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Quarterly Report of the Receiver
October 22, 2008

Civil Case No. 02-00022
United States of America v Government of Guam

Solid Waste Management Division

Pursuant to the Order of the District Court of Guam (Court), dated March 17, 2008, appointing
Gershman, Brickner & Bratton, Inc. (GBB) as Receiver for the Solid Waste Management Division
(SWMD) of the Department of Public Works of the Government of Guam, we are pleased to submit to
the Court this Quarterly Report (“Report”). The purpose of this Report is to describe to the Court the
progress made toward compliance with the Consent Decree since the first Quarterly Report filed with
the Court on July 10, 2008, and to outline the Receiver’s recommendations for achieving compliance
with the Consent Decree. As an integral part of this Report, the Receiver is also submitting the attached
presentation entitled “Quarterly Report for Receivership for the Government of Guam, Department of
Public Works, Solid Waste Management Division” (see Tab 2).

Introduction

Since our last quarterly report, we have focused our work on improving the day-to-day operations of the
Solid Waste Management Division (SWMD) and enhancing the conditions and the capacity of the Ordot
Dump to continue operation until the new landfill can be completed. We have also continued to analyze
the financial condition of the SWMD, plan for the changes needed to achieve compliance with the
Consent Decree, and estimate the financial resources needed for these changes to become a reality.

In this Report, we provide the Court with an update on the progress made since the July 10" Report and
seek the approval of the Court for our plans to implement a solid waste management system for Guam
which will achieve compliance with the Consent Decree. Specifically, in this Report we:

» Update the Court on the operations of the Solid Waste Management Division;

» Report on the conditions and remaining capacity of the Ordot Dump;

> Report on the current financial condition of the Solid Waste Management Division;

» Outline our plans for the improvements needed to achieve compliance with the Consent
Decree;

> Report on plans for construction of the new landfill at Layon and related facilities;

» Update the Court on planning for the closure of the Ordot Dump;

> Provide the Court with our assessment of the capital funding required and the options available

to the Government of Guam to provide this capital; and
> Outline the estimated tipping fees required to support an effective and compliant solid waste
system going forward.
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It is our goal with this Report to obtain the Court’s approval for a plan which we believe will allow for the
“expeditious compliance with the Consent Decree” envisioned by the Court in its Order of March 17,
2008.

Operations of the Solid Waste Management Division

The operations of the SWMD continued to be challenged by a lack of working equipment during much of
the period since the July 10" Report to the Court. Equipment continued to break down on a regular
basis, and the fleet management staff of the Department of Public Works has been unable to keep the
fleet running efficiently. For this reason, the Receiver has opted to move most of the maintenance of
the equipment to private vendors.

However, due to the support of the Court and Governor Camacho’s Emergency Purchase Executive
Order, we have been able to substantially improve operations through the acquisition of some new
equipment and access to qualified maintenance services through contracts acquired through the
emergency purchase process. As a result, beginning in mid-September, the equipment situation
materially improved. Table 1 provides the status of each item of equipment and repairs acquired under
the Governor’s Emergency Purchase Executive Order. With these new vehicles and services, the cost of
rental equipment, previously reported as high as $11,000 per day, averaged about $1,400 per day during
the seven-day period beginning September 22",

Table 1

Status of Approved Emergency Purchases
September 30, 2008

Items Status
Refuse Collection Trucks Delivered and in service
Roll- Off Trucks Delivered and in service
Roll-Off Waste Containers Delivery expected in Oct.

Some Repairs Completed

Heawy Equipment Others Ongaing

Roll- Off Recycling Containers Delivered and in service
Skid Loader Grapple Hook Delivery in mid-October
Survey Equipment Delivered and in service
Shower Repaired and in service
Mold Assessment [/ Resolution Completed

Roof Repairs Completed
Scales Delivery in Movember
Folling Stock Maintenance On-going services in place

An important milestone occurred on September 15" when we celebrated the initiation of the SWMD’s
new recycling initiative with an event at the Dededo Transfer Station. With recycling drop-off containers
now open at the Dededo and Agat Transfer Stations and the Ordot Dump, Guam is entering a period of
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improved services and an improved environment. While much remains to be done, the September 15"

event marks the beginning of real progress in addressing the long-standing problems in Guam’s solid
waste system.

Ordot Dump

One of the most important areas of work during this quarter was implementation of the ban on certain
materials at the Ordot Dump. As has been noted by the Court, it is essential that the limited space
remaining at Ordot Dump be conserved to avoid running out of space before the new landfill can be
completed. The ban has now been in effect since July 17". We have carefully coordinated this change
with the commercial waste haulers, making adjustments as needed, and we are very pleased with the
results achieved to date. In addition to saving vital space at the Ordot Dump, some of the commercial
haulers are reporting a significant increase in recycling among their customers.

An important part of this work has been to develop an accurate measurement of the effect of these
changes on the remaining capacity at the Ordot Dump. Figure 1 graphically illustrates the results of this
measurement and the change in expected capacity resulting from the ban on certain materials discussed
above.

Figure 1
Ordot Dump Daily Volume
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As can be seen in Figure 1, the ban’s effect on reducing the volume of waste coming to the Ordot Dump
has been significant. In the period prior to the implementation of the ban, the average daily volume of
waste going into the Ordot Dump was 512 cubic yards. In the period since the ban was implemented,
the average daily volume of waste going into the Ordot Dump has been 360 cubic yards. Only time will
tell if this level of diversion is sustainable, but under any reasonable evaluation, the ban has been very
successful.

Significant work was also accomplished in the process of redesigning the planned closure of the Ordot
Dump. The redesign is necessitated by a number of concerns expressed by both U.S. EPA and Guam EPA
and the significant time that has passed since the original closure design was completed.

GEPA/EPA Coordination for Design Review and Permitting

The Receiver has established and conducted regular bi-weekly conference calls with representatives of
Guam EPA and U.S. EPA for continued close coordination necessary to meet an accelerated project
schedule. In the time since July 10th, we have established a detailed project schedule for the Layon
Landfill that includes timelines for regulatory design and permit review; reviewed the Draft
Hydrogeologic Assessment Report and held teleconferences to discuss comments; developed mutual
understanding of the applicable Air Permit requirements; and achieved consensus with the liner system
design and the anticipated design submittals. The Receiver has also kept GEPA/EPA informed on the
overall progress on a range of Consent Decree issues. The interaction has been helpful to the Receiver
in making progress toward our mutual goals.

