $39,471,114 or approximately 9.3% and 8.7% of pledged gross revenues, for
the years ended September 30, 2014 and 2013, respectively. The 2014 series bonds has no
required debt service for the year ended September 30, 2014.

Premium and discount associated with the 2010 and 2012 series bonds at September 30, 2014
and 2013 are being amortized on the effective interest method over the life of the applicable debt.
No amortization was recognized on the premium associated with the 2014 series bonds for the
year ended September 30, 2014.

Debt Refunding

Part of the proceeds of the 1999 Series bonds were used to retire the 1992 and 1994 series
bonds with a total principal outstanding of $143,660,000 and $99,820,000, respectively. The
proceeds for the refunding of the aforementioned bonds were transferred to an escrow agent who
used the proceeds to purchase U.S. Government securities which are to be held by the escrow
agent in an irrevocable trust to provide debt service payments until maturity or earlier redemption
of the 1992 and 1994 bonds. The advance refunding met the requirements of an in-substance
defeasance and the 1992 and 1994 bonds were removed from GPA's financial statements. The
advance refunding resulted in a loss on defeasance totaling $21,989,949 representing the
difference between the reacquisition price and the carrying amount of the 1992 and 1994 bonds.

In October 2012, GPA refunded its 1993 and 1999 Series bonds through the issuance of the 2012
Series bonds. At the time of refunding, the 1993 and 1999 Series bonds had principal balances
outstanding of $56,370,000 and $299,680,000, respectively. The proceeds for the refunding were
transferred to an escrow agent who used the proceeds to purchase non-callable and non-
prepayable obligations of the United States of America or held as cash and are to be held in an
irrevocable trust to be used for the payment of the principal of and interest on the 1993 and 1999
Series bonds. The advance refunding met the requirements of an in-substance defeasance and
the 1993 and 1999 bonds were removed from GPA's financial statements. The advance
refunding resulted in a loss on defeasance totaling $17,283,801 representing the difference
between the reacquisition price and the carrying amount of the 1993 and 1999 bonds. Although
the advance refunding resulted in the recognition of an accounting loss, GPA in effect reduced its
aggregate debt service payments by almost $16,506,398 over the next twenty years and obtained
an economic gain (difference between the present values of the old debt and the new debt
service payments) of $27,940,966.

The loss on refunding of the 1993 and 1999 Series bonds has been amortized using the effective
interest method over the average remaining life of the 1993 and 1999 bonds which approximated
the average life of the 2012 Series bonds. The loss on refunding of the 1992 and 1994 Series
bonds has been amortized on a straight line basis, which approximates the effective interest
method, over the remaining life of the 1992 and 1994 bonds. The unamortized balance of the
loss refunding of the 1993 and 1999 Series bonds and the 1992 and 1994 Series bonds is
$14,826,028 and $16,084,264 as of September 30, 2014 and 2013, respectively.
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A. Long-term Debt, Continued

Forward Delivery Contract

On September 28, 2000, GPA entered into Bond Reserve Fund Forward Delivery Agreements
(the agreements) with Lehman Brothers and Bank of America. In connection with the agreements,
GPA received cash of $13.5 million in October 2000, representing the present value of interest
income on certain invested bond proceeds. Based on the terms of the agreements, gross
proceeds totaled $17,521,029 while GPA incurred termination fees and closing costs totaling
$3,530,000 and $1,250,000, respectively. The $13.5 million in net proceeds included $759,500 of
interest income earned as of the closing dates of the agreements.

The gross proceeds, termination fees and closing costs have been deferred and amortized on a
straight line basis over the average remaining life of the 1993 and 1999 bonds. The gross
proceeds, net of amortization, are reflected as unearned forward delivery contract revenue in the
accompanying statements of net position. The termination fees and closing costs are reflected as
unamortized forward delivery contract costs in the accompanying statements of net position. The
amortization of forward delivery contract revenues and costs is reflected as components of
interest income and interest expense, respectively, in the accompanying statements of revenues,
expenses and changes in net position.

