











Accomplishment:
Major transmission lines secured underground

GPA energized the final portion of the massive project to move main transmission lines underground,
where they are shielded from typhoons and other disasters and contribute to timely recovery of power
and other services for the entire island. Funded by a grant from FEMA, the project cost $25 million and
took four years to complete.

The final leg of the project was completion of the Harmon to Macheche underground transmission line
which provides a secure, direct line from the Macheche Power Plant to the Guam International Airport
Authority. Since 2005, GPA placed major transmission lines underground that serve the Guam Memorial
Hospital and central areas of Harmon, Tamuning and Tumon.

GPA also buried a significant portion of line connecting the Tanguission Power Plant to the Harmon
Substation. The Tanguission Power Plant is capable of producing over 50 megawatts—this added to the
20 megawatts from Macheche Power Plant means that GPA can potentially transmit 70 megawatts of
uninterrupted power during tropical storms or typhoons via the underground network.

Avoiding repairs on the lines protected underground is a savings
to rate payers that protects revenue restores island power to
residences and businesses after a major storm. The hospital and
airport will have the potential for uninterrupted power during
tropical storms and typhoons. In addition, GPA’s restoration crews
will be able to work on restoring service to neighborhood homes,
schools and businesses if lines to major substations, the hospital,
airport, and businesses and hotels along Tumon Bay are sheltered
from storm damage.

niny .

Importance of burying main
trunk lines underground
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Accomplishment:

Trained workforce
strengthened

Investing in people has been a
mainstay of GPA’s strategy to build
and maintain a strong workforce of
trained professionals dedicated to
providing reliable power to Guam.

In 2009, eighteen apprentices
joined GPA operations as certified
journeyman level workers in
technical  positions  including
instrument  technicians, meter
repairers, power plant operators
and linemen. Graduates of this
program now fill critical positions
at GPA and will serve as mentors to
train other apprentices.

The program requires three or
four years of on-the-job training
and academic requirements from
the Guam Community College.
GPA’s Apprenticeship program is
a partnership between the U.S.
Department of Labor, the Agency
for Human Resources Development
and GCC.

The program is a concrete example
of the Authority’s commitment to
strengthening the force of nearly
600 employees who meet the
growing demands on Guam'’s Island
Wide Power System.



A plan of
action for our
community
to choose
alternative
renewable

energy resources
that will lessen
reliance on

a single source
of fuel.

Accomplishment:
Update on the Integrated Resource
Plan for Guam

The purpose of Guam’s Integrated Resource Plan (Guam
IRP) is to draft a plan of action for our community to choose
alternative renewable energy resources that will lessen
reliance on a single source of fuel. Electricity producers
across the country are working with their communities to
diversify reliance on oil and promote renewable energy that
saves money and reduces the environmental impact. At the
present time, all of GPA’s resources for generating electricity
require fuel oil purchased on the world market and shipped
to Guam.

FY 2009

In April 2009, GPA announced an Invitation for Multi-Step
Bid (Bid No. GPA-038-09) for renewable energy resources in
the form of purchase power contract(s). The bid closed on
September 2009 and was cancelled on November 30, 2009,
due to Public Law 30-66, enacted on November 27, 2009.
GPA intends to re-announce the Phase | solicitation in 2010.
GPA is re-soliciting Phase | of the Renewable Bid in the third
quarter of 2010 and Phase Il in the fourth quarter of 2010.
The schedules are contingent upon completion of the Guam
Attorney General’s full review and approval. Procurement
information regarding the IRP and the Renewable Bids is
available at: www.guampowerauthority.com/renewablebids.
html.

FY 2008

Four public stakeholder meetings were held in late 2007 and
2008.1nJune 2008, GPA submitted the final draft of the Guam
IRP to the Guam Public Utilities Commission. A copy of the
Guam IRP is available online at www.guampowerauthority.
com/irpreport.html. The Guam PUC, which must approve
any plan for acquiring new power generating facilities,
granted GPA permission to study wind power as a viable
opportunity for GPA to reduce costs for making electricity
on Guam.

FY 2007

In FY 2007, GPA announced the launch of a series of public
stakeholder meetings inviting GPA customers to participate
in formulating the Guam IRP, a plan that will significantly
affect the next few years and many years to come.

GPA's strategic planning criteria for diversification

Reliable electric service continues to be a key issue for Guam. While significant
gains have been made, it is important to continue to improve.

The GPA plants that generate the island’s electrical power have a significant
environmental footprint. Future energy resources must be in keeping with
evolving renewable resource goals.

The current generating fleet is dependent on oil-based fuels, but GPA has a
goal of diversifying its generation resources.

The IRP stakeholder process recognizes that GPA’s customers desire a more
meaningful dialog with the Authority on issues that affect them.

The Department of Defense expansion will impact the electrical power
infrastructure. GPA should exchange and provide information to DOD NEPA
during the IRP process.

Accomplishment:
Net metering exemplifies
diversification

The first use of “net metering” was implemented at a
residence in Barrigada in 2009. Net metering allows
the GPA customer to offset power consumption by
generating renewable energy such as solar power.
The renewable power incentive program was made
possible by passage of PL. 27-132 and adoption
by the Public Utilities Commission. The legislation
was intended to encourage the use of new power
generation technologies to defer the need for
additional capital investment by GPA.

GPA ANNUAL REPORT 2009

17



Accomplishment: Accomplishment:
GPA bond ratings reflect confidence Vegetation control reduces outages

In early, 2009 GPA received official notice from Fitch Ratings Service, a bond rating

company, that the Authority’s rating of BB+ with a positive outlook, was affirmed. The During 2009, GPA outsourced tree trimming services along major transmission

upgrade is a positive step toward restoring GPA's investment grade bond rating.* The lines across much of the |sIand'. Heavy vegetation near or under pgwer lines .has
attainment of this goal will save ratepayers many millions of dollars in interest in future caused frequent outages, particularly for central and southern residents during
years. tropical storms. In addition, GPA contracted additional tree trimming services -

aimed at distribution lines in residential areas that have been experiencing
forced outages due to tree limbs coming in contact with power lines.

F itc h recog n ized G PA’S cont i n ued p rog ress Vegetation Control was met with significant success. A second phase
. involving returning to village neighborhoods and trimming vegetation
a nd nOted the SOI |d traCk reco rd Of along utility easements in the next fiscal year will create a need for
. more contractual resources to reduce the number of outages
G PA’S g overnance structu Fe, continu ed caused by vegetation. Areas already served include Inarajan,

Ordot/Chalan Pago, Barrigada, Santa Rita and Agat.

improvements on system reliability, an
improved financial profile, and a good
working relationship between GPA, the
CCU and the PUC as reasons for the vote of
confidence.

Fitch noted that forany upward grade to occur, the Authority must continue toimproveiits
debt service coverage ratio and its liquidity level. GPA’s collection of past due streetlight
billings was highlighted as a key step towards restoring an investment grade rating for
the Authority.

*In June 2010, Fitch again upgraded GPA’s bond rating to an investment-grade rating of
BBB-.

Accomplishment:

$150K grant linked to GPA security program

A grant for $150,000 was awarded through the Homeland Security Grant Program to
fund security gates at GPA facilities. The secure stations, which will be completed by
August 2011, are a key element in GPA's expanding security program.

The project is also an example of the Authority’s commitment to take full advantage
of alternative funding sources for its capital improvement program, which includes
expansion of its grants applications and grants management capabilities.
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“Pay By Phone” added to payment options

GPA residential customers began using a new “Pay By Phone” option to pay their power bills in 2009. Visa® and
MasterCard® debit or credit cards are accepted. Customers may also pay by mail, online or in person at any of

several GPA payment centers.

Customer-friendly services online

GPA customers began using a centralized web resource at www.guampowerauthority.com for their account
management needs.“For My Home"is a section for residential customers who can use PayGPA to pay their power

bills online, quickly find answers about starting/
stopping/moving service, and even learn ways
to save power. Likewise, GPA business customers
have their own section, “For My Business” tailored
to their needs.

A third section, “GPA Information” section focuses
on the wide ranging aspects of the Authority’s
business. The latest information about rates,
employment options, procurement, news releases
and any other aspect of the Authority’s operations
is posted in the GPA Information section. The
website was created to help even first time visitors
navigate www.guampowerauthority.com easily to
zero in on to information they need.

Faer My Home  For Wy Business G indersaton

GUAM POWER AUTHORITY

\i The power of ideas for a changing world

" For My Home

For My Business B

Groundwork laid for pre-paid meters

A pilot project to determine the feasibility of pre-paid meters for residential customers was
launched in 2009. One hundred households—primarily those of GPA employees—have
volunteered to participate in the project, which is spearheaded by the GPA Engineering
Department. The technology used in the project has features that easily interface with the
Authority’s existing computer systems.

In the future, pre-paid meters will allow residential customers to manage their electric utility
accounts. Families will be able to manage their accounts by monitoring consumption and
conservation of electricity. Instead of monthly bills and security deposits, customers will be
able to choose the payment schedule that is best suited for their personal needs. If the pilot
project is successful, GPA will offer pre-paid meters to those residential customers who would
like to “make the switch.”



Community outreach

Throughout its 40 plus years of history, the Guam Power
Authority and its employees have served the community on
many levels. In 2009, the nearly 600 GPA employees continued
this tradition by participating in initiatives and programs
aimed at strengthening community spirit.

GPA employees have forged a special connection with the
island’s manhoben (youth) and manamko (senior citizens)
while emphasizing a conservation spirit toward the island’s GPA s activity-based
. . learning materials show
resources and caring for those in need.

young people how their

. . own habits impact their
During the annual Public Power Week, employees planted families’ power bills.

trees, visited both St. Dominic’s Senior Care Center and Guam
Memorial Hospital’s pediatric unit, and presented donations
through the “Power of One” program to the Catholic Social
Services food bank and the Gift of Life infant blood bank.

Through the year, GPA provided school children with coloring
books and activity brochures with the theme of saving power.
High school students and counselors received information
about careers in energy and GPA’s educational opportunities.
Other projects included support of health, wellness and life
awareness efforts including the annual Relay for Life and the
Home & Good Life Expo.

GPA’s Power of One: The Gift Of Life (infant blood bank)

L B = = _a:_

This year for the first time, the Guam Chamber of Commerce
honored GPA with an award for island beautification in
recognition of GPA’s Village Tree Planting program.