Engineering/Design and Related Work Status

The Receiver’s efforts continued to be focused on the development of designs for the Layon Landfill to
incorporate the south end start configuration and revised liner system, and to address the comments
from GEPA/EPA on the previous version of the landfill design. Design computations and drawings are
being revised to accurately reflect these changes. The Receiver and supporting consultants are reviewing
the designs and computations as part of the design quality control procedures. The initial design
documents to be prepared for regulatory and permit review will be the grading plans for cells 1 and 2,
the landfill site access road and portions of the stormwater management system.

Design work on the Ordot Dump during this period consisted of primarily establishing a framework for
the redesign scope of work necessary to incorporate value engineering alternatives and the changes in
existing conditions at the Ordot Dump over the period of significant delay that occurred prior to the
Court’s appointment of a Receiver.

Permitting/Rezoning for the New Landfill

Permitting work for this period has consisted of the following:

¢ Developing timelines for permit review with GEPA/EPA;
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e Clarification of the permits required for the mass earthwork construction for cells 1 and 2, the
landfill site access road and portions of the stormwater management system to begin in January
2009;

e Planning for the September 24" Public Hearing for the Layon Landfill Zoning Change; and

e Tracking the Department of Land Management (DLM)/Guam Land Use Commission (GLUC)
process for the Layon Landfill zoning change.

Representatives of the Receiver and TG Engineers attended the September 24th Department of Land
Management (DLM) public hearing in Inarajan for the Layon Landfill zoning change. During the public
comment period of the hearing, comments and questions from the public focused on the operation,
design and water resource impacts of the landfill. There were also comments related to the zoning
change. The comments and questions were documented by DLM staff at the hearing and will be
considered as the GLUC acts on the zoning change requested. The application is tentatively scheduled
to be reviewed by the GLUC Board at its October 23" regularly scheduled meeting. This follows the
Agency Review Committee meeting on August 7 for the initial review of the application and the 60-day
review period by the Agency Review Committee members during which time comments were submitted
to the DLM Case Planner for incorporation into the staff report.

Financial Condition of the Solid Waste Management Division

The fiscal year for the SWMD ended on September 30, 2008. If the Government of Guam follows the
schedule it has followed for several years, it will be early next summer before audited financial
statements are available. We can, however, reasonably estimate the financial condition, based on
reports from the Government’s accounting system.

Table 2 provides an unaudited analysis of the expenditures compared with appropriations for the 2008
fiscal year for all SWMD accounts other than the Recycling Revolving Fund. It is possible that these
numbers will change as the books are finally closed and year-end adjustments are made as the audit
process is completed, but these preliminary numbers are likely to reasonably reflect the final numbers.

Tahle 2
Solid Waste Management Division Accounts
Fiscal Year 2008
Unaudited
FY 2008 Total Remaining
Account Hame Source of Funds Appropriations Obligations Balance
WIMD Operating Account Tipping Fees S 7,720,294.70 S H,708,495.01 $1,011,799.69
Ordot Landfill Closure Federal CIP Grant S 155,699.00 S  109,231.53 5 46,467.47
Compact Ordot Dump Closure Federal DOI Grant S 1,318,000.00 S 1,238500.00 5 79,500.00
Compact Mew Solid Waste Landfill Federal DO| Grant S 983,052.00 S5 983,052.00 S -
DOl CIP MNew MSWLF Supplemant Federal DOl Grant S 2,169,000.00 S 2,169,000.00 5 -
Consent Decree - Ordot Dump General Fund - Governor  $ 3,805,000.00 5 3,804,870.00 5 130.00
Total $16,151,045.70 $15,013,148.54 $1,137,897.16

Table 2 provides an overview of both the operating and capital accounts for FY 2008. However, in the
operating account, expenditures are not the entire picture. In order to gain a full understanding, it is
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necessary to further analyze the operating account by considering both revenues and expenditures and

projecting the fund balance of the SWMD. Table 3 is our unaudited analysis of the SWMD Operating

Account.
Table 3
Solid Waste Management Division Operating Account
Projected Fund Balance
FY 2008
Unaudited
Elements of Fund Balance Amount
Fund Balance @ 9/30/07 S 1,415,616
Projected Revenue FY 2008 5 5,783,937
Projected Expenses FY 20087 S 6,708,495
Excess (Deficit] FY 2008 S (924,558)
Projected Fund Balance @ 9/30/08 S 491,058
*Includes $1,116,084.89 in cutstanding emcumberances.

The FY 2008 deficit of expenses over revenue is due to two factors: 1) the emergency purchases

approved by the Governor, and 2) a revenue decline attributable to continuing problems in the

collection of residential accounts and a decline in tipping fee revenue from commercial accounts due to

the ban on green waste, construction waste and cardboard. Even with these extraordinary events, the

fund balance of the SWMD remains positive.

We have a few more months of experience with the Recycling Revolving Fund since our last report, and

it seems to be on target to collect the estimate outlined in Table 4 on an annual basis.
actual receipts of the fund through September 30, 2008, the fund has collected $1,266,861.66 for the

six-month period since it began collecting fees in late March.
Table 4

According to the

Based on FY 2007 Vehicles

Estimated Annual Recycling Revolving Fund

*Excludes Gowvernment and Miltary wvehiclez

**Feez Purzuant to 10 GCA, CH 51 Article 5 §51508

Types of Vehicles Mumber* Fees™ Total
Cars, trucks, buses 02254 % 2500 %2.306.35000
Heavy Equipment g 221 % 3000 3 6,630.00
Motorcycles and Trailers 4105 5 300 5 1231500

Total 96,580 5 2325295

As will be clear later in this Report, the Recycling Revolving Fund will play an important role in our

recommendations for the long-term financing of an improved solid waste management program.
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Plan for Achieving Compliance with the Consent Decree

In order to achieve full compliance with the Consent Decree, several interrelated actions must be
implemented. These include:

e Implementing improvements in the day-to-day operations of the SWMD in order to effectively
administer both trash collection responsibilities and diversion programs for household
hazardous waste and recycling;

e Devising a plan for customer tracking and revenue collection that assures both fairness and
accountability for the services provided;

e Constructing and opening a new landfill and the other facilities needed to successfully achieve
compliance with the Consent Decree;

e Properly closing and providing for the maintenance of the Ordot Dump;

e Accessing the necessary capital funding to pay for the capital expenditures necessary to achieve
these results; and

e Implementing tipping fees and other fees necessary to finance the new compliant solid waste
system.