The following summarizes the unearned revenues and unamortized costs on the forward delivery
contract at September 30, 2014 and 2013:

2014 2013
Unearned forward delivery contract revenues $ 8,760,514 $ 8,760,514
Accumulated amortization (4,672,391) (4,088,373)
$ 4,088,123 $ 4,672,141
Unamortized forward delivery contract costs $ 2,390,265 $ 2,390,265

Accumulated amortization

(1,274,827)

$ 1,115,438

(1,115,467)

$ 1,274,798
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B. Long-term Liabilities
Changes in long-term liabilities are as follows:
Outstanding Outstanding
October 1, 2013 Increases Decreases September 30, 2014 Current

2010 Series Senior bonds $ 150,440,000 $ - $ $ 150,440,000 $ -
2010 Series Subordinate bonds 39,500,000 - (12,200,000) 27,300,000 13,145,000
2012 Series Senior bonds 340,620,000 - (110,000) 340,510,000 455,000
2014 Series Senior bonds - 76,470,000 - 76,470,000 -
Unamortized premium on bonds 31,497,387 7,831,290 (2,191,259) 37,137,418
Unamortized discount on bonds (3,809,646) - 95,688 (3,713,958) -
Obligations under capital leases 86,268,238 - (13,064,048) 73,204,190 18,774,245
DCRS sick leave liability 2,582,611 260,374 - 2,842,985 -
Employees’ annual leave 3,190,970 2,647,972 (2,657,383) 3,181,559 2,440,368
Customer advances for construction __3,149,507 21,239 - 3,170,746 -

$ 653,439,067 $87,230,875 $(30,127,002) $ 710,542,940 $ 34,814,613

Outstanding Outstanding
October 1, 2012 Increases Decreases September 30, 2013 Current

1993 Series bonds $ 60,090,000 $ $ (60,090,000) $ - $
1999 Series bonds 304,595,000 (304,595,000) -
2010 Series Senior bonds 150,440,000 - - 150,440,000 -
2010 Series Subordinate bonds 51,680,000 - (12,180,000) 39,500,000 12,200,000
2012 Series Senior bonds - 340,620,000 - 340,620,000 110,000
Unamortized premium on bonds - 33,518,707 (2,021,320) 31,497,387 -
Unamortized discount on bonds (7,504,431) - 3,694,785 (3,809,646) -
Obligations under capital leases 97,830,265 - (11,562,027) 86,268,238 13,064,559
DCRS sick leave liability 2,274,481 308,130 - 2,582,611 -
Employees annual leave 2,882,420 1,898,207 (1,589,657) 3,190,970 2,078,481
Customer advances for construction __3,100,295 49,212 - 3,149,507 -

$665,388,030 §$376,394256 $(388,343219)  $ 653,439,067 $ 27,453,040

(9) Agreements with the U.S. Navy

On September 15, 1996, a lease agreement was entered into between GPA and the U.S. Navy
(Navy) to transfer to GPA the operations, maintenance, and custody of certain Navy-owned
electrical transmission and distribution lines, electric power generation facilities, related structures
and equipment, together with the associated land interest. The facilities are leased to GPA at no
cost for a period of 50 years.

On August 1, 2012, GPA and the Navy entered into a USC for a period of ten years, unless
terminated early at the option of the Navy, with no option for extension. Key features of the USC
include transfer of certain Navy facilities to GPA at no charge, calculation of power rates charged
to the Navy in accordance with the methodology approved by the PUC, GPA’s continued use of
the Navy’s assets and associated real estate assets at no charge, compensation by GPA to the
Navy for energy supplied to GPA’s customers from Navy dedicated facilities, weekly fuel
payments by the Navy, supply of water to GWA by the Navy for power generation facilities,
maintenance of a minimum contract demand with no maximum demand provision, and payment
within fifteen days of electric billing by the Navy, subject to late payment charges.
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During the years ended September 30, 2014 and 2013, GPA billed the Navy $75,323,422 and
$84,898,982, respectively, for sales of electricity under the USC. Receivables from the Navy
were $955,986 and $5,480,577 at September 30, 2014 and 2013, respectively (see note 3).

As of September 30, 2014, GPA owes the Navy $2,194,600 representing the electricity supplied
to GPA’s customers from Navy dedicated facilitates from September 1, 2012 through February
28, 2014, payable through September 30, 2015.

Commitments and Contingencies
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Fuel Purchase Contracts

In August 2013, GPA entered into a fuel purchase contract with Hyundai Corporation. The
agreement is for two years commencing on September 1, 2013 with options to extend for three
additional one-year terms upon mutual agreement of both parties.

In February 2012, GPA renewed two contracts with IP&E Guam, Inc. to purchase diesel fuel oil
through November 30, 2014. On January 1, 2015, GPA entered into diesel fuel supply contracts
with IP&E Guam, Inc. and Mobil Oil Guam, Inc. The agreements are for three years ending
December 31, 2017 with an option to extend for two additional one-year terms, renewable
annually.

Performance Management Contracts

During the year ended September 30, 2010, GPA entered into Performance Management
Contracts (PMC) with two companies for the operation and maintenance of Cabras 1 and 2 and
Cabras 3 and 4 generators, which became effective on October 1, 2010 and July 1, 2010,
respectively. The PMCs are for a period of five years with an option to extend for another five-
year term. At September 30, 2014, the minimum future management fees for the year ending
September 30, 2015 are $2,526,743.