."': : E %
GPA Tree Planting/Trash Drum Ceremony, Adacao Elementary School GPA 3- Mile Fun Run-Walk for employees/families/friends at War of Pacific Park GPA/PPW Rock-N-Bowl Night Home & Good Life Expo St. Dominic’s Senior Care visit Guam Memorial Hospital Pediatric visit
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361 South Marine Corps Drive
Tamuning, GU 96913-3911
USA

Tel: (671)646-3884

Fax: (671)649-4932
www.deloitte.com

INDEPENDENT AUDITORS' REPORT

The Board of Commissioners
Consolidated Commission on Utilities:

We have audited the accompanying statements of net assets of Guam Power Authority (GPA), a
component unit of the Government of Guam, as of September 30, 2009 and 2008, and the related
statements of revenues, expenses and changes in net assets and of cash flows for the years then ended.
These financial statements are the responsibility of GPA's management. 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 of
material misstatement. An audit includes consideration of internal control over financial reporting as a
basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of GPA’s internal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such financial statements present fairly, in all material respects, the financial position of
GPA as of September 30, 2009 and 2008, and the changes in its net assets and its cash flows for the
years then ended in conformity with accounting principles generally accepted in the United States of
America.

As discussed in Note 16, GPA restated its 2008 financial statements to reflect the effects of the
redesignation of the Government of Guam Defined Benefit Pension Plan from a single-employer plan to
a cost-sharing multiple-employer plan, in conformity with the accounting principles generally accepted
in the United States of America.

The Management’s Discussion and Analysis on pages 1 through 8 is not a required part of the basic
financial statements but is supplementary information required by the Governmental Accounting
Standards Board. This supplementary information is the responsibility of GPA’s management. We
have applied certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the supplementary information. However,
we did not audit the information and express no opinion on it.
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Deloitte Touche Tohmatsu

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. The accompanying supplementary schedules on pages 37 through 41, are presented for
purposes of additional analysis and are not a required part of the basic financial statements. These
schedules are the responsibility of GPA’s management. Such information has been subjected to the
audit procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated
in all material respects in relation to the basic financial statements taken as a whole.

In accordance with Government Auditing Standards, we have also issued our report dated February 27,
2010, on our consideration of the GPA’s internal control over financial reporting and 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 testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on the
internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be considered in assessing
the results of our audit.

AR

February 27, 2010
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GUAM POWER AUTHORITY

Management Discussion and Analysis
Year Ended September 30, 2009

The following is a discussion and analysis of GPA’s financial performance for the fiscal year ended
September 30, 2009.

Sales

GPA’s sales have been trending downward for the last few years as is shown by the graph below. While the
number of customers is growing, the average usage is declining as a result of conservation efforts by many of
GPA’s customers. These conservation measures are the result of the steep increases in the fuel portion of the
bill for the last few years. GPA expects to see positive growth for Fiscal Year 2011 as conservation
measures become fully realized, the impacts of the military buildup begin to show up, and as the economy
begins to recover from the impact of the world-wide economic crisis.

Sales Activity (kWh)
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More detailed information regarding GPA’s sales by class and year is shown below.
Annual Electric Sales

Consumption (in kilowatt hours) 2009 to 2008 Comparison

Increase/

Rate Class FY09 FYO08 FY07 (Decrease) % Change
Residential 471,384,720 471,060,549 485,931,336 324,171 0.07%
Small General Non Demand 54,083,247 53,484,286 53,555,258 598,961 1.12%
Small General Demand 209,356,703 210,541,167 207,268,006 (1,184,914) (0.56)%
Large General 323,331,267 350,006,359 346,874,493  (26,675,092) (7.62)%
Private St. Lights’ 630,549 604,433 591,728 26,116 4.32%
Small Gov’t Non Demand 12,719,408 12,878,413 13,563,297 (159,005) (1.23)%
Small Gov’t Demand 102,530,794 105,168,995 106,263,972 (2,638,201) (2.51)%
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GUAM POWER AUTHORITY

Management Discussion and Analysis
Year Ended September 30, 2009

Large Gov’t Demand 81,743,867 80,151,222 80,430,792 1,592,645 1.99%
Public St. Lights’ 9,351,639 9,634,418 9,865,631 (282,779) (2.94)%
US Navy 359,520,521 341.392.577 330,277,668 18.127.944 5.31%
Total 1,624,652,715 1,634,922,869 1,634,622,181  (10,270,154) (0.63)%

GPA believes the decline in the Large General customer class is driven more by the decline in the tourism
industry related to world-wide economic slowdown rather than by conservation measures.
Customer Count

Number of Customers 2009 to 2008 Comparison

Increase/

Rate Class FY09 FYO08 FY07 (Decrease) % Change
Residential 40,254 39,418 38,828 836 2.12%
Small General Non Demand 3,078 3,073 3,050 5 0.16%
Small General Demand 1,573 1,550 1,526 23 1.48%
Large General 171 170 170 1 0.59%
Private St. Lights’ 563 555 540 8 1.44%
Small Gov’t Non Demand 566 573 599 @) (1.22)%
Small Gov’t Demand 439 440 461 (1 (0.23)%
Large Gov’t Demand 56 56 56 - 0.00%
Public St. Lights’ 146 147 149 (1) (0.68)%
US Navy 1 1 1 1 0.00%
Total 46,847 45,983 45,384 _864 1.88%

Even though individual customers have been taking measures to conserve energy, the total number of GPA’s
customers continues to increase.

Explanation of Net Decrease in Net Assets

The $14 million net decrease in net assets is made up of many factors. GPA was projecting a $3.5 million
net loss for the year as a result of the Public Utilities Commission’s decision to defer the FY08 rate increase
to March 1, 2009 and have the Authority apply the cash proceeds from a collected receivable against the
expenses. Additionally, GPA forecast non-fuel revenues of $144 million; however, the actual numbers came
in at $134 million. Finally, GPA’s interest expense increased by $1 million due mostly to increased interest
costs associated with the commercial paper program and investment income was approximately $1 million
lower than projected. GPA made cuts to its budget for the year when it became apparent the revenue forecast
would not be realized; however, much of this effort was offset when the generator overhaul (discussed in the
variance analysis below) exceeded budgeted levels.

Liquidity Study

The silver lining of these events is that it has highlighted some ongoing liquidity issues faced by GPA. GPA
has hired a consultant to conduct a liquidity study with the purpose of recommending liquidity targets to be
considered in the context of future rate actions. The Consolidated Commission on Utilities (GPA’s
governing board) and the Public Utilities Commission (PUC) have both been receptive to the need for
improving GPA’s liquidity. GPA is targeting the middle of Fiscal Year 2010 for a final decision from the
PUC regarding the proposed liquidity targets. GPA is also putting together a 10 year financial management
plan to file with the PUC to help ensure current rate actions are taken with a view to the long term impact on
the utility.
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GUAM POWER AUTHORITY

Management Discussion and Analysis
Year Ended September 30, 2009

Rate Activity

GPA filed a petition for a two phased rate implementation in October 2007. The Phase I rate relief went into
effect on March 1, 2008. GPA filed an addendum to the Phase I petition in November 2009 and the Phase II
rate relief of approximately 2.8% is expected to go into effect on March 1, 2010.

Public Utilities Commission

Since the Consolidated Commission on Utilities first assumed governance of the Authority in January 2003,
the relationship between the Authority and the PUC has been on a steady track of continued improvement.
There were some significant changes at the PUC during 2009 and GPA is pleased that the spirit of mutual
respect and cooperation has continued through the changes that have taken place. One of the most important
changes has been the willingness to entertain Authority petitions on a monthly basis as opposed to a
quarterly basis. This has enabled the Commission to move more swiftly on the various petitions filed by the
Authority.

GPA filed a petition with the PUC for its first base rate increase in nearly 10 years in October 2007. The
petition included a two phase rate increase with a $17.9 million increase in Phase I and the remaining $9
million in Phase II. The Authority was awarded an increase equivalent to $16.3 million with an effective
date of March 1, 2008. Part of the increase was deferred to March 1, 2009 when GPA received the $13.5
million payment for past due streetlight billings. The Phase II increase of $10.6 million is expected to go
into effect on March 1, 2010.

The PUC has established a Phase IIl proceeding to address issues related to a Working Capital Fund
Surcharge to provide a mechanism to ensure the utility is always in compliance with the Working Capital
Requirement of its bond indenture agreement.

Bond Ratings

Despite the difficulties posed by the crisis in the U.S. capital markets, GPA has maintained an investment
grade rating with Standard & Poor’s and near investment grade ratings with Moody’s and Fitch. GPA plans
to meet with all three rating agencies in mid-Fiscal Year 2010 and believes investment grade ratings can be
achieved from all three agencies.

Future Borrowing

GPA is planning for a bond offering in the summer of 2010. GPA is anticipating seeking financing for its
planned Smart Grid program, some small transmission and distribution projects, and a new office complex to
house most of its operations in a single location. GPA received terms and conditions for a Smart Grid grant
award from the U.S. Department of Energy. The grant matches 50% of the project costs of GPA’s $33.2
million Smart Grid program and allows GPA 120 days to show evidence of the ability to fund its share of the
project cost.

Military Buildup

GPA is working with the U.S. Department of Defense (DOD) in planning to ensure there is adequate
capacity to serve the load of military projects targeted for the island. The current best estimate of the
additional load from the buildup is 30 megawatts with an additional 25 megawatts of transient load. GPA
believes there is sufficient generation capacity currently in the system to meet the planned load requirements.
DOD has also expressed that a preferred solution to complement GPA's existing generation system is to re-
condition up to five peaking/emergency combustion turbine units. GPA is working with DOD to identify
transmission and distribution projects that would be required to meet the military service requirements.
DOD has been committed to the principle of ensuring the civilian community is not negatively impacted by
the cost of the buildup.

30 GPAANNUAL REPORT - FINANCIAL SECTION 2009

GUAM POWER AUTHORITY

Management Discussion and Analysis
Year Ended September 30, 2009

Retirement Accounting

GPA had been preparing its Board for the addition of a significant retirement liability resulting from the
Governmental Accounting Standards Board (GASB) Statement 45. However, the Government of Guam has
made a determination that the Government of Guam retirement plans are multi-employer pension plans for
purposes of GASB Statements 27 and 45 and therefore, accrual of unfunded obligations to the plan are no
longer required. This change is reflected in the Fiscal Year 2008 financial statements.

Certified Technical Professional Legislation

Shortly after the Consolidated Commission on Utilities took office in January 2003, GPA management began
a high level assessment of manpower. Two main observations were made: 1) Nearly half of the Authority’s
workforce would become eligible for retirement within the next 10 years, and 2) there was a pattern
developing of highly skilled employees leaving the Authority for higher paying jobs both on-island and oft-
island. GPA identified both of these observations as threats to the utility. The issue of the aging workforce
was a threat because there is a very limited pool of skilled workers on the island and the location of Guam
poses a significant impediment to recruitment. GPA does not have the ability to attract labor from a
neighboring utility without substantial lifestyle changes. The employee exodus was highlighting the problem
that the Government of Guam pay structure to which the Authority was subject to had not been adjusted
since the early 1990’s.

To highlight the problem the pay scales were posing, GPA was allowed to offer $26,000 per annum to entry
level engineers and $24,000 per year to entry level accountants. Engineering graduates on the mainland were
commanding more than twice that amount and accounting graduates on the mainland were receiving nearly
twice the amount for which GPA was allowed to offer. However, the pay disparity was not only evident in
professional positions, but GPA also encountered a series of employees who were finding their skills as
linemen were in high demand in other utilities. GPA was paying its linemen approximately $13/hr whereas
utilities in the mainland were offering nearly $30/hr. Some utilities were offering bonuses as high as
$25,000 for linemen willing to come work at their utilities.