Improvements Required in the Operations of the SWMD

As we noted in our last report, the SWMD has struggled to maintain basic services for its customers. Its
poor equipment, outdated data management, and lack of basic support from the Government of Guam
produced a system that provided inconsistent service to its customers, inadequate revenue to support
the improvements needed, an inability to distinguish between paying customers and non-paying
customers, extremely limited capacity to divert household hazardous waste, and no effective means of
diverting recyclable materials from its current disposal site at the Ordot Dump, a disposal site that itself
violates basic environmental standards.

While progress has been made in addressing these issues in the period since the Court placed the
SWMD into Receivership, the systemic operating changes that are required to achieve and sustain
compliance with the Consent Decree are much more extensive. In this section, we will outline the
changes and the capital and operating cost required to sustain the changes.

A solid waste management program capable of sustaining the changes required by the Consent Decree
includes the following elements:

Landfill Operations

Residential Trash Collection, including Bulky Waste Collection

Transfer Stations, Household Hazardous Waste Management and Convenience Centers
Materials Recovery Facility (included only in curbside and mixed waste scenarios)

Junk Cars and Tire Processing

V VYV YV YVYV

Support for Control of lllegal Dumping/Burning Enforcement
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» Community Information/Public Education and Outreach
» Administration

While all of the elements listed above are important to an effective program, there are several
approaches that may legitimately be taken to achieve a sustainable program. To arrive at a
recommendation, we carefully reviewed three such scenarios. The complete analysis of all the scenarios
reviewed is provided to the Court under Tab 3 of this Report.

The scenarios analyzed include:
1. Basic Services, including a cart system for trash collection and staffed and strategically located
convenience and recycling centers;
Curbside Recycling added to the Basic Services scenario described above; and
Mixed Waste Recycling which includes the Basic Services scenario plus a Mixed Waste
Processing facility to recover recyclable material.

There are significant variations in the ease with which consumers are able to recycle materials, the rate
of recycling that can reasonably be expected, and the cost of these different scenarios. Table 5 provides
a comparison of these scenarios.

Table 5
Comparison of Scenarios Evaluated
Basic Curbside Mixed Waste
[Convenience &

Criteria Recycling Centers) Recycling Recycling
Trash Easy Easy Easy
Recycling Challenging Easy Very Easy
Recycling Rate Low Maderate High
Cost Lowest Moderate Highest

The variations in these scenarios primarily affect residential customers. However, it should be noted
that the Mixed Waste scenario affects both residential and commercial customers since all waste is
processed through the mixed waste processing facility regardless of the origin of the waste. While
diversion may be significantly enhanced under this scenario, it is also significantly more costly.

Curbside Recycling and the Mixed Waste Recycling scenarios add cost to the system but have the
potential to extend the life of the new landfill and, thus, offset future cost and avoid the need to
consume more of Guam’s limited land in future disposal facilities. The same can be said for several
alternative technologies, including waste-to-energy, that have been advocated by some as a potential
solution for Guam.

The Receiver recommends the Basic Services scenario be implemented. The Basic Services scenario is
the foundation upon which other programs can be built, because either Curbside Recycling or the Mixed
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Waste options can be added at later dates, as can the alternative technologies referenced above. Since
curbside recycling requires only a relatively moderate additional cost, we also recommend a pilot
project for approximately 1,000 residences to further evaluate its potential to extend the life of the
landfill.

The following table outlines how the operating budget today compares with what is needed for each
solid waste management system component to implement the recommendations outlined above.

Table &
Solid Waste Management Division
Current Budget vs Required O&M Budget
After Layon Landfill and Mew System are Operating
[Excludes Depreciation and Debt Service)
Current Required
Program Budget Budget

Landfill Operations/Transfer Stations 5 2,385,800 | 5 3.780.300
Residential Trash Collection 5 3,179,000 | 5 4,618,100
Household Hazardous Waste and
Convenience Centers 5 - 5 B36,700
Pilot Curbside Recycling Program 5 - 5 14,900
Junk Cars and Tire Processing 5 - 5 1,527,500
Suppart for lllegal Dumping/Burning
Enforcement 5 - 5 250,000
Community Information / Public
Education and Cutreach 5 - S 174,900
Administration 5 1,022,800 | 5 991,300

Total S 6,567,600 | 5 11,974,200

As Table 6 illustrates, the operating budget, excluding debt service, will need to increase substantially to
adequately fund the current operations of the SWMD and to implement needed programs that are not
presently a part of the current operations.

A significant factor contributing to the increase in the operating budget for landfill operations is
attributable to the need to budget for adequate daily cover for the new facility. The coral used to cover
Ordot Dump has been provided by DPW in the past without charge, and as is common when things of
importance are “free,” the availability of cover has often been problematic. Properly covering the trash
is a vital element of landfill operations, and it is important that it be adequately funded going forward.

The operating budget for residential trash collection benefits significantly from improvements in

equipment and implementation of a cart system for the collection of residential trash. Recycling will be
supported by allowing customers who separate their recyclables to take them to a convenience center
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where they will be accepted without charge. We will also extend the ban on materials applied to
commercial customers in July to all residential customers as the cart system is put into place.

The SWMD will also provide educational material to all customers to assist them in understanding the
new system and to advise them in transitioning their old trash containers to become their recycling
containers for storing recyclables pending their drop-off at a Convenience and Recycling Center. Given
all of the changes that are required in the way the SWMD and its programs will interact with its
customers, a critical element in the success of these changes will be a Community Information/Public
Education and Outreach Program that will provide the customers of the SWMD effective and ongoing
assistance in understanding and successfully participating in the new system. Table 6 reflects the
budget for this activity that has not been a part of the SWMD budget in the past.

With the opening of the new landfill at Layon, a transfer station becomes essential. By transfer station,
we mean a facility that allows trash collection vehicles to consolidate their loads into a much larger
vehicle for transport to the landfill. Guam has traditionally called its facilities at Dededo, Agat and
Malojloj transfer stations, but these facilities primarily serve individuals bringing waste in for disposal
and are not “transfer stations” for consolidation of large quantities of trash for transport. A more
accurate name for these facilities is “convenience centers,” and these facilities will continue to serve this
role in the future along with becoming recycling drop-off centers for the citizens of Guam.

A significant gap in Guam’s current system and one that must be addressed under the Consent Decree is
the need for a Household Hazardous Waste (HHW) program. A facility designed to handle this waste will
be constructed in conjunction with a transfer station to better facilitate access to the HHW program.
Each Convenience and Recycling Center will also accept most types of HHW free of charge and transport
it to the HHW facility for proper disposal. This new program for HHW and the addition of the transfer
station will significantly increase this area of cost in the SWMD budget as is reflected in Table 6.