The fees are subject to certain incentives and penalties, as agreed by both parties.

Fuel Bulk Storage Facility Contract

In June 2012, GPA entered into an agreement for the management and operations of its fuel bulk
storage facility. The agreement is for three years ending May 31, 2015 with an option to extend
the contract for two additional one-year terms. Mandatory management fees are $675,273
annually with optional additional insurance fees of $41,750 annually. At September 30, 2014, the
minimum future management fees for the year ending September 30, 2015 are $450,182.

Operating Leases

GPA is leasing its office building for $45,110 monthly through December 31, 2014.

GUAM POWER AUTHORITY
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Operating Leases, Continued

GPA entered into a sublease agreement for vehicle, equipment, and material storage and for a
power substation beginning November 2002 with annual rental of $61,261. The sublease has an
option to extend for a period of ten years which GPA exercised in November 2012.

On February 8, 2008, GPA renewed a lease agreement of fuel storage tanks for five year term
from March 1, 2008 to February 28, 2013 at $115,560 per month and month-to-month thereafter
until a new contract was entered into effective September 1, 2013. The new contract includes
fixed annual fees escalating 4% every year until August 2018.

GPA entered into a commercial space lease beginning July 1, 2010, with monthly rentals of
$4,495 through June 30, 2015. The lease has an option to renew for an additional term of five
years.

At September 30, 2014, future minimum lease payments for operating leases are as follows:

Year ending September 30, Amount

2015 $ 1,711,485
2016 1,594,682
2017 1,656,018
2018 1,576,545
2019 61,261
2020 through 2023 188,888

$ 6,788,879

Rent expense under the aforementioned agreements totaled $2,074,250 and $2,044,798 during
the years ended September 30, 2014 and 2013, respectively.

Renewable Energy Contracts

GPA entered into three renewable energy purchase agreements to purchase 20 Megawatts (MW)
of solar renewable energy, 5.65 MW of solar renewable energy, and 9.35 MW of wind renewable
energy with expected commercial operations to commence in September 2015 for the solar
renewable energy and March 2016 for the wind renewable energy. The agreements include
escalating contract prices per MW hour until 2041 with a total minimum renewable energy
purchase commitment of 1.7 million MW hour.

At September 30, 2014, the minimum future renewable energy purchases are as follows:

Year ending September 30, Amount
2016 $ 13,482,113
2017 15,402,557
2018 15,502,492
2019 15,552,844
2020 through 2024 78,924,453
2025 through 2029 80,909,874
2030 through 2034 78,169,713
2035 through 2039 53,155,542
2040 through 2041 9,262,031

$ 360,361,619
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Capital Commitments

As of September 30, 2014, GPA has various on-going construction contracts with a total contract
price of $43 million, of which $38 million has been paid and recorded as construction work in
progress.

Letters of Credit

As of September 30, 2014, GPA has a $35 million uncollaterized revolving documentary letter of
credit for purchases of fuel. Commitments under the standby letter of credit at September 30,
2014 totaled $25 million.

Self-Insurance

GPA self-insures its transmission and distribution (T&D) plant, because no insurance is available
at reasonable rates.

As the result of a PUC Decision and Order, GPA adds an insurance charge of $0.00290 per kWh
for civilian ratepayers and from $0.00035 per kWh to $0.00070 per kWh for the U.S. Navy until a
self-insurance fund balance of $10 million is achieved. In May 2013, PUC approved raising the
cap from $10 million to $20 million with the insurance surcharge remaining the same for civilian
customers and the U.S. Navy. As required by the Decision and Order, GPA records the
insurance charge as sales revenue and records a corresponding self-insurance expense of the
same amount. Insurance charge proceeds are transferred to the restricted self-insurance fund to
be used to cover uninsured or self-insured damages to the T&D plant which exceed $50,000 per
occurrence. Further, any federal or territorial funds or other recovery against third parties
received on account of such losses should be deposited in the self-insurance fund.

The self-insurance fund, included in cash and cash equivalents held by GPA, is $16,913,041 and
$13,514,022 at September 30, 2014 and 2013, respectively.

Litigation
GPA has several asserted and unasserted claims outstanding as of September 30, 2014. Itis not
possible for the management of GPA to estimate the ultimate resolution of these matters and

therefore, no provision for any liability that may result from these claims has been made in the
accompanying financial statements.