In response to this threat, GPA engaged the Guam Legislature in a dialog to address the situation faced by
the Authority. The discussions resulted in the passage of Public Law 28-113 signed into law in April 2006
which authorized the Consolidated Commission on Ultilities (CCU) to have authority over the establishment
of pay scales for certified, technical and professional employees of the Authority. Under the terms of the
rules promulgated by the CCU and approved by the Guam Legislature, the Authority conducted a study
comparing market wages for utility positions in the mainland with the wages paid by the Authority. When
the study was completed, it revealed the pay disparity was much worse than believed. More than 99% of all
positions within the Authority were in the bottom 5% on the bell curve of utility wages. GPA recognized
that while there was an immediate problem of highly skilled operations personnel leaving the utility, there
was a gathering threat on the horizon for other highly skilled positions within the Authority including
accountants, human resource personnel, procurement personnel, and customer service personnel. Based on
these findings, GPA expanded its definition of highly skilled personnel to include these professions.

In January 2008, GPA made the initial move to bring all Authority wages up to the fifth percentile. The cost
of this action, including benefits, was $3.0 million. In January 2009, GPA made a second adjustment to
bring all Authority wages to the high 10" percentile/low 15™ percentile. The cost of this action, including
benefits, was $2.1 million. GPA deferred any adjustment to wages for Fiscal Year 2010 due to budgetar%
shortfalls. At the pace GPA is currently on, it will reach its goal of having all employees at the 50
percentile by 2020. GPA’s total labor costs for Fiscal Year 2009 were $33 million which represents
approximately 8.5% of GPA’s total revenues for the year.

GPA ANNUAL REPORT - FINANCIAL SECTION 2009 31



GUAM POWER AUTHORITY

Management Discussion and Analysis
Year Ended September 30, 2009

Since raising the issue of personnel costs with the Guam Legislature, the Port Authority of Guam, the Guam
International Airport Authority, and the Guam Community College have all sought and received similar
wage scale authorizations. The Guam Legislature has also mandated a government-wide pay scale review of
all positions within the general government.

The Authority has been highly criticized throughout the Government of Guam and in the local media for the
actions it has taken with respect to the adoption of the new wage scale as authorized by the Guam
Legislature. GPA maintains that its actions were prudent and reasonable. GPA does not believe the
criticisms of its actions in this regard have any rational basis.

Commercial Paper Credit Agreement

Fiscal Year 2009 was one of the most challenging years ever faced by GPA. In the spring of 2007, GPA
issued a Request For Proposal to identify a replacement provider for its letter-of-credit facility backing up its
commercial paper program. GPA believed that with its improving record of performance, it would be able to
attract a bank to its program that would enable the conversion of the program back to a tax-exempt basis. In
August 2007, GPA became aware that its bond insurer was beginning to face some problems with
collateralized mortgage obligations it had insured. These problems impeded GPA’s effort to identify a
replacement credit facility. As the problems with the insurer grew worse, GPA’s ability to access capital
markets became impaired. In July 2008, GPA became unable to market its commercial paper with the
insurer as part of the program. GPA’s financial advisor had indicated that GPA’s paper would be marketable
if the program was de-linked from the insurer. GPA’s current credit provider was unwilling to release the
insurer from the program and GPA was unable to attract an alternative credit provider with the credit markets
tightening. In August 2008, GPA negotiated a one-year period, with interest only payments on the $20
million outstanding balance while GPA either found another credit provider or made provisions to begin
repaying the credit facility over a three year period.

In November 2008, GPA’s insurer was downgraded creating a default situation with GPA’s credit
agreement. Fortunately, GPA’s credit provider was willing to work with GPA wherein the credit agreement
between the parties was converted to a loan with a four year amortization period at a market interest rate,
which resulted in the default situation being cured. Under the terms of the credit agreement, the credit
provider had the right to very stringent terms, however, the credit provider’s willingness to work with the
Authority was a significant factor in allowing GPA to weather this financial storm.

Shortly after the loan conversion was completed, the bond insurer lost its investment grade rating which
triggered a second default action on the part of GPA. GPA and its credit provider have entered into a
temporary rate agreement wherein the bank is retaining the right to declare a default on the part of GPA
continuing to allow the repayment of the loan with terms more favorable than the default interest rate, and is
continuing to work with GPA while we continue to seek an alternative credit provider.

Hedging Program

GPA initiated a revision to its hedging program in 2007 wherein it would target 50% of its fuel supply for
inclusion in hedging contracts. GPA’s program allows for zero cost dollar transactions wherein GPA is
protected against upward swings in the price of fuel above a call price but is required to pay a lower put price
in the event the price of fuel drops below the level of the put. When the bottom fell out of the fuel market,
GPA had 50% of its fuel costs hedged for nearly one year. Two of GPA’s hedge providers were comfortable
with GPA’s credit and the repayment provisions in GPA’s Levelized Energy Adjustment Clause (LEAC),
which assures the full recovery of any hedging losses. However, the third provider required the Authority to
put up margin call requirements. This placed the Authority under a severe cash flow strain.
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Table 1. Financial Data (in millions)

Statements of Net Assets (in millions)

2008 2007
2009 (As Restated) (As Restated)
Assets:
Current assets $ 176.1 $ 170.6 $ 162.0
Non-current investments 27.5 27.5 27.5
Other non-current assets 24.6 23.6 32.2
Utility plant 511.1 522.4 534.4
Total Assets $ 739.3 $ 744.1 $ 756.1
Liabilities:
Current liabilities $ 90.0 $ 655 $ 80.2
Non-current liabilities 500.9 516.2 523.9
Total Liabilities 590.9 581.7 604.1
Net Assets:
Invested in capital assets net of related debt 16.3 14.8 15.0
Restricted 53.1 56.7 51.5
Unrestricted 79.0 90.9 85.5
Total Net Assets 148.4 162.4 152.0
$ 739.3 $ 744.1 $ 756.1
Results of Operations (in millions)
2008 2007
2009 (As Restated) (As Restated)
Revenues $ 388.9 $ 370.6 $ 306.7
Total operating and maintenance expense 366.8 341.6 270.3
Operating earnings 22.1 29.0 36.4
Interest income 2.0 3.5 4.2
Other non-operating revenues (expense), net 41.7) (27.0) (50.8)
Income (loss) before capital contributions (17.6) 5.5 (10.2)
Capital contributions 3.6 4.9 3.0
Change in net assets $ (14.0) $ 104 $ _(12)

Explanations of Variances

The restatement pertains to the re-designation of the Defined Benefit (DB) Plan by GovGuam’s Department
of Administration, on behalf of the Government of Guam, from a single-employer plan to a cost-sharing
multiple-employer plan. Please refer to note 16 of the accompanying financial statements for additional
details concerning information on this restatement.

The increase in current assets is largely driven by the increased carrying value of fuel.

Other non-current assets are decreasing from the 2007 level of $32.2 million as a result of continued
collections of long outstanding receivables from Government of Guam.
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The Utility plant decreases are resulting from the cash strains GPA has been under in recent years. These
should be addressed by the series of rate actions planned with the PUC.

Current liabilities are within the expected range of fluctuation caused by the timing of fuel deliveries. A
component of the increase is also related to the increased cost of fuel recorded in the fuel payable.

The decreases in non-current payables are the result of principal payments on GPA’s outstanding debt.

The increases in revenues and operating expenses are driven by the increase in fuel prices and the
corresponding increases in GPA’s LEAC where the high fuel costs are recovered. Energy sales were down
slightly year over year for the three year period. This is the result of significant conservation efforts taking
place among GPA ratepayers.

GPA’s other production costs increased nearly $4.6 million from Fiscal Year (FY) 2008 to FY2009. During
the year, GPA performed some catch-up maintenance on some of its generation units. The inability to keep
pace with maintenance needs has been a major driver behind GPA’s recent rate requests. GPA had an
overhaul planned for the Cabras #2 generator for FY2008 which was pushed into FY2009. This caused the
FY2008 costs to be lower than expected and the FY2009 costs to be higher than normal. In addition, when
the Cabras #2 overhaul was performed, GPA learned that additional work was required on the boiler beyond
what was included in the spending plan.

The other revenue and expense numbers are impacted by the write-off of a streetlight receivable from the
Government of Guam in 2007 and the reversal of the write-off when the amount was collected from the
Government in 2008.

The factors that led to the net decrease in net assets were the starting point of negative $3.5 million, the $10
million difference between actual sales and the forecast, the shortfall in investment income and the additional
commercial paper interest. GPA attempted to cut its budget to adapt to the revenue shortfall; however, many
of the budget reductions were offset by the increased costs in other production.

Capital Asset Activities

There were no major capital asset activities for FY09 other than described in note 18 in the accompanying
financial statements. Most of the capital activities were related to line extension and repair projects and
minor plant improvement projects.

Long Term Debt Activities

There were no long term debt activities during the year other than described in note 6 in the accompanying
financial statements.

Commitments for Capital Expenditures

The 2010 capital improvement project budget is approximately $24.6 million.

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.
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Management’s Discussion and Analysis for the years ended September 30, 2008 and 2007 is set forth in
GPA’s report on the audit of financial statements which is dated March 31, 2009. That Discussion and
Analysis explains in more detail major factors impacting the 2008 and 2007 financial statements. A copy of
that report can be obtained by contacting the Financial Controller or from GPA’s website at the addresses
noted below.