Another missing element of the current program is effective management of waste tires and junk
vehicles. The Guam Legislature has appropriately made these areas priorities for the Recycling
Revolving Fund. Table 6 outlines a significant addition to the budget to address these areas. This will
be funded by the Recycling Revolving Fund.

Finally, it is important to address the issue of illegal dumping and burning. This is not only important
because it is a violation of the law and creates a blight on Guam’s environment, but it is also a potential
problem for the revenue base needed to support the new programs necessary to comply with the
Consent Decree. Accordingly, the Receiver will allocate a small portion of its revenue to the appropriate
enforcement agencies to enable them to provide meaningful enforcement in this important area. We
will also consider supporting some community organizations in cleaning up illegal dumps on public
property.

Table 7 summarizes a list of equipment that will need to be purchased to either replace old existing
equipment or to support activities for which there is no current program and, therefore, no equipment.
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Table 7
Operating Equipment Requirements
Program Equipment Total Number Unit Price Total Price
Collections Packer trucks 7 5265,000 51,855,000
Collections Packer trucks 3 5251,973 5755,920
Collections Trash small collection 5 555,000 5275,000
Collections Trash: Pickups for collections 2 530,000 560,000
Collections Trash Carts 13,000 5104 51,352,000
WG/ Bulky Knuckle boom 2 5152,500 $305,000
WG/ Bulky Additional trailers 3 549,500 5148,500
WG/Bulky # of transport trucks 2 550,000 5100,000
HHW HHW Vehicle 1 550,000 550,000
HHW HHW Equipment 1 $130,000 5130,000
Administration Pickup 2 530,000 560,000
Administration Compact 1 530,000 530,000
Education Pickup 1 530,000 530,000
Convenience Center [Roll off Trucks 2 $250,000 5500,000
Convenience Center |Roll off containers 13 520,000 5260,000
Shop Service Vehicle 1 570,000 570,000
Shop Cart Service Vehicle 1 $40,000 $40,000
Transfer Station Tapper 2 $500,000 $1,000,000
Transfer Station Rubber Tire Loader 2 $500,000 51,000,000
Transfer Station Scales 2 $115,000 5230,000
Transfer Station Pickup 1 530,000 530,000
Landfill Operations |Loaders 2 $500,000 $1,000,000
Landfill Operations |Compactor 1 $700,000 5700,000
Landfill Operations |Excavator 1 $700,000 5700,000
Landfill Operations  |Water Truck 1 $260,000 5260,000
Landfill Operations  |Pickup 3 $30,000 $590,000
Landfill Operations |Dozer 1 $700,000 $700,000
Landfill Operations |Tarp Cover Alternate daily caover) 1 $200,000 5200,000
Landfill Operations |Track hoe 1 $500,000 5500,000
Landfill Operations  |Earth Mover 1 $700,000 5700,000
Landfill Operations  |[Dump Trucks 5 5260,000 51,300,000
Landfill Scalehouse  |Scales 2 $115,000 5230,000
Ordot Dump Post Closure Equipment 5100,000
L] IO $14,761,420

Accordingly, the budget will also include the debt service to fund the capital necessary to purchase this
equipment.

Construction of the New Landfill and Related Facilities

The Consent Decree projects consist of a new landfill, a transfer station and a facility to handle the
proper disposal of HHW. Table 8 outlines our proposed schedule to complete construction of these
projects. This table summarizes only the actual construction phase of these projects. As the Court
knows, prior to construction of the projects, there are many complex steps in designing, obtaining
regulatory approval, securing construction permits and procuring qualified contractors for the projects.
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Each of these steps is outlined in more detail in the project schedule that is provided in Tab 4 of this

Report.
Table 8
Consent Decree Projects
Proposed Construction Schedule
Duration
Project Task (& Day Week) Start Finish
Layon Landfill
Cells 1 & 2 Earthwork, Storm Water Mgt Sys. and Temporary Road 130 days 1/6/2009 7/6/2009
Access Road and Utilities 302 days 4/30/2009  &/25/2010
Landfill Liner Systems {Cell 1) and Entrance Facilities 350 days 4/30/2009 9/1/2010
WWTP Expansion & Leachate Sewer and Pre-Treatment 270 days 1/12/2010  1/24/2011
Daily cover operations to excavate complete Cell 2 for cover and stockpile 105 days 9,/2/2010 1/26/2011
Landfill liner systems {Cell 2) 130 days 1f27/2011  7/27/2011
Transfer Station/HHWF
Construct Facility 181 days 1/28/2010  10/7/2010
Ordot Dump
Closure of Dump TBD TBED TED
Note: All dates are subject to timely approval of all required permits and construction contracts.

The largest, most complex and time-sensitive of these projects is the new landfill. It is not possible to
close the Ordot Dump until the new landfill is completed; therefore, the new landfill is given the highest
priority in the proposed schedule. This project is divided into several major tasks designed to allow the
construction to proceed while design, regulatory approval and procurement processes are completed
for the other tasks.

Of particular note is the Waste Water Treatment Plant expansion and construction of pre-treatment
facility and a sewer line to transport the leachate to the Guam Waterworks Authority’s (GWA) Waste
Water Treatment Plant. These facilities and lines are required for the treatment of the leachate that will
come from the landfill. For reasons that are unclear to the Receiver, these critical elements had been
removed from the design contracts in 2007. We have placed them back into the project and updated the
design and the estimates of cost accordingly. A significant part of this work is expanding the capacity of
the GWA’s Waste Water Treatment Plant to assure that the flow coming from the new landfill does not
overburden GWA'’s facilities, which were designed for the other waste water treatment needs of Guam
without considering the needs of the new landfill. Discussions are underway with GWA to determine
how this part of the project will be managed.

The other new facilities, which include a transfer station and a household hazardous waste facility, will
begin at a later date with completion scheduled at about the same time as the new landfill is open for
use. We will also continue to explore alternatives for combining these facilities and potentially using
existing facilities already available in Guam to meet these needs.