Autonomous Agency Collections Fund

On March 31, 2011, GPA received an invoice from the Government of Guam Department of
Administration (GovGuam DOA) of $12,250,000 representing an annual assessment of $875,000
for each of the fiscal years 1998 to 2011 pursuant to 5 GCA Chapter 22 Section 22421, Transfer
of Autonomous Agency Revenues To Autonomous Agency Collections Fund. In September
2013, GPA received another invoice for $875,000 from the Chamorro Land Trust Commission
referring to the same annual assessment aforementioned. There was no invoice received for the
year ended September 30, 2014. GPA obtained approval from the CCU to offer GovGuam DOA a
settlement amount of $2.6 million. However, such settlement offer is conditional on the approval
by the PUC of a surcharge to recover the assessment from ratepayers. The PUC has not
approved the surcharge as of September 30, 2014 and therefore, no liability or other impact has
been recognized in the accompanying financial statements.
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Merit System

In 1991, Public Law 21-59 was enacted to establish a bonus system for employees of GovGuam,
autonomous and semi-autonomous agencies, public corporations and other public
instrumentalities of GovGuam who earn a superior performance grade. The bonus is calculated
at 3.5% of the employee's base salary beginning 1991 but was suspended by law for the years
1996, 2002, 2003 and 2004. Between 1991 and 2008, GPA did not calculate or pay any
bonuses. In 2010, the Guam Legislature authorized GPA to implement a Pay for Performance
program, similar to the GovGuam unified pay systems for certified, technical and professional
positions, covering the evaluation period of 2009. As of September 30, 2013, GPA recognized
and paid $55,000 in merit bonus to approximately 27 employees not covered under the new pay
system for the period October 2008 through September 2013. The CCU determined that there
was no liability for employees covered in the new pay system. Therefore, no liability has been
recognized in the accompanying financial statements.

Hazardous \Waste Assessment

Guam Public Law 20-110 requires certain entities to remit payments to a hazardous substance
expense fund. There are questions as to the enforceability of the law; accordingly, no provision
has been made in the accompanying financial statements for payments to be made under this
law. GPA is covered by its self-insurance and worker's compensation insurance in case of
accidents due to hazardous substance.

Environmental Protection Agency

On May 24, 1986, the administrator of the U.S. Environmental Protection Agency (EPA) granted a
continuing exemption to GPA under the provisions of Section 325(b) of the Clean Air Act, as
amended. The terms of the exemption require monitoring by EPA, certain commitments by GPA
regarding fuel stocks, and reporting and delineation of grounds for revocation of the exemption.

In February 2011, EPA, under the Clean Air Act, established new rules under National Emission
Standards for Hazardous Air Pollutants for Reciprocating Internal Combustion Engine Maximum
Achievable Control Technology (RICE MACT). These new rules require stack emissions control
and continuous monitoring system equipment to be installed on all GPA peaking and baseload
diesel generators including its Cabras 3&4 and MEC 8&9 slow speed diesel units. Compliance
under the diesel MACT was due May 3, 2013. Non-compliance under the diesel MACT could
result in penalty fees of $37,000 per unit per day. GPA applied for and received a one year
extension for complying with the rules with respect to its small diesel peaking units. The required
stack emission equipment was installed within the extension period. As to compliance with the
other units subjected to RICE MACT, GPA has engaged the assistance of EPA along with the US
Department of Justice (USDOJ) to negotiate a consent decree that will allow sufficient time to
implement recommendations in its Integrated Resource Plan. GPA believes ongoing negotiations
with USEPA and USDOJ will defer potential fines post RICE MACT deadlines for the slow speed
diesel units. No liability that may result from potential noncompliance has been recorded in the
accompanying financial statements.
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Environmental Protection Agency, Continued

EPA also established rules for Electric Generating Unit Maximum Achievable Control Technology
(EGU MACT) which applies to Cabras 1&2 and Tanguisson steam boiler units. Compliance under
the EGU MACT is due in April 2015. Non-compliance could result in penalty fees of $37,000 per
unit per day. GPA obtained PUC approval to early terminate the associated energy conversion
agreement of the Tanguisson unit (see notes 6 and 13). By deactivating the Tanguisson unit prior
to May 2015, GPA will not have to incur compliance costs for this unit. As to compliance for
Cabras 1&2, a consent decree currently being negotiated with EPA and USDOJ for compliance
with RICE MACT is also expected to cover the EGU MACT compliance.