For additional information about this report, please contact Mr. Randall V. Wiegand, Chief Financial Officer,

Guam Power Authority, P.O. Box 2977, Hagatia, Guam 96932-2977 or visit the website at
www.guampowerauthority.com.
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ASSETS

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
Escrow account - restricted
Self-insurance fund - restricted

Total cash and cash equivalents
Short-term investments held by trustee

Accounts receivable, net
Current installments of long-term receivables

Total current receivables

Materials and supplies inventory, net
Fuel inventory
Prepaid expenses

Total current assets

Regulatory assets:
Deferred fuel costs, net
Deferred typhoon losses
Cancelled unit, net of amortization

Total regulatory assets

Utility plant, at cost:
Electric plant in service
Less accumulated depreciation

Construction work in progress
Total utility plant

Other non-current assets:
Investments - bond reserve funds held by trustee
Long-term receivables, less current installments
Unamortized debt issuance costs
Deferred asset, net
Other assets

Total other non-current assets

See accompanying notes to financial statements.
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$

2008
(As Restated,
2009 see Note 16)
17,345,795 $ 17,592,267
32,435,531 27,681,744
11,186,192 11,293,886
1,953,743 5,500,000
3,609,565 2,233,834
66,530,826 64,301,731
698,564 1,984,049
36,788,152 45,102,705
5,352,292 4,811,962
42,140,444 49,914,667
12,365,580 12,632,930
53,693,177 40,990,313
698,049 729,962
176,126,640 170,553,652
4,764,848 -
- 2,470,992
502,180 624,356
5,267,028 3,095,348
856,904,413 837,756,513
(355,748,260) (329,522,068)
501,156,153 508,234,445
9,950,817 14,187,283
511,106,970 522,421,728
27,488,268 27,488,268
8,596,342 11,076,108
4,121,672 4,288,877
3,346,370 3,505,720
1,067,335 1,713,347
44,619,987 48,072,320
737,120,625 $ 744,143,048

GUAM POWER AUTHORITY

Statements of Net Assets, Continued
September 30, 2009 and 2008

2008
(As Restated,
LIABILITIES AND NET ASSETS 2009 see Note 16)
Current liabilities:
Short-term debt $ - $ 20,000,000
Current maturities of long-term debt 24,873,600 7,080,000
Current obligations under capital leases 8,028,667 7,113,678
Deferred payment agreement 3,485,380 -
Accounts payable:
Operations 13,122,272 12,643,874
Fuel 21,302,544 858,436
Payable to federal government 872,021 177,025
Accrued payroll and employees' benefits 904,042 1,034,601
Current portion of employees' annual leave 1,385,384 1,116,800
Interest payable 10,866,041 10,902,571
Customer deposits 5,212,706 4,560,829
Total current liabilities 90,052,657 65,487,814
Regulatory liabilities:
Deferred fuel revenue, net - 4,580,169
Provision for self-insurance 3,609,565 2,233,834
Total regulatory liabilities 3,609,565 6,814,003
Long-term debt, net of current maturities 362,746,640 368,932,816
Employees’ annual leave, net of current portion 1,384,415 1,224,717
Obligations under capital leases, net of current portion 117,129,040 125,157,381
DCRS sick leave liability 1,559,545 1,292,473
Deferred revenues 12,264,370 12,848,388
Total liabilities 588,746,232 581,757,592
Commitments and contingencies
Net assets:
Invested in capital assets, net of related debt 16,331,203 14,762,209
Restricted 53,066,840 56,331,082
Unrestricted 78,976,350 91,292,165
Total net assets 148,374,393 162,385,456
$ 737,120,625 $ 744,143,048

See accompanying notes to financial statements.
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Revenues:
Sales of electricity
Miscellaneous

Bad debt expense

Total 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):
Recovery of GovGuam receivable
Interest revenue
Allowance for funds used during construction
Other expense
Interest expense

Total non-operating revenues (expense), net
(Loss) income before capital contributions

Capital contributions:
Grants from the United States Government

Change in net assets
Net assets at beginning of year

Net assets at end of year

See accompanying notes to financial statements.
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2008
(As Restated,
2009 see Note 16)
388,004,036 $ 368,957,936
1,520,926 2,586,523
389,524,962 371,544,459
(577,333) (920,484)
388,947,629 370,623,975
254,372,323 237,062,567
24,630,931 20,083,143
279,003,254 257,145,710
26,682,265 25,154,207
27,596,710 27,169,664
19,180,679 18,882,846
11,140,950 10,283,950
3,241,855 2,979,209
366,845,713 341,615,586
22,101,916 29,008,389
- 13,488,544
2,063,111 3,500,762
- 686,341
(1,456,985) (1,774,370)
(40,339,759) (39,470,978)
(39,733,633) (23,569,701)
(17,631,717) 5,438,688
3,620,654 4,926,028
(14,011,063) 10,364,716
162,385,456 152,020,740
148,374,393 § 162,385,456

GUAM POWER AUTHORITY

Statements of Cash Flows

Years Ended September 30, 2009 and 2008

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:
Withdrawal from (deposit to) short-term investments
Interest and dividends on investments and bank accounts

Net cash provided by investing activities

Cash flows from noncapital financing activities:
Self insurance fund receipts
Payment of short-term debt
Interest paid on short-term debt, deferred payment
agreements and deposits

Net cash (used in) provided by noncapital financing activities

Cash flows from capital and related financing activities:
Additions to utility plant
Principal paid on bonds
Interest paid on bonds
Principal paid on capital leases
Interest paid on capital leases
FEMA receipts

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 $

See accompanying notes to financial statements.

2009

2008

(As Restated,
see Note 16)

394,514,331 §

(301,444,542)
(29,583,850)

394,715,367
(304,470,114)

(28,503,967)

(1,927,116) (2,006,013)
61,558,823 59,735,273
1,285,485 (1,984,049)
1,462,991 2,870,787
2,748,476 886,738
3,846,723 2,395,984
(2,500,001) -
(2,269,202) (990,982)
(922,480) 1,405,002
(17,616,761) (16,872,325)
(7,080,000) (6,770,000)
(20,622,156) (19,869,766)
(7,113,352) (6,304,602)
(15,970,951) (16,779,702)
7,247,496 4,447 864

(61,155,724)

(62,148,531)

2,229,095 (121,518)
64,301,731 64,423,249
66,530,826 $ 64,301,731
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Organization and Summary of Significant Accounting Policies

2008
(As Restated,
2009 see Note 16)
Reconciliation of operating earnings to net cash provided by
operating activities:
Operating earnings $ 22,101,916 $ 29,008,389
Adjustments to reconcile operating earnings to net cash
provided by operating activities:
Recovery of bad debt - 13,488,544
Depreciation and amortization 27,596,710 27,169,664
Bad debts 577,333 920,484
(Increase) decrease in assets:
Accounts receivable 4,821,476 1,382,310
Long-term receivables 1,939,436 3,639,845
Materials and supplies inventory 267,350 (211,900)
Fuel inventory (12,702,864) (7,406,759)
Prepaid expenses 31,913 61,246
Deferred fuel costs (4,764,848) 2,141,464
Other assets 646,012 110,011
Increase (decrease) in liabilities:
Accounts payable - fuel 20,444,108 (16,453,762)
Accounts payable - operations 478,398 1,980,249
Deferred payment agreements 3,485,380 (1,101,681)
Customer deposits 651,877 80,040
Deferred fuel revenue (4,580,169) 4,580,169
Accrued payroll and employees’ benefits (130,559) (89,391)
Employees’ annual and sick leave 695,354 436,351
Net cash provided by operating activities $ 61,558,823 § 59,735,273

See accompanying notes to financial statements.
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Organization

The Guam Power Authority (GPA) is a component unit of the Government of Guam (GovGuam).
GPA provides electrical services on Guam to residential, commercial and Government of Guam
customers and to the U.S. Navy under a customer supplier agreement. GPA is governed by the
Consolidated Commission on Ultilities (CCU), an elected five member board. GPA is subject to
the regulations of the Public Utilities Commission of Guam (PUC) and has adopted the Uniform
System of Accounts prescribed by the Federal Energy Regulatory Commission (FERC). Because
of the rate-making process, certain differences arise in the application of accounting principles
generally accepted in the United States of America between regulated and non-regulated
businesses. Such differences mainly concern the time at which various items enter into the
determination of net earnings in order to follow the principle of matching costs and revenues.

Basis of Accounting

The accounting policies of GPA conform to accounting principles generally accepted in the United
States of America, as applicable to governmental entities, specifically proprietary funds. GPA
utilizes the flow of economic resources measurement focus. The Governmental Accounting
Standards Board (GASB) is the accepted standard-setting body for establishing governmental
accounting and financial reporting principles. GASB Statement No. 20, “Accounting and
Financial Reporting for Proprietary Funds and Other Governmental Entities that Use Proprietary
Fund Accounting” requires that proprietary activities apply all applicable GASB pronouncements
as well as Statements and Interpretations issued by the Financial Accounting Standards Board
(FASB), Accounting Principle Board Opinions and Accounting Research Bulletins of the
Committee on Accounting Procedures issued on or before November 30, 1989. GPA has
implemented GASB 20 and elected not to apply FASB Statements and Interpretations issued after
November 30, 1989.

Net Assets

Net assets represent the residual interest in GPA’s assets after liabilities are deducted and consist
of four sections: invested in capital assets, net of related debt; restricted expendable and
nonexpendable, and unrestricted. Net assets invested in capital assets, net of relatedp debt, include
capital assets, restricted and unrestricted, net of accumulated depreciation, reduced by outstanding
debt net of debt service reserve. Net assets are reported as restricted when constraints are imposed
by third parties or enabling legislation. All of GPA’s restricted net assets are expendable. All
other net assets are unrestricted.

Accounting Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and 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.

Income Taxes
As an instrumentality of GovGuam, GPA and all property acquired by or for GPA, and all
revenues and income there from 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.
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Utility Plant

Utility plant 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. Contributions in aid of construction are deducted from the cost of the
utility plant. Current policy is to capitalize items over $1,000.

Depreciation

Depreciation is computed under the straight-line method over the estimated useful lives of the
respective assets (5-60 years for plant assets).

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.

Cash and Cash Equivalents

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.

Investments

GPA values its investments based on fair values in accordance with GASB Statement No. 31.

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.
All annual leave credit is convertible to pay upon termination of employment. The maximum
accumulation amount of annual leave 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. At the time of retirement or termination of service, up to
100 hours of excess annual leave existing at February 28, 2003 may be credited to sick leave and
the remainder of the excess leave, if any, shall be lost. Public Law 27-106 does not allow lump
sum compensation or retirement credit for annual leave in excess of three hundred twenty (320)
hours.

Deferred Asset and Deferred Revenues

The deferred asset and deferred revenues arose as a result of the Bond Reserve Fund Forward
Delivery Agreement entered into in September 2000. The deferred asset represents termination
fees and closing costs and the deferred revenues represent the gross proceeds that will be deferred
and amortized on a straight line basis over the average remaining life of the 1993 and 1999 bonds.
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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.
Unbilled receivables at September 30, 2009 and 2008 are $7,986,423 and $9,268,449, respectively.

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 collectibility of these accounts and prior collection experience. The allowance
is established through a provision for bad debts charged to expense.

Operating and Non-Operating Revenue and Expenses

Operating revenues and expenses generally result directly from the operation and maintenance of
GPA. 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.

Derivative Instruments

GASB Technical Bulletin No. 2003-1, Disclosure Requirements for Derivatives Not Reported at
Fair Value on the Statement of Net Assets, adopts many of the definitions established in Financial
Accounting Standards Board (FASB) Statement No. 133, Accounting for Derivative Instruments
and Hedging Activities, and clarifies guidance on derivative disclosures, pending the results of the
GASB?’s project on reporting and measurement of derivatives and hedging activities.

Disclosures required by Technical Bulletin 2003-1 for GPA’s fuel oil hedging activities are
included in note 15.

Technical Bulletin 2003-1 also adopts the FASB 133 exception for certain derivative transactions
that meet the criteria of “normal purchases and normal sales”. Power purchase agreements
generally meet the “normal purchases and normal sales” exception. Accordingly, the operations
and maintenance portions of GPA’s energy conversion agreements (see note 11) are excluded from
the Technical Bulletin requirements under the “normal purchases and normal sales” exception.