Capital Funding

Access to adequate capital funding for the projects and equipment outlined above is the most important
issue that will affect the ability of the Receivership to bring Guam into compliance with the Consent
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Decree. Capital funding is needed to complete a new landfill, properly close Ordot Dump and provide
the household hazardous waste facility and other infrastructure required to assure compliance. In
addition, capital is needed to upgrade and replace the equipment and information systems of the
SWMD. Table 9 summarizes the Receiver’s current estimates of the capital needed to achieve
compliance with the Consent Decree:

Table 9
Summary of Capital Funding Required
Consent Decree Projects
Construction  Eguipment  Total Capital
Project Cost Cost Funding
Layon Landfill S 78099500 (5 6,380,000 | 5 84479500
WWTP Expansion & Leachate Sewer N , N
S 11,025,000 A S 11,025,000
and Pre-Treatment
Leachate Sewer Line System - Layon | 5 2,922,800 M A S5 2,922,800
Transfer Station/HHWF S 5,505,000 (5 2440000 | % 7,945,000
Construction Management - Layon | S 7,316,400 M A S5 7,316,400
Ordot Closure S 29,100,100 ( S 100,000 | 5 29,200,100
Leachate Sewer Line System - Ordot | S 640,200 M A 5 640,200
Construction Management - Ordot 5 2,721,800 M A S 2,721,800
Redesign Cost for Ordot S 1,000,000 M A S 1,000,000
Wetland Mitigation Cost Estimate S 750,000 M A 5 750,000
Operations Equipment N/ A 5 5941400 | 5 5,941,400
Remedial Investigation/Remedial .
) S 5,800,000 M A 5 5,800,000
Action - Ordot
Total Capital Funding § 144,880,800 | $ 14,861,400 | § 159,742,200

These estimates are based upon a detailed review of the Consent Decree requirements, the design work
completed by the Government of Guam prior to the appointment of a Receiver and a full review of the
operations of the SWMD conducted for the purpose of identifying improvements needed to achieve and
sustain compliance with the Consent Decree. While these estimates are thoroughly researched and
comprehensive, it must be noted that they are subject to change as the competitive bidding process
provides the final measure of the cost for these projects. It should also be noted that these estimates
do not include capital funding for cell construction in the Layon Landfill beyond the cost of cells 1 and
2. Based on current waste volume and the estimated capacity of cells 1 and 2, additional cells may not
be needed for 7 to 10 years, but they will be needed. This will require careful monitoring to ensure
that the needed capital becomes available from the Government of Guam, through revenue bonds or
by further increasing tipping fees to begin setting aside funds for this needed future capacity.
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It should also be noted that the project requirement to properly close the Ordot Dump cannot begin
until the new landfill is completed and operating. There is also a significant amount of remedial
investigation that remains to be accomplished at Ordot Dump to determine the extent of environmental
damage that has occurred there and devise acceptable plans to mitigate the damage identified. The
estimates related to the Ordot Dump’s closure will, therefore, require a full reexamination as we near
the time for the project to actually begin and the remedial investigations are completed.

There are several imperatives that drive the timing of the capital funding needs of the SWMD. First, of
course, is the Consent Decree itself. The Consent Decree established timelines for closing Ordot Dump
and opening a new landfill that have long since expired. The Consent Decree was entered after years of
noncompliance with federal law that resulted in significant environmental damage. This noncompliance
led directly to the Order of March 17, 2008, appointing GBB as Receiver. In issuing its order, the Court
was abundantly clear that the Receiver is expected to “achieve expeditious compliance with the Consent
Decree;” therefore, any approach to providing capital funding that allows any further political
impediments or other barriers to “expeditious” compliance is unacceptable.

The second imperative is that time is running out on Ordot Dump’s capacity to accept waste. While the
ban placed on certain materials that now must be recycled has bought enough time to allow for
completion of the new landfill, it will extend the Ordot Dump’s life only marginally beyond the time
needed. Construction of the new landfill, when started, will likely require two “dry seasons” to
complete. Any further delays would make it exceedingly likely that Ordot Dump would run out of space
before the new landfill is ready.

The third imperative is economic. If Guam does exhaust its capacity at Ordot Dump before the new
landfill is ready, severe economic repercussions will result for Guam. Without capacity for disposal of
solid waste, shipping waste off-island could become necessary. The cost of shipping the waste to
another properly licensed and available landfill would become a significant economic burden. While
some have expressed concerns that the materials ban would create more illegal dumping on Guam,
there is little evidence that this has occurred. However, the powerful economic incentives that the cost
of shipping all waste off-island could create for illegal dumping would likely lead to a major increase in
such dumping, with all the health, environmental and aesthetic damage associated with it. The cost of
shipping could also put a severe damper on the growth Guam is now experiencing after years of a
sluggish economy.

Another economic issue that deserves serious consideration is the precarious position Guam’s non-
compliance with federal law may place it in relative to its federal funding. Virtually all forms of federal
assistance require that the Chief Executive certify compliance with numerous federal laws. According to
its audit for FY 2007, the Government of Guam received $178.5 million in grant aid from the federal
government. This is in addition to its Section 30 allocation from the federal government. Placing some
or all of these funds at risk due to the non-compliance of its solid waste program is a risk no government
should take.

Table 10 summarizes Guam’s federal grants for FY 2007:
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Table 10

GOYERNMENT OF GUAM

Summary of Schedule of Expenditures of Federal Awards, by Grantor
Year Ended September 30, 2007

Aesrued Agerued

(D ferred) (Deferred)

Balance a1 Cash Balance st

Seplember Recespis and Federal Septernber

AgencyProgram 34, 20046 Adjustrests  Expenditures 30, 2007
LS. Department of Agrical pare £ (1424935 5 66,497,748 5 a5,604 383 % (5,295, 300)
LS. Department of Commence 137,864 797,387 1,078 600 617,067
U5, Department of Defenss 525,520 2,157,455 2,069,109 737,184
L5 Departnent of Housing and Urban Development B&2 2 214970 12630 BES BRG
LS. Department af the [serior 3450487 33,535,548 13,039,159 3,084,101
U5, Deparement of Justice (216,827) 5,252,501 4,580,509 (435 B1%)
.5, Department af Labor 08,877 4310.133 4,601,245 389,892
LS. Department of Transporiation 1,504 830 8,586,168 B.407,1 5% 1,115,860
Maticnal Foundation on the Arts and the Humanitics 150,058 512,307 411,184 258 BG5S
LL5 Envircnmental Protectson Agency (5$72,292) | 681,152 3,687 007 1,442 563
LS. Deparement of Energy 156,491 141 087 165,145 180,54%
L5, Department of Education ML 1,217,159 1,577,922 403,065
L& Department of Health and Human Sepnces 68652 051 40,524,136 38,993,401 5332248
Corparation for National and Comnmmity Service B9 1,057,196 1,201,715 152 584
1.5, Department of Homeland Security (6,163,258) 10,657,652 14,101,9% (2,748 984)
LL5. Elections Assistance Commission - 172,462 172,462 -
GRAND TOTAL H B42317 5§ 178475206 §  IBO.ARI 668 § 3,482

Nege: All awards are received direet froem the Fedenl agency.