Integrated Resource Plan

In 2012, GPA developed its Integrated Resource Plan (IRP) which was approved by the CCU and
the PUC on December 12, 2012 and July 30, 2013, respectively. The objectives of the IRP are
primarily to identify the timing, size, technology of future power generating units, and to address
issues such as fuel diversification and the renewable portfolio standards. Specifically, the IRP
recommendations include the replacement of older generation equipment with combined cycle
combustion turbine generators which can utilize either Liquefied Natural Gas (LNG) or Ultra-Low
Sulfur (ULS) diesel fuel oil; adding 40-45 MW of generation from renewable energy sources; and
diversification of its fuel source to LNG and ULS diesel fuel oil.

In October 2014, CCU decided to postpone LNG implementation as Guam does not have the
seaport facility to offload and process LNG from ships for use at GPA’'s power plant. CCU
approved instead to build a new power plant by 2020 to meet tougher federal air emission
standards. The new power plant will be powered by ultra-low-sulfur diesel. GPA intends for new
units to be capable of dual fuel firing if LNG is made available on Guam. GPA presented this for
PUC approval but was denied as the information provided by GPA is not sufficient to justify
procuring a new power plant. PUC ordered GPA to submit a revised analysis and Resource
Implementation Plan before September 30, 2015. GPA continues to work with the PUC and its
consultants in evaluating the need and capacity requirements of a new power plant.

GPA reassessed the estimated useful lives of its Cabras 1&2 and Cabras 3&4 power plants
based on the expected retirement of these plants when a new power plant becomes operational
by 2020. The estimated useful life of Tanguission plant was reassessed to end in line with the
expiration of the associated energy conversion agreement. GPA recorded additional depreciation
expense due to the revised estimated useful lives which was included in the accompanying
statements of revenues, expenses, and changes in net position.

Dededo Combustion Turbine 1 & 2

In November 2014, CCU approved the deactivation of Dededo Combustion Turbine 1 & 2 due it
its inefficiencies and high operating costs. GPA has not yet completed a plan of action and
analyzed the effect of deactivation on the power plants. No adjustment to the estimated useful life
of the assets has been made to the financial statements. The power plants have a net book value
of $11.6 million at September 30, 2014.
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During the years ended September 30, 2014 and 2013, GPA billed GovGuam agencies
$62,311,432 and $64,072,281, respectively, for sales of electricity. Receivables (excluding long-
term receivables) from GovGuam agencies were $7,740,973 and $9,282,086 at September 30,
2014 and 2013, respectively (see note 3).

GPA provides electrical and administrative services to GWA, a component unit of the GovGuam,
which is also governed by the CCU. Electricity sales to GWA for the years ended September 30,
2014 and 2013 were $16,439,681 and $17,508,372, respectively. Outstanding receivables for
electricity billings are $2,777,902 and $4,016,853 at September 30, 2014 and 2013, respectively,
and are included in GovGuam agencies receivable mentioned above.

On June 23, 2009, GPA and GWA entered into a Memorandum of Understanding (MOU) where
each agency agrees to provide administrative, operational, maintenance, repair and other
specified services on behalf of the other agency and each will reimburse the other for their actual
costs for providing said services. The MOU also covers the repayment period for prior services
rendered by GPA. Total amounts billed by GPA to GWA for administrative expenses and cost
reimbursements were $229,321 and $291,062 in 2014 and 2013, respectively. Outstanding
receivables for administrative expenses and cost reimbursements totaled $241,355 and $189,356
as of September 30, 2014 and 2013, respectively, and are included in other receivables (see note
3).

GWA billed GPA for water and sewer charges on the facilities transferred by the Navy to GPA
under the USC (see note 9) totaling $1,250,747 and $1,179,630 for the years ended September
30, 2014 and 2013, respectively. The amount due to GWA as of September 30, 2014 and 2013 is
$1,466,885 and $960,195, respectively, which is included in accounts payable - operations in the
accompanying statements of net position.

In October 2011, U.S. Federal Emergency Management Agency (FEMA) reimbursed GPA for
certain typhoon related costs incurred in 2002 of approximately $1,800,000. The reimbursement
was received by GovGuam DOA which plans to offset such amount against billings to GPA
related to the Autonomous Agency Collections Fund (see note 10). Due to uncertainty of receipt,
GPA has not recorded the reimbursement in the accompanying financial statements.

Restricted Net Position

(13)

At September 30, 2014 and 2013, net position is restricted for the following purposes:

2014 2013
Debt Service $ 20,052,215 $ 18,793,414
Capital Projects - 9,354,184

$ 20,052,215 $ 28,147,598

Subsequent Events

On December 29, 2014, PUC approved early termination of the associated energy conversion
agreement of the Tanguisson power plant effective January 2, 2015 for $8.1 million (see note 6).
The agreement originally expires in September 2017. GPA incurred a $2.8 million loss due to
early termination of the agreement. GPA will deactivate the Tanguisson plant no later than May
2015.
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