Fuel Oil Costs

Fuel oil costs increase or decrease billings to customers based on price changes in fuel oil
purchased by GPA. Under or over recoveries of fuel oil costs are recorded as deferred fuel cost
assets or deferred fuel revenue liabilities, respectively, in the accompanying statements of net
assets, 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. Cumulative unrecovered fuel costs amount to $6,921,597 at September 30, 2009. Over
recoveries of fuel cost amounted to $4,580,169 at September 30, 2008.
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Fuel Oil Costs, Continued

During the year ended September 30, 2009, PUC approved new fuel surcharges to recover the cost
difference between fuel inventory on hand against a base year. At September 30, 2009, cumulative
unrecovered fuel inventory costs amount to $78,475 and surcharges that have been billed but not
yet earned amounted to $2,235,224. The net amount of $2,156,749 is presented as a component of
deferred fuel costs, net at September 30, 2009.

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.

Unamortized Debt Issuance Costs

Unamortized debt issuance costs include costs related to the issuance of the Series 1993 and Series
1999 bonds. These costs are being amortized on the straight line method over the life of the
applicable debt, which approximates the effective interest method.

Canceled Unit

The canceled unit account consists of costs incurred in the refurbishment of the Weber Power
Barge. The barge refurbishment project was abandoned during the year ended September 30, 1994.
These costs are being amortized on a straight-line basis over the life of the bonds used to finance
the refurbishment costs.

Reclassifications

Certain balances in the 2008 financial statements have been reclassified to correspond with the
2009 presentation.

New Accounting Standards

During fiscal year 2009, GPA implemented the following pronouncements:

*  GASB Statement No. 52, Land and Other Real Estate Held as Investments by Endowments,
which improves the quality of financial reporting by requiring endowments to report their land
and other real estate investments at fair value, creating consistency in reporting among similar
entities that exist to invest resources for the purpose of generating income.

GASB Statement No. 55, The Hierarchy of Generally Accepted Accounting Principles for
State and Local Governments, which improves financial reporting by contributing to the
GASB?’s efforts to codify all GAAP for state and local governments so that they derive from a
single source.
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New Accounting Standards, Continued

*  GASB Statement No. 56, Codification of Accounting and Financial Reporting Guidance
Contained in the AICPA Statements on Auditing Standards, which incorporates accounting and
financial reporting guidance previously only contained in the American Institute of Certified
Public Accountants (AICPA) auditing literature into the GASB’s accounting and financial
reporting literature for state and local governments, and addresses three issues from the
AICPA’s literature - related party transactions, going concern considerations, and subsequent
events.

The implementation of these pronouncements did not have a material effect on the accompanying
financial statements.

In June 2007, GASB issued Statement No. 51, Accounting and Financial Reporting for Intangible
Assets, which addresses whether and when intangible assets should be considered capital assets for
financial reporting purposes. The provisions of this statement are effective for periods beginning
after June 15, 2009. The effect of the implementation of this statement on the financial statements
of GPA has not been determined.

In June 2008, GASB issued Statement No. 53, Accounting and Financial Reporting for Derivative
Instruments, which is intended to improve how state and local governments report information
about derivative instruments - financial arrangements used by governments to manage specific
risks or make investments - in their financial statements. The provisions of this statement are
effective for periods beginning after June 15, 2009. The effect of the implementation of this
statement on the financial statements of GPA has not been determined.

In December 2008, GASB issued Technical Bulletin No. 2008-1, Determining the Annual
Required Contribution Adjustment for Postemployment Benefits, which clarifies the requirements
of GASB Statement No. 27, Accounting for Pensions by State and Local Governmental
Employers, and Statement No. 45, Accounting and Financial Reporting by Employers for
Postemployment Benefits Other Than Pensions, for calculating the annual required contribution
(ARC) adjustment. The provisions of this statement are effective for periods beginning after
December 15, 2008. Management does not believe that the implementation of this statement will
have a material effect on the financial statements of GPA.

In March 2009, GASB issued Statement No. 54, Fund Balance Reporting and Governmental Fund
Type Delﬁnitions, which enhances the usefulness of fund balance information by providing clearer
fund balance classifications that can be more consistently applied and by clarifying the existing
%ovemmental fund type definitions. The provisions of this statement are effective for periods

eginning after June 15, 2010. Management does not believe that the implementation of this
statement will have a material effect on the financial statements of GPA.

Concentrations of Credit Risk

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, 2009 and 2008, GPA has cash deposits in bank accounts that 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 and notes
receivable from Government of Guam 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.
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(3) Cash and Investments
The bond indenture agreements for the 1993 and 1999 series revenue bonds (note 6) 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, 2009 and 2008, cash and cash equivalents held by trustees and by GPA in these
funds and accounts are as follows:
2009
Held By Trustee Held By GPA
Interest and Bond Other Bond
Principal Indenture Restricted Indenture
Funds Funds Funds Funds Total
Construction funds $ - $16,314,828 $ - $ - $ 16,314,828
Interest and principal funds 17,345,795 - 17,345,795
Bond funds - 2,232,491 - 2,232,491
Escrow account - - 1,953,743 - 1,953,743
Working capital funds - 14,586,776 - 3,000,000 17,586,776
Self-insurance fund - - 3,609,565 - 3,609,565
Revenue funds - - - 6,236,073 6,236,073
Operating funds - - - 1,695,449 1,695,449
Surplus funds - - - 254,670 254,670
$ 17,345,795  $ 33,134,095  $ 5,563,308 $ 11,186,192 $ 67,229,390
2008
Held By Trustee Held By GPA
Interest and Bond Other Bond
Principal Indenture Restricted Indenture
Funds Funds Funds Funds Total
Construction funds $ - $ 16,324,057 $ - $ - $ 16,324,057
Interest and principal funds 17,592,267 - - - 17,592,267
Bond funds - 4,818,992 - - 4,818,992
Escrow account - - 5,500,000 - 5,500,000
Working capital funds - 8,522,744 - 8,522,744
Self-insurance fund - - 2,233,834 - 2,233,834
Revenue funds - - - 5,142,405 5,142,405
Operating funds - - - 5,878,275 5,878,275
Surplus funds - - - 273,206 273,206
$ 17,592,267  $ 29.665.793  $ 7.733.834 $ 11.293.886 $ 66,285,780
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 is rating in the highest classification by S&P and Moody’s; and
money market funds rated AAAm or better by S&P.
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(3) Cash and Investments, Continued

A. Cash and Cash Equivalents

GASB Statement No. 3 previously required government entities to categorize cash to give an
indication of the level of risk assumed by the entity at year-end. The three categories are
described below:

Category 1 Insured or registered, or collateralized with securities held by GPA or its agent in
GPA’s name;

Category 2 Uninsured and unregistered, but collateralized with securities held by the broker's
or dealer's trust department or agent in GPA’s name; or

Category 3 Uninsured and unregistered, with securities held by the broker or dealer, or by its
trust department or agent but not in GPA’s name.

GASB Statement No. 40 amended GASB Statement No. 3 to eliminate disclosure for deposits
falling into categories 1 and 2 but retained disclosures for deposits falling under category 3.
Category 3 deposits are those deposits that have exposure to custodial credit risk. Custodial
credit risk is the risk that in the event of a bank failure, GPA’s deposits may not be returned to
it. Such deposits are not covered by depository insurance and are either uncollateralized, or
collateralized with securities held by the pledging financial institution or held by the pledging
financial institution but not in the depositor-government’s name. GPA does not have a deposit
policy for custodial credit risk.

As of September 30, 2009 and 2008, the carrying amount of GPA’s total cash and cash
equivalents and time certificates of deposit was $67,229,390 and $66,285,780, respectively,
and the corresponding bank balances were $67,310,332 and $64,799,789, respectively. Of the
bank balance amount as of September 30, 2009 and 2008, $4,135,581 and $10,089,550 is
maintained in financial institutions subject to Federal Deposit Insurance Corporation (FDIC)
insurance. As of September 30, 2009 and 2008, bank deposits in the amount of $2,171,052
and $2,629,162, respectively, were FDIC insured. Bank balances as of September 30, 2009
and 2008, also include $54,529,056 and $50,291,168, 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, 2009 and 2008, $10,610,224 and $11,879,459,
respectively, of cash and cash equivalents are subject to custodial credit risk.

B. Investments

GASB Statement No. 3 previously required government entities to present investment risks in
terms of whether the investments fell into the following categories:

Category 1 Investments that are insured or registered, or securities held by GPA or its agent
in GPA’s name;

Category 2 Investments that are uninsured or unregistered for which the securities are held by
the counterparty’s trust department or agent in GPA’s name; or

Category 3 Investments that are uninsured and unregistered, with securities held by the
counterparty, or by its trust department or agent but not in GPA’s name.
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Cash and Investments, Continued
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B. Investments, Continued

GASB Statement No. 40 amended GASB Statement No. 3 to eliminate disclosure for
investments falling into categories 1 and 2, and provided for disclosure requirements
addressing other common risks for investments such as credit risk, interest rate risk,
concentration of credit risk, and foreign currency risk. GASB Statement No. 40 retained and
expanded the element of custodial risk in GASB Statement No. 3.

As of September 30, 2009, GPA’s investment in debt securities, included in the bond reserve
fund, were as follows:

Moody’s
Amount Maturity Rating
Bond Reserve Fund:
First America Treasury (cash equivalents) $ 13,746,268 Aaa

13,742,000  October 1: 2009 A3
$ 27,488,268

HSBC Finance Commercial Paper

As of September 30, 2008, GPA’s investments in debt securities, included in the bond reserve
fund, were as follows:
S&P’s

Amount Maturity Rating

$ 13,746,268  October 1,2008  A-1+
13.742.000  October 1,2008  A-1

$ 27,488,268

Bond Reserve Fund:
Crimson Corporation
UBS Finance Delaware

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

Custodial credit risk for investments is the risk that in the event of the failure of the
counterparty to the transaction, GPA will not be able to recover the value of 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. At September 30, 2009 and 2008, $27,488,268 is
held in the name of a trustee for GPA, classified as category 3 and are subject to custodial
credit risk.

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 investments in any one issuer that represents five percent (5%) or more of total
of investments for GPA. As of September 30, 2009, GPA’s investments, including those
classified as cash equivalents, that exceeded 5% of total investments are as follows: First
America Treasury (36.94%) and HSBC Finance Commercial Paper (16.32%). As of
September 30, 2008, GPA’s investments, including those classified as cash equivalents, that
exceeded 5% of total investments are as follows: UBS Finance Delaware (22.31%), Crimson
Commercial paper (22.31%), and First American Treasury (28.56%).