Source: Government of Guam Single Audit FY 2007

The Private Capital Option

The most discussed option for funding the Consent Decree projects in the year preceding Receivership
was private capital. Under a private capital model, the assets would actually be owned by a private
entity that would recover its cost and profit through user charges. To explore this option, we issued a
Request for Expressions of Interest (RFEI) that was sent to all private companies that have expressed an
interest to the Receiver or that have been suggested by others to the Receiver as interested and capable
of financing and operating the landfill at Layon. In addition, we placed the RFEl on the Receiver’s
Website to provide a further opportunity for other private entities to respond. We also sent it to the
Joint Guam Program Office (JGPO) to share with the Japanese authorities involved in the planned
military build-up and any other group that JGPO believes should be included. The RFElI was not a
procurement process. It was an information gathering process designed to assist the Receiver in
analyzing the potential to finance these projects with private capital. In response to the RFEI, we
received responses from the following companies:

e Dick Pacific Construction Company, Ltd, Barrigada, Guam
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e International Bridge Corporation/Pacific Waste Systems in partnership with Duenas, Bordallo,
Camacho and Associates, Inc., Black & Veatch, and Capital Projects Financing Authority (Public
Finance Associates), Barrigada, Guam

e Iron Bridge Capital Partners, LLC, Atlanta, Georgia

e lacto Asia Pacific Corporation, Paranaque City, Philippines

e Organic Waste Remediation, LLC, Orlando, Florida

e PVT Land Company, Ltd, Waianae, Hawaii

e Tetra Tech, Inc., Tamuning, Guam

e Veolia Environmental Services Asia PTE LTD, Wanchai, Hong Kong

In addition, we also received responses from several other companies suggesting alternative
technologies. While these ideas may be useful for Guam at some point, they are not responsive to the
RFEI or within the scope of our responsibility to the Court.

For the following reasons, we have concluded that private capital is not a viable financing method for
the Consent Decree projects:

» The Consent Decree implies that the Government of Guam will construct and own the new
landfill;

> Such a financing arrangement is complex and would take an extended time to complete,
possibly placing the schedule in jeopardy;

> At best, it is an incomplete solution providing capital funding for only the new revenue
producing facilities and ignoring the other capital needs of the SWMD, the most significant of
which is the closing of Ordot Dump;

> Private capital is a more costly approach than other options. The Government of Guam can
borrow capital funds less expensively than a private sector company. While some form of tax-
exempt financing for this approach may be possible, it is unlikely to be as inexpensive as direct
government borrowing; and

» The Government of Guam would have to cede broad authority to the private entity to assure
that the private entity could recover its investment. This would likely require changes in Guam
law that would be controversial and likely to cause much debate and unacceptable delay.

It should also be noted that there is no barrier to the Government pursuing this funding strategy after
construction of the new landfill and full compliance with the Consent Decree has been achieved. It is
increasingly common in the United States and elsewhere to sell public infrastructure to the private
sector creating a public-private partnership for the ownership and/or operation of existing
infrastructure.

Options for Capital Funding

For the reasons stated above, private capital is not a viable method of providing the needed capital
funding. However, the fact remains that the Government of Guam has an absolute obligation to provide
the capital funding needed to comply with the Consent Decree. The Government, therefore, has a
decision to make about how to provide these funds. The choices available to the Government are debt
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financing, grants received from federal authorities, or a “pay as you go” approach using the current
revenue of the Government or some combination of these sources.

Capital funding is most often provided through debt financing. By using debt financing, the costs of
capital assets are spread over their useful life, allowing all of those who benefit from the assets to pay
their fair share of the cost.

Capital funding is sometimes provided by grants. In fact, the cost of the land needed for the new landfill
and the design costs have been paid by grants. The Governor’s Office has indicated that they are
exploring additional federal grants to assist with funding the Consent Decree projects, and the Receiver
has provided the Governor’s Office with information to assist them in this effort. However, even if the
Governor’s effort to obtain grant funding is successful, it will likely cover only a portion of the cost.

Without debt or third-party grant financing, the cost of capital projects must be paid from current
revenues of the Government. This kind of “pay as you go” approach to funding capital investment is not
unheard of, but it would normally create serious financial stress for the Government, since tax rates and
the rates of other government funding sources are not typically set to allow for such costs.

While paying for capital assets with the current revenues of the government is not common, it is a
capital funding approach that is used by some governments. In fact, as recent as 2006, six states (lowa,
Nebraska, North Dakota, South Dakota, Tennessee and Wyoming) reported no debt for one of the most
capital intensive areas of infrastructure — their highway programs. This means that the elected leaders
of these governments decided to finance their highway programs out of their current revenues.

Debt financing certainly seems like a logical decision for the Government of Guam. The Government
already has a serious deficit and significant demands on its resources in many areas to address a variety
of issues including the impact of the impending build-up of military forces on Guam. Funding these
projects without debt financing would appear to place an unacceptable and unnecessary additional
financial burden on the Government of Guam.

There is no legal requirement that the Consent Decree projects be financed by debt. There is, however,
a very clear legal requirement that these projects proceed without further delay. Whatever the
Government’s decision, it cannot be allowed to stop or slow down these projects once a construction
schedule is approved by the Court. Accordingly, if the Government fails to move expeditiously toward
funding these projects with debt, it is making a de-facto decision to fund them with current revenues.

If the Government decides to fund these projects with debt, it must be recognized that options for debt
financing are limited due to Guam’s poor credit history, its current financial condition and its history or
poor performance in its solid waste program. In the following paragraphs, we outline the options and
recommend a course of action should the Government choose to pursue debt financing.
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General Obligation Bonds

One of the most common and effective means of providing capital funding is through the sale of general
obligation bonds. These bonds are commonly understood and accepted in the capital markets and are
backed by an unlimited tax pledge (i.e., the government promises to raise taxes to whatever extent
required to repay the bondholders). This is called a pledge of the “full faith and credit” of the issuing
government.

There has apparently been little consideration of this method of financing the Consent Decree projects.
Potential problems for the Government of Guam in pursuing this approach to capital funding include:

» Guam'’s credit ratings are poor, reflecting the serious financial challenges it continues to
confront in the management of its traditional governmental functions;

» A ceiling on general obligation bonds that has been litigated all the way to the United States
Supreme Court. The Court decisions in this matter do, however, appear to allow the
government a great deal of flexibility to make adjustments to raise the debt ceiling;

» Competing priorities for other infrastructure and public needs that will more than consume
the available general obligation debt under the current debt ceiling; and

» Funding any utility with tax revenue creates a disconnect between the customers of the
service and the payment for the services, often leading to poor management by the
customers and the utility.