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 reauired bv the Trustees.
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(4) Receivables

Accounts receivable at September 30, 2009 and 2008, are summarized as follows:

2009 2008
Customers:
Private $ 27,745,789 $ 33,662,426
Government 5,403.926 5.087.395
33,149,715 38,749,821
U.S. Navy 4,308,442 3,482,473
Federal Emergency Management Agency - 2,931,846
Interest 558,554 542,452
Others 2.347.747 4,057,569
40,364,458 49,764,161
Less allowance for doubtful receivables (3.576.306) (4,661.456)

$ 36,788,152 $ 45,102,705

Long-Term Receivables

Long-term receivables at September 30, 2009 and 2008 consisted of the following:

Installment payment agreement receivable from GovGuam
Public School System (GPSS) (now Guam Department of
Education, GDOE), resulting from conversion of past due
receivable, payable in three $500,000 payments in July,
August, September 2004, thirteen monthly installments of
$100,000 starting October 2004, with monthly installments
increasing by $25,000 annually each November until
payments reach $200,000 in November 2008, interest at
4.47% per annum, with the final installment due in July
2013, uncollateralized.

Note receivable from the GovGuam Department of Public
Works (DPW), due in 60 monthly installments of $75,000,
beginning May 2002, including interest at 4.35%, per annum,
with the final installments payment due in April 2007,
uncollateralized.

Receivable due from Guam Waterworks Authority (GWA),
payable monthly from a water rate surcharge, interest at 4.3%
per annum, uncollateralized.

Receivable due from GWA under a memorandum of

understanding (MOU), with monthly installments of $25,688,
non-interest bearing, starting October 2009.

Less current portion

2009

$ 8,325,628

390,377

3,998,968

1,233,661

13,948,634
(5,352.292)

§ _8.596.342

$ 10,288,409

390,375

5,209,286

15,888,070
(4,.811,962)
$ 11.076.108
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)

Long-Term Receivables, Continued

Scheduled maturities of long-term receivables are as follows:

Year ending September 30, Amount

2010 § 5,352,292
2011 3,856,021
2012 2,570,058
2013 2,170,263

§ 13,948,634

On June 23, 2009, GPA and GWA entered into a Memorandum of Understanding 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 by reducing the costs to each agency and passing on the lower costs to their
respective ratepayers and the community as a whole. The MOU also covers the repayment period
for prior services rendered by GPA amounting to $1,233,661.

Short-Term Debt

50

Movements in GPA’s short-term debt in 2009 and 2008 are as follows:

Outstanding Outstanding
October 1, 2008 Increases Decreases September 30, 2009

Note payable §$ 20,000,000 $ - $ 20,000,000 $ -

Outstanding Outstanding
October 1, 2007 Increases Decreases September 30, 2008

Note payable $ - $ 20,000,000 $ - $ 20,000,000
Taxable commercial paper 20,000,000 - 20,000,000 -
$ 20,000,000 $ 20,000,000 $ 20,000,000 $ 20,000,000

In March 2009, GPA converted its $20 million note payable to a three year loan, amortizing
monthly, with principal payments of $5 million per year at an interest rate at the bank’s prime rate
plus 2%, with a floor of 6.5%. Unpaid principal is due upon maturity. The loan is secured by a
pledge of revenues subordinate to the revenue pledge under the 1993 and 1999 Bond Series
indentures, and by $5 million required to be deposited in a collateral account with the bank. Of the
$5 million required, $3,608,375 was pledged through the self-insurance fund.

On April 24, 2009, GPA received a Notice of Event of Default related to the Amended and
Restated $20 million Credit Agreement with the Bank. The default was triggered by the
downgrade in the credit rating of GPA’s bond insurer. This default situation entitled the Bank to
charge the Authority a 15% default interest rate on the outstanding balance of the loan. On April
29, 2009, the Authority entered into a Temporary Rate Modification Agreement with the Bank
wherein the Bank will earn interest at the Bank’s Prime Rate plus 5% (but no lower than 6.5%),
which was 8.25% at September 30, 2009. The bank reserves the right to revert back to the default
interest rate without notice. The Authority has placed an additional $3 million unsecured deposit
with the Bank in addition to the previous $5 million deposit that serves as security for the Credit
Agreement.
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As a result of the default, the balance of the three-year loan is presented as a current liability in the
accompanying financial statements as the Bank reserves the right to call upon the unpaid balance

At September 30, 2009, deferred payments of $3,485,380 are due to a vendor, payable in various
monthly installments including interest at 4% to 5% per annum, due in September 2010.

(5) _ Short-Term Debt, Continued
(see note 6).
Deferred Payment Agreement:
(6) Long-Term Debt

Long-term debt at September 30, 2009 and 2008, is as follows:

2009 2008
Bonds:

1999 Series, initial face value of $349,178,601, interest at
varying rates from 5.0% to 5.25% per annum payable
semiannually in October and April, principal and
mandatory sinking fund payments payable in varying
annual installments commencing with a payment of
$2,950,000 in October 2000, increasing to $26,110,000 in
October 2034. $ 317,883,601 $ 321,933,601
1993 Series, initial face value of $100 million, interest at
5.25% per annum payable semiannually in October and
April, principal and mandatory sinking fund payments
payable in varying annual installments commencing with
a payment of $1,725,000 in October 1996, increasing to

$6,535,000 in October 2023. 70,175,000 73.205.000
388,058,601 395,138,601
Less current maturities (7,373.601) (7.080,000)
380,685,000 388,058,601
Less discount on bonds (4,597,790) (4,905,617)
376,087,210 383,152,984
Loss on defeasance, net of $8,649,379 and $7,769,781 of
accumulated amortization in 2009 and 2008, respectively (13,340,570) (14,220,168)
Total bonds $ 362,746,640 $ 368,932,816
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Bonds, Continued:

As of September 30, 2009, future maturities of long-term debt are as follows:

Total
Debt Service

Year ending September 30, Principal Interest
2010 $ 7,373,601 $ 19,687,813 $§ 27,061,414

(6)
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Long-Term Debt, Continued

2011

2012

2013

2014
2015 through 2019
2020 through 2024
2025 through 2029
2030 through 2034

2035

7,795,000
8,205,000
8,635,000
9,090,000
53,070,000
68,130,000
87,355,000
112,295,000
26,110,000

19,278,575
18,847,813
18,394,475
17,917,250
81,601,825
65,798,000
45,603,550
19,244,925

27,073,575
27,052,813
27,029,475
27,007,250
134,671,825
133,928,000
132,958,550
131,539,925
26,110,000

§ 388,058,601 §$ 306,374,226 $ 694,432,827

Proceeds of the 1993 series bonds, face value of $100 million, were used to finance acquisitions of
additional generating capacity, to construct additional transmission facilities, and to upgrade and
refurbish existing equipment.

Proceeds of the 1999 series bonds, face value of $349,178,601, were used to finance new projects
as specified in the bond indenture and to retire certain outstanding bonds and commercial paper
issued for the purpose of financing certain commercial paper projects.

All gross revenues of GPA have been pledged to repay the 1993 and 1999 series bond principal
and interest. The debt service for the 1993 and 1999 series bonds was $27,151,587 and
$26,955,841 for the years ended September 30, 2009 and 2008, respectively, or approximately
7.0% and 7.3%, respectively, of pledged gross revenues for those years.

Discounts associated with 1993 and 1999 bond series are being amortized using the effective
interest method over the lives of the bonds.

On September 28, 2000, GPA entered into a Bond Reserve Fund Forward Delivery Agreement
(the agreement) with the US Bank Trust National Association and Bank of America. In connection
with the agreement, GPA received cash, totaling $13.5 million, in October 2000 representing the
present value of interest income on certain invested bond proceeds.

Based on the terms of the agreement, gross proceeds totaled $17,521,029 while GPA incurred
termination fees and closing costs totaling $3,530,000 and $1,250,529, respectively. The $13.5
million in net proceeds included $759,500 of interest income earned as of the closing date of the
agreement. 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 deferred revenue in the accompanying
statements of net assets. The termination fees and closing costs amortization are reflected as a
deferred asset in the accompanying statements of net assets. The current year amortization of
deferred revenue and deferred asset is reflected as components of interest income and interest
expense, respectively, in the accompanying statements of revenues, expenses and changes in net
assets.
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The following summarizes deferred revenues and deferred asset at September 30, 2009 and 2008:

2009 2008
Deferred revenues $ 17,521,029 $ 17,521,029
Accumulated amortization (5.256.659) (4,672.641)

$ 12,264,370 $ 12,848,388

Deferred asset $ 4,780,529 $ 4,780,529
Accumulated amortization (1,434.159) (1,274.,809)

§ _3.,346,370 $ _3,505,720

Note Payable to Bank:

At September 30, 2009, note payable to bank of $17,499,999 is due on the $20,000,000 three year
loan, bearing interest at 8.25% per annum and presented as current due to default status resulting
from a ratings downgrade of GPA’s bond insurer (refer to note 5). The note is collateralized by a
pledge of revenues subordinate to bondholders under GPA’s bond issues and by $5 million
deposited in a collateral account with the bank. As of September 30, 2009, future maturities of this
note payable, assuming no accelerated payments are called upon, is as follows:

Total
Year ending September 30, Principal Interest Debt Service
2010 $ 5,000,000 $ 1,272,000 $ 6,272,000
2011 5,000,000 953,000 5,953,000
2012 7.499.999 270,000 7.769.999

$ 17,499,999 $ 2,495,000 $ 19,994,999

Changes in long-term liabilities are presented as follows:

Outstanding Outstanding

October 1, 2008 Increases Decreases September 30, 2009 Current
1993 Series bonds $ 73,205,000 $ - $ (3,030,000) $ 70,175,000 $ 3,190,000
1999 Series bonds 321,933,601 - (4,050,000) 317,883,601 4,183,601
Unamortized discount on bonds (4,905,617) - 307,827 (4,597,790) -
Loss on defeasance of bonds (14,220,168) - 879,598 (13,340,570) -
Note payable to Bank - 20,000,000 (2,500,001) 17,499,999 17,499,999
Obligations under capital leases 132,271,059 - (7,113,352) 125,157,707 8,028,667
DCRS sick leave liability 1,292,473 267,072 - 1,559,545 -
Deferred payment agreements - 3,485,380 - 3,485,380 3,485,380
Employees annual leave 2,341,517 1,877,938 (1,449,656) 2,769,799 1,385,384
Deferred revenues 12,848,388 - (584,018) 12,264,370 -

$ 524,766,253 $24,180,734  $(16,089,946) $ 532,857,041 $37,773.031
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(6) Long-Term Debt, Continued
Outstanding Outstanding
October 1, 2007 Increases Decreases September 30, 2008 Current
1993 Series bonds $ 76,085,000 $ $ (2,880,000) $ 73,205,000 $ 3,030,000
1999 Series bonds 325,823,601 - (3,890,000) 321,933,601 4,050,000
Unamortized discount on bonds (5,213,445) - 307,828 (4,905,617) -
Loss on defeasance of bonds (15,099,766) - 879,598 (14,220,168) -
Obligations under capital leases 138,575,661 - (6,304,602) 132,271,059 7,113,678
DCRS sick leave liability 1,041,974 250,499 . 1,292,473 ;
Deferred payment agreements 1,101,681 - (1,101,681) - -
Employees annual leave 2,155,665 1,710,641 (1,524,789) 2,341,517 1,116,800
Deferred revenues 13,432,405 - (584.017) 12,848,388 -
$ 537,902,776 $_436,351 $(13,572,874) $ 524,766,253 $15,310,478

(7) _Defeased Debt
On May 1, 1999, GPA issued the 1999 Series bonds of $349,178,601 to finance 1999 projects; to
retire $45 million in tax exempt commercial paper notes; to retire GPA's 1992 and 1994 series
bonds with a total principal outstanding of $143,660,000 and $99,820,000, respectively; and to pay
the amount currently due on the 1993 bonds totaling $1,950,000. 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. The loss has been deferred and
amortized over the remaining life of the 1992 and 1994 bonds and is reflected as a reduction of the
bond liability in the accompanying statements of net assets.