Traditional Revenue Bonds

Revenue bonds are the most common method for financing the capital needs of a regulated utility such
as the SWMD. Bonds are issued to finance the utility’s infrastructure and other capital cost, and are
repaid from the rates charged customers which are set to cover the cost of current operations, debt
service on the bonds, and provide reasonable level of reserves to assure stability in operations and
rates. Typically, revenue bonds are required to maintain a debt service reserve that is at least one year’s
debt service to avoid any disruption in the repayment schedule if the utility encounters cash flow
problems while in the process of adjusting its rates.

The financial markets judge the creditworthiness of the utility by its past track record and the
environment in which it operates (political stability, business stability, economic viability and the degree
to which the utility holds a monopoly on its market). Tab 5 is a document prepared by Public Financial
Management, Inc. (PFM) entitled “Solid Waste Sector Rating Agency Criteria” that outlines the market’s
expectations when bonds are issued for a solid waste utility. Guam’s SWMD requires much work and
time before it is able to meet these expectations in a way that would persuade the markets that it is
creditworthy for long-term bonds.

The fact that similarly situated utilities on Guam (the Guam Power Authority and the Guam Waterworks
Authority) have been able to issue revenue bonds in recent years demonstrates the viability of this as a
funding mechanism. Unfortunately, they also demonstrate what is increasingly apparent to the
Receiver, that the time required to achieve the business stability, demonstrate the economic viability of
the SWMD, and to pass the laws or bond covenants that confer the monopoly status needed to assure

GBB Page 18 of 30 October 22, 2008



the markets of repayment is much too long for compliance with the Consent Decree to be achieved in a
timely way.

Even with these time restraints, revenue bonds still appear to be the most appropriate method of
financing for the Government of Guam. In order to issue these bonds in a reasonable timeframe,
however, some form of additional security for the bondholders will be needed.

Traditional Revenue Bonds with a Section 30 Financial Backstop

Additional security for revenue bonds is often provided by purchasing insurance or having the
government pledge to back the bonds with general tax revenue. Market conditions for bond insurance
at this time are not good for utilities, even for utilities with strong performance records, so this is clearly
not an option for Guam. Likewise, because of the serious financial conditions in which the general
Government of Guam currently operates, a general tax pledge is not likely to be effective.

However, it is apparent that Guam has faced this situation before and found a solution. On at least two
occasions in recent years, Guam has elected to issue bonds backstopped by a pledge of its Section 30
money. Section 30 funds are revenues of the Government of Guam that are collected by the federal
government. These funds are derived primarily from the federal income tax paid by military personnel
and other federal employees working in Guam.

The term “backstop” is used here to describe a financial guarantee that essentially becomes the
market’s credit insurance. Section 30 funds are effective as a guarantee because they come from the
federal government and, with the proper pledge, can be diverted directly to bondholders if necessary.

A financial backstop would work as follows: The borrower (in this case the Government of Guam) allows
Section 30 funds to be placed in the hands of a trustee. The trustee is also the trustee and custodian for
the debt service to repay the bondholders (in some cases, there may be two trustees who are
contracted to work together). The trustee receives the debt service funding from tipping fees, pays the
bondholders, and releases the Section 30 funds to the Government of Guam. Should the trustee not
receive all or some portion of the funds required to pay the bondholders, an amount equivalent to the
shortfall is deducted from the Section 30 funds, and the balance is released to the Government of
Guam. In other words, the bondholder is held harmless, and the Government only loses if it fails to
collect and/or transfer the tipping fee revenue needed to pay the bondholders. Since the funds to pay
the debt service to the bondholders come from the fees charged the customers of the SWMD, the
Government should never have a loss unless it takes some action that disrupts the required flow of
tipping fees to the trustee.

The following descriptions of debts previously issued by the Government of Guam, using what appears
to be a similar guarantee, are included in the audited financial statements of the Government of Guam
for the year ended September 30, 2007:
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Figure 2

Government of Guam
Excerpt from Motes to the Audited Financial Statements FY 2007
Description of Section 30 Backed Debt

Long-Term Obligations, Continued

Limited Obligation (Section 30) Bonds, 2001 Series A (original issue of
576,895,000), varying interest rates at 3.25% - 5.5% per annum, payable
semiannually in June and December, principal fund payments due in varying
annual installments commencing with a payment of $6,220,000 in
December 2002 and increasing to $9,565,000 in December 2011. The bonds
have been issued for the purpose of providing money to repay the
outstanding amounts of certain debt, including the 1989 Water System
Revenue Bonds, the debt of the Guam Memonal Hospital Authority and the

voluntary service debt. 43,110,000
Add net unamortized premium on bonds 2,014,171
45,124,171

Note payable to a local bank in the amount of $10,000,000, interest rate is
based on the bank’s index rate and varies from 4.75% - 8% per annum,
principal and interest payable commencing October 2003 in annual
installments of $1,281,818. This loan was used to fund public assistance
programs and for the payment of the GovGuam Department of Education’s
monthly allotment backlog. The note is collateralized by the pledge and
assignment of Section 30 revenues. 5,942,612

The Bureau of Budget and Management Research (BBMR) informs us that Section 30 receipts for the
most recent years are as follows:

FY 2005 = $51,291,552
FY 2006 = $56,824,861
FY 2007 = $51,909.468
FY 2008 = $40,225,228.

The reduction in FY 2008 is due to overestimates of Section 30 revenue in previous years according to
BBMR. BBMR also anticipates that the Government of Guam will see a significant increase in its Section
30 receipts in the near future as a result of the pending military build-up. Currently, the Government of
Guam has pledged approximately $15.5 million of the Section 30 Funds it receives to debt service.
These debts are scheduled to be paid off in 2012. Assuming the Government does not further
encumber Section 30 funds, they appear to be adequate to provide the security needed for the
financing of the Consent Decree projects.