(8) Employees' Retirement Plan
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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,
requires that all employees of GovGuam, regardless of age or length of service, become members
of the DB Plan prior to the operative date. Employees of a public corporation of GovGuam, which
includes 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 (DCRS). Hence, the DB Plan became a closed group.
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Emplovyees' Retirement Plan, Continued

Defined Benefit Plan, Continued

The DB Plan was originally designated as a single-employer plan but was redesignated by
GovGuam’s Department of Administration as a cost-sharing multiple-employer plan, effective
October 1, 2008. The redesignation was based on the determination as outlined under GASB
Statement No.27, Accounting for Pensions by State and Local Government Employers, that all
risks, rewards, and costs, including benefit costs, are shared and are not attributed individually to
the separate employers. 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.

As more fully discussed in Note 16, the redesignation from a single-employer plan to a cost-
sharing multiple-employer plan resulted in a restatement relating to the accrued unfunded liability.

Funding Policy:

As a result of actuarial valuations performed as of September 30, 2007, 2006, and 2005,
contribution rates required to fully fund the Retirement Fund liability, as required by Guam law,
for the years ended September 30, 2009, 2008 and 2007, respectively, have been determined as
follows:

2009 2008 2007

Normal costs (% of DB Plan payroll) 17.36% 17.94%  18.21%
Employee contributions (DB Plan employees) 9.50% 9.50% 9.50%
Employer portion of normal costs (% of DB Plan payroll) 7.86% 8.44% 8.71%
Employer portion of normal costs (% of total payroll) 3.70% 3.99% 4.26%
Unfunded liability cost (% of total payroll) 19.68% 20.75%  20.66%
Government contribution as a % of total payroll 23.38% 24.74%  24.92%
Statutory contribution rates as a % of DB Plan payroll

Employer 25.20% 24.07%  22.94%

Employee 9.50% 9.50% 9.50%

GPA’s contributions to the DB Plan for the years ending September 30, 2009, 2008 and 2007 were
$2,705,933, $2,547,415 and $2,411,457, respectively, which were equal to the required
contributions for the respective years then ended.

Defined Contribution Plan

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.
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Defined Contribution Plan, Continued

Statutory employer contributions into the DCRS plan for the years ended September 30, 2009 and
2008, are determined using the same rates as the DB Plan. Of the amount contributed by the
employer, only 5% of the member’s regular pay is deposited into the member’s individual
investment account. The remaining amount is contributed towards the unfunded liability of the
defined benefit 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 to the DCRS plan for the years ended September 30, 2009, 2008 and 2007
were $3,127,292, $2,557,142 and $2,189,262, respectively, which were equal to the required
contributions for the respective years then ended.

Public Law 26-86 allows members of the DCRS to receive a lump sum payment of one-half of
their accumulated sick leave upon retirement. GPA has accrued an estimated liability of
$1,559,545 and $1,292,473 at September 30, 2009 and 2008, respectively, for potential future sick
leave payments as a result of this law. 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 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.

For the years ended September 30, 2009 , 2008 and 2007, GPA reimbursed GovGuam for certain
?uﬁplemental benefits for retirees, including contributions for the abovementioned Plan, as
ollows:

2009 2008 2007
Supplemental benefits $ 359,528 $ 484,590 $ 501,906
Medical and dental 1,567,588 1,521,423 529,000
$ 1,927,116 $ 2,006,013 $ 1,030,906
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Commitments and Contingencies

Capital Commitments

The 2010 capital improvement project budget is approximately $24.6 million.

Fuel Purchase Contracts

In February 2007 and December 2006, GPA has entered into agreements to purchase residual fuel
oil and low sulfur fuel oil, respectively. The agreements are for three years with an option to
extend for two additional one year terms.

Operating Leases

On December 31, 2002, GPA entered into a lease agreement for its office building for a period of
five years, including extensions, with a monthly rental of $25,000. On January 1, 2008, GPA
renewed the lease agreement for an additional term of two years with a monthly rental of $45,000,
expiring on December 31, 2009. The renewed lease has an option to extend for an additional three
years.

GPA entered into a ten-year lease of fuel storage tanks beginning in September 1998, with
monthly rentals increasing to $107,500 in March 2003. The lease has an option to renew for an
additional 5-year period, expiring in September 2013, at an increased monthly rental of $115,650.
On February 8, 2008, GPA renewed the agreement for an additional five year term from March 1,
2008 to February 28, 2013.

At September 30, 2009, future minimum lease payments for operating leases are as follows:

Year ending September 30, Amount
2010 $ 1,716,756
2011 1,565,637
2012 1,447,261
2013 698.105
$ 5,427,759

Rent expense under the aforementioned agreements totaled $2,061,756 and $1,812,999 during the
years ended September 30, 2009 and 2008, respectively.

Performance Management Contracts

On January 1, 2003 and 2005, GPA entered into Performance Management Contracts (PMC) with
two companies, for the operation and maintenance of the Cabras 1 and 2 and Cabras 3 and 4
generators, respectively. PMC contracts are for a period of 5 years. On December 31, 2008, GPA
extended the PMC contract for the Cabras 1 and 2 power plants to complete the maintenance and
repair overhauls and to continue management and operations for both plants for period not to
exceed six months from January 1, 2009 to June 30, 2009. A contract extension was granted until
December 31, 2009. The bidding process for PMC contract for Cabras 1 and 2 is under a
procurement protest and GPA management was unable to award a PMC contract for Cabras 1 and
2 prior to the expiration of last extension.
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Performance Management Contracts, Continued

Pending a resolution of procurement protest, GPA allowed the current company to continue with
the plant management of Cabras 1 and 2 power plants on a month to month basis not to exceed a
nine-month period ending September 30, 2010.

At September 30, 2009, the minimum future management fees for the PMC above are $346,095
for the year ending September 30, 2010.

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

Letters of Credit

As of September 30, 2009, GPA has a $20 million uncollateralized revolving documentary letter of
credit for purchases of fuel. Commitments under standby letter of credit at September 30, 2009
totaled $10,000.

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.

Litigation

GPA has several asserted and unasserted claims outstanding as of September 30, 2009. It is 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
financial statements.

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 added an insurance charge of $.00145 per
kilowatt hour to customer billings effective January 1, 1993 until a self- insurance fund balance of
$2.5 million is established. On February 12, 2008, PUC has approved the amendment of self-
insurance program to be effective March 1, 2008 to reflect the following: (1) increase in surcharge
ceiling from $2.5 million to $10 million; (2) increase in the surcharge from $0.00145 per kWh to
$0.00290 per kWh for civilian ratepayers and from $0.00035 per kWh to $0.00070 per kWh for
the U.S. Navy. As required by the Decision and Order, GPA records the insurance charge as sales
revenue and records 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 in the event of a natural catastrophe. The self-insurance fund, included
in cash and cash equivalents held by GPA, is $3,609,565 and $2,233,834 at September 30, 2009
and 2008, respectively, of which $3,608,375 at September 30, 2009 collateralized the $20 million
note payable to bank (see note 5).
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Commitments and Contingencies, Continued

(10)

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 and, accordingly, no provision
has been made in the accompanying financial statements for payments to be made under this law.

Agreements with the United States Navy

(11)

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.

During the years ended September 30, 2009 and 2008, GPA billed the Navy $81,373,460 and
$67,546,040, respectively, for sales of electricity under a customer-supplier agreement.
Receivables from the Navy were $4,308,442 and $3,482,473 at September 30, 2009 and 2008,
respectively.

Energy Conversion Agreements

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

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

The leases have effective interest rates ranging from 8.6% to 14.2%. Future capacity payments
under these agreements are as follows:

Year ending September 30, Amount
2010 $ 23,084,304
2011 23,084,304
2012 23,084,304
2013 23,084,304
2014 23,084,304
2015-2019 94,221,073

209,642,593
Less amounts representing interest 84.484.886
125,157,707
Less current portion 8,028.667

$ 117,129,040
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Self-Insurance Fund

(13)

During the years ended September 30, 2009 and 2008, GPA recovered the following costs against
the self-insurance fund:

2009 2008
Regulatory asset (note 13) $ 2,470,992 $ 1,500,000
Typhoon-related preparations 71,949
Generator fire - 771,591
$ 2,542,941 $ 2,271,591

Regulatory Asset

(14)

In May 2007, the PUC authorized GPA to establish a $4.5 million regulatory asset to recover prior
years’ uninsured typhoon losses. Recoveries will be made through the insurance charge included
in customer billings. The establishment of this regulatory asset is in full discharge of any and all
uninsured GPA claims through August 2004. At September 30, 2009, GPA has fully recovered the
uninsured typhoon losses.

Transactions with Government of Guam Agencies

(15)

During the years ended September 30, 2009 and 2008, GPA billed Government of Guam agencies
$55,005,422 and $52,988,852, respectively, for sales of electricity. Receivables (excluding long-
term receivables) from Government of Guam agencies were $5,403,926 and $5,087,395 at
September 30, 2009 and 2008, respectively.

GPA provides electrical and administrative services to GWA, a component unit of the Government
of Guam, which is also governed by the CCU. Electricity sales to GWA for the years ended
September 30, 2009 and 2008 were $14,935,862 and $14,528,245, respectively. Total amounts
billed by GPA to GWA for administrative expenses and cost reimbursements amounted to
$567,991 and $280,851 in 2009 and 2008, respectively.  Outstanding receivables for
administrative expenses and cost reimbursements billed by GPA to GWA amounted to $1,549,355
and $1,322,476 as of September 30, 2009 and 2008, respectively. In addition, GPA has a long-
term receivable of $3,998,968 and $5,209,286 due from GWA at September 30, 2009 and 2008,
respectively (see note 4).

Derivatives

60

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.

At September 30, 2009, GPA has an outstanding commodity swap for the fiscal year 2010 fuel
requirements based on a notional amount of 69,783 metric tons of low sulfur and high sulfur fuel
oil. Payment is based on current spot prices at the settlement date. At September 30, 2009, the
commodity swaps had a negative fair value of approximately $337,000. At September 30, 2009,
there are two counterparties, rated as AA and A-1 by S&P.
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(16)

At September 30, 2008, GPA has outstanding commodity swaps for the fiscal year 2009 fuel
requirements based on notional amount of 69,783 metric tons of low sulfur and high sulfur fuel oil.
Payment is based on current spot prices at the settlement date. At September 30, 2008, the
commodity swaps had a negative fair value of approximately $20,800,000. At September 30,
2008, two of the three counterparties were rated A- by S&P and one counterparty was rated AA-
by S&P.

At September 30, 2009 and 2008, a counterparty required GPA to deposit into an escrow account a
cash deposit amounting to $500,000 and $5,500,000, respectively, to cover future margin calls on
outstanding hedge contracts.

At September 30, 2009 and 2008, GPA was not exposed to credit risk because the swaps had
negative fair values. However, should implied forward prices increase and the fair value of the
swaps become positive, GPA would be exposed to credit risk on the swaps on the amount of their
fair value.

Prior Year Restatement

Subsequent to the issuance of GPA’s 2008 financial statements, GovGuam’s Department of
Administration issued a determination concerning the redesignation of the DB Plan as a cost-
sharing multiple-employer plan. Prior to this determination, the DB Plan was designated as a
single-employer plan, requiring GPA to measure and disclose an amount for annual pension cost.
Annual pension cost amounted to GPA's annual required contributions (ARC) to the plan with the
difference between the ARC and actual required contributions recognized as a net pension
obligation.

The redesignation of the DB Plan as a cost-sharing multiple-employer plan resulted in the reversal
of the previously reported unfunded pension liability, totaling $10,720,832, and related pension
costs of $704,538 as well as related disclosure. The effect on the 2008 financial statements as a
result of this restatement is as follows:

As Previously
Reported As Restated

At September 30, 2008:
Unfunded pension liability
Net assets:

Unrestricted

$_10,720.832 § -

$_80,571,333 $_91,292,165

For the year ended September 30, 2008:
Operating expenses:
Administrative and general $ 23,852,732 §$_23,148,194

Operating earnings $ 30,309,864 $ 31,014,402

Net assets:

Beginning of the year $ 142,004,446 $ 152,020,740

End of the year $ 151,664,624 $ 162,385,456
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(17) Restricted Net Assets (18) Utility Plant

) ) A fch i ital ts for th ded September 30, 2009 and 2008 i follows:
At September 30, 2009 and 2008, net assets are restricted for the following purposes: SuimmalLy Of CRANEEs T Capital assels ToT Hhe yeals ended Septembet . 15 85 TOTOWS
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Beginning
2009 2008 Balance Transfers and Transfers and Balance
. 2009 October 1, 2008 Additions Deletions September 30, 2009
Debt Service $ 31,189,894  $ 34,507,025 ,
Capital Projects 16,314,828 16,324,057 m% e s 4353988 S g g 4353.988
E T D 1 211 ntangiole plan ) 5 - - . 5
scrow Deposit _3.562.118 —3.500.000 Steam production plant 92,862,627 1,443,874 (1,039,080) 93,267,421
$ 53,066,840 $ 56,331,082 Other production plant 253,145,400 718,239 (741,678) 253,121,961
Transmission plant 125,225,351 11,130,750 3,192,492 139,548,593
Distribution plant 158,695,377 7,775,241 (491,365) 165,979,253
General plant 32,091,043 1,305,111 (4,145,684) 29,250,470
Production plant under capital lease 171,382,727 - - 171,382,727
837,756,513 22,373,215 (3,225,315) 856,904,413
Accumulated depreciation (329,522,068) (27,596,710) 1,370,518 (355,748,260)
508,234,445 (5,223,495) (1,854,797) 501,156,153
Non-depreciable:
Construction work in progress 14,187,283 21,845,995 (26,082,461) 9,950,817
$ 522,421,728 $ 16,622,500 $§ (27,937,258) $ 511,106,970
Beginning
Balance Transfers and Transfers and Balance
2008 October 1, 2007 Additions Deletions September 30, 2008
Depreciable:
Intangible plant $ 4,353,988 $ -8 -5 4,353,988
Steam production plant 83,354,002 10,322,447 (813,822) 92,862,627
Other production plant 251,471,381 1,735,596 (61,577) 253,145,400
Transmission plant 118,037,053 7,282,448 (94,150) 125,225,351
Distribution plant 155,992,162 4,269,875 (1,566,660) 158,695,377
General plant 36,004,928 380,522 (4,294,407) 32,091,043
Production plant under capital lease 171,382,727 - - 171,382,727
820,596,241 23,990,888 (6,830,616) 837,756,513
Accumulated depreciation (306,590,392) (27,169,644) 4,237,968 (329,522,068)
514,005,849 (3,178,756) (2,592,648) 508,234,445
Non-depreciable:
Construction work in progress 20,365,413 19,618,904 (25,797,034) 14,187,283
$ 534,371,262 $ 16,440,148 § (28,389,682) $ 522,421,728
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Schedule 1 Schedule 2
Schedule of Sales of Electricity Schedule of Operating and Maintenance Expenses
Years Ended September 30, 2009 and 2008 Years Ended September 30, 2009 and 2008
2009 2008
2009 2008 Administrative and General:

Salaries and wages:
Commercial $ 147,652,770 $ 146,909,566 Regulgr pay $ 4,053,431 $ 3,857,559
Residential 103,972,384 101,513,478 Overtime 86,151 53,271
Government of Guam 55,005,422 52,988,852 Premium pay 2,586 3,218
U.S. Navy 81,373,460 67,546,040 Benefits 7,824,459 7,054,640
Total salaries and wages 11,966,627 10,970,688

$ 388,004,036 $ 368,957,936
Retiree COLA/supplemental benefits 1,927,116 2,006,013
Insurance 6,079,887 6,966,474
See accompanying independent auditors' report. Contract 3,709,812 2,863,827
Communications 1,193,125 1,035,030
Trustee fee 947,698 530,284
Operating supplies 162,696 108,649
Training 327,294 168,526
Completed work orders (169,641) (106,069)

Other administrative expenses 103,495 64,054
Travel 144,916 77,529
Office supplies 31,956 33,670
Overhead allocations 21,918 34,580
Miscellaneous 235,366 400,952
Total administrative and general $ 26,682,265 § 25,154,207

Customer Accounting:

Salaries and wages:
Regular pay $ 1,491,371 $ 1,430,775
Overtime 119,042 63,179
Premium pay 24 22
Benefits 113,743 156,585
Total salaries and wages 1,724,180 1,650,561
Collection fee 730,703 516,065
Completed work orders 434,624 408,355
Communications 252,444 231,250
Overhead allocations 60,937 67,471
Office supplies 13,366 8,638
Operating supplies 24,372 48,100
Miscellaneous 1,229 48,769
Total customer accounting $ 3,241,855 $ 2,979,209

See accompanying independent auditors' report.
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Schedule of Operating and Maintenance Expenses, Continued

Years Ended September 30, 2009 and 2008

2009 2008 2009 2008
Fuel: Salaries and wages:

Salaries and wages: Regular pay 18,733,774 $ 17,568,918
Regular pay $ 80,484 $ 93,755 Overtime 2,228,817 2,745,841
Overtime 10,965 12,238 Premium pay 214,891 214,810
Premium pay 292 298 Benefits 8,971,163 8,321,358
Benefits 2,428 10

] Total salaries and wages $ 30,148,645 $§ 28,850,927

Total salaries and wages 94,169 106,301
Fuel 264,039,831 230,234,632
Deferred fuel costs (9,761,677) 6,721,634 Schedule 4

Total fuel costs $ 254,372,323 $ 237,062,567 Employees by Department

Years Ended September 30, 2009 and 2008
Other Production:

Salaries and wages: 2009
Regular pay $ 8,305,158 $ 7,739,961 .
Overtime 1,359,372 2,085,658 el Tine 28'5? Section 45b
Premium pay 157,727 159,438 ull time ategory
Benefits 645,947 757,916 Employees (b) ~__Personnel

Department:

Total salaries and wages 10,468,204 10,742,973 Board 2% 188,171
Contract 12,579,731 7,804,070 Executive 14 614,398
Completed work orders 802,437 668,499 Administration 28 2,014,321
Operating supplies 533,142 577,392 Finance 24 1,662,085
Overhead allocations 76,954 109,286 Planning and Regulatory 6 427,288
Ofﬁce supplies 3,351 6,417 Property and Facilities 9 437,170
Miscellaneous 167,112 174,506 Purchasing and Supply Management 17 571,438

Total other production $ 24,630,931 $ 20,083,143 Customer Service 62 2,574,030

.. C Engineering 35 595,073
Transml.ssmn and Dls‘Frlbutlon. Generation 184 11,985,016
Salaries and wages: . . .
Regular pay $ 4,803,330 $ 4,446,868 Strategic Planning and Operation Research and Development 6 632,671
Overtime 653,287 531,495 Power System Control Center 24 1,638,163
Premium pay 54,262 49,834 Transportation 13 162,123
Benefits 384,586 352,207 Transmission and Distribution 110 5,214,266

Total salaries and wages 5,895,465 5,380,404 Total full time employees 534 28,716,213
Overhead allocations 1,503,483 1,667,848 Apprentice and summer engineering 1,432,432
Completed work orders 1,975,317 1,625,551
Operating supplies 699,389 653,114 $__ 30,148,645
Contract 1,050,045 941,050 Note(s):

Office supplies 17,251 15,983
(a) The amounts consists of total payroll charge to O & M for the year end funded by revenues.
Total transmission and distribution $ 11,140,950 $§ 10,283,950

See accompanying independent auditors' report.
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Schedule 3
Schedule of Salaries and Wages
Years Ended September 30, 2009 and 2008

(b) Filled positions at the end of the year, excluding apprentices.

See accompanying independent auditors' report.
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Schedule 4, Continued
Employees by Department
Years Ended September 30, 2009 and 2008

2008

PL 28-150 Section 45b
Full Time Category
Employees (b) Personnel

Department:
Board 2% 179,189
Executive 13 628,704
Administration 28 1,890,665
Finance 24 1,526,850
Planning and Regulatory 6 402,108
Property and Facilities 10 409,643
Purchasing and Supply Management 17 523,209
Customer Service 64 2,506,182
Engineering 35 530,910
Generation 181 11,418,720
Strategic Planning and Operation Research and Development 7 548,440
Power System Control Center 23 1,595,597
Transportation 14 151,755
Transmission and Distribution 101 4,491,578
Total full time employees 525 26,803,550
Apprentice and summer engineering 2,047,377
$ 28,850,927

Note(s):

(a) The amounts consists of total payroll charge to O & M for the year end funded by revenues.

(b) Filled positions at the end of the year, excluding apprentices.

See accompanying independent auditors' report.
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