GBB Page 20 of 30 October 22, 2008



Funding Recommendation

The Receiver recommends to the Court and the Government of Guam that the Consent Decree projects
be funded through a revenue bond issue guaranteed by the Government’s Section 30 funds. We do not
believe it is feasible to fund the closure of the Ordot Dump with revenue generated by the SWMD, and
we recommend that the debt service for any bonds issued to cover this capital cost be paid from tax or
grant sources. However, we also understand that the decision about how best to provide the capital
funding necessary for the Consent Decree projects is a decision that properly belongs to Guam’s
Governor and Legislature. There is, however, a clear limitation on their decision-making authority in this
situation. Due to the Government’s longstanding violation of federal law, the resulting Consent Decree
and the Orders of the Court, unlike other capital projects, this is not a discretionary decision. The
projects must be funded; delay and/or a failure to fund the Consent Decree projects are simply no
longer options for the Government of Guam.

The options of the elected officials of Guam appear to be limited to either:

1. Make an affirmative decision to fund the projects from current revenues, as some governments
have done; or

2. Make an affirmative decision to fund the projects by issuing revenue bonds backed by a Section
30 guarantee, as the Government of Guam has done in similar situations in the past.

The history of this case is, however, a history of the Government’s failure to act. Given this history, how
can there be any assurance that the Government of Guam will now affirmatively act on either option?

Simply put, the circumstances of the Government of Guam changed with the Receivership Order of
March 17, 2008. Because of the Government of Guam’s inability or unwillingness to act, the Court
appointed a Receiver to act, with Court approval, in the Government’s place. The only decision now left
to the Government of Guam is how to pay for the projects which are required to achieve compliance
with the Consent Decree. In this situation, if the Government of Guam, after being provided a roadmap
of how to successfully borrow the needed funds and sufficient time to allow it to act on the information,
fails to act to borrow the funds needed to comply with the Consent Decree, this must be construed as a
decision to fund the projects with current revenues of the Government, and the Receiver should be
authorized by the Court to proceed as if such an affirmative decision had been made. To act otherwise
gives the Government of Guam the power to decide when or even if it will comply with the Consent
Decree, a decision it gave up when it signed the Consent Decree.

Table 11 clearly illustrates the enormous value to the Government of Guam for following the Receiver’s
recommendation that the Consent Decree projects be funded by revenue bonds backed by Section 30
funds.
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Table 11

Consent Decree Projects

Financial Impact on the Government of Guam

With/Without Revenue Bonds

Estimated Total Cost
$159,742,204
Construction Schedule
Start - January 1, 2009
End -September 30, 2012
Mo Revenue Bonds Meonthly Cash Revenue Bonds Initial
Initial Depaosit $20,000,000 Reguirement™ Deposit $20,000,000*
Cumulative Financial Impact on Cumulative Financial Impact on
the Government of Guam Date Amount the Government of Guam

521,878,730 2/1/2009 5 1,878,730 30
$25,630,190 3/1/2009 S 3,753,460 $295,216
$33,137,110 4/1/2009 S 7,506,920 $590,432
536,890,570 5/1/2009 S 3,753,460 $885,648
536,890,570 6/1/2009 S - 51,180,864
540,252,829 7/1/2009 S 3,362,239 51,476,080
546,158,560 8/1/2009 S 5,905,731 51,771,296
549,951,517 9/1/2009 S 3,792,957 52,066,512
556,003,386 10/1/2009 S 6,051,869 $2,361,727
561,762,979 11/1/2009 S 5,759,593 $2,656,943
571,000,056 12/1/2009 |5 9,237,077 52,952,159
578,995,365 1/1/2010 S 7,995,309 $3,247,375
584,073,664 2/1/2010 S 5,078,299 $3,542,591
590,985,351 3/1/2010 S 6,911,687 $3,837,807
594,711,830 4/1/2010 S 3,726,479 54,133,023
598,197,461 5/1/2010 | $ 3,485,631 54,428,239
$103,405,016 6/1/2010 S 5,207,555 54,723,455
5110,897,129 7/1/2010 S 7,492,113 55,018,671
$116,458,504 8/1/2010 S 5,561,375 $5,313,887
5121,384,834 9/1/2010 S 4,928,330 53,609,103
$123,218,976 10/1/2010 S 1,834,142 $5,904,319
5126,492,309 11/1/2010 |$ 3,273,333 56,199,535
$127,223,951 12/1/2010 S 731,642 56,494,751
$129,155,786 1/1/2011 S 1,931,835 56,739,966
$131,538,055 2/1/2011 S 2,382,269 57,085,182
$134,264,762 3/1/2011 S 2,726,707 57,380,398
$138,866,733 4f1/2011 S 4,601,971 57,675,614
$144, 743,183 5/1/2011 S 5,876,450 57,970,830
$146,455,934 6/1/2011 S 1,712,751 58,266,046
$148,185,491 7/1/2011 S 1,729,557 58,561,262
5149,397,923 8/1/2011 S 1,212,432 58,856,478
$151,847,783 9/1/2011 S 2,449,860 59,151,694
5153,539,338 10/1/2011 |5 1,691,555 59,446,910
$155,557,318 11/1/2011 S 2,017,980 $9,742,126
5138,949,800 12/1/2011 | $ 3,392.482 510,037,342
$161,927,302 1/1/2012 S 2,977,502 510,332,558
$167,275,824 2f/1/2012 S 5,348,522 510,627,774
$171,063,286 3/1/2012 S 3,787,462 510,922,990
$174,082,249 4f1/2012 S 3,018,963 511,218,205
$176,776,139 5/1/2012 S 2,693,890 511,513,421
$176,776,139 6/1/2012 S - 511,808,637
$176,876,139 7/1/2012 S 100,000 512,103,853
$176,876,139 8/1/2012 S - 512,399,069
5179,742,206 9/1/2012 |5 2,866,067 512,694,285

*Estimated amounts and timing of payments are subject to change.
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The foregoing table estimates, to the best extent possible, the amounts that will be needed each month
to meet the financial requirements of the Consent Decree. In addition, under either scenario, an initial
sum of $20,000,000 will be required to be placed on deposit with a trustee approved by the Court on or
about January 1, 2009. This is necessary to assure the potential contractors for the Consent Decree
projects that they will be paid in a timely manner. In the absence of such a sum, it will likely be
impossible to attract reputable contractors to mobilize their companies to provide the needed
construction.

Under the revenue bond approach, the initial $20,000,000 could be provided through a bridge loan from
a bank, secured by Section 30 funds and refunded when the revenue bonds close. With the approval of
the Court, any cash that is not required to comply with the Consent Decree would be returned to the
Government of Guam at the end of the Receivership. Any remaining bond proceeds would be utilized
in accordance with the requirements of the bond indenture and applicable law.

The Receiver’s calculations assume that the Government of Guam acquires the capital for the closure of
Ordot Dump through the revenue bond issue, electing to pay the debt service on that portion of the
bonds from Section 30 revenue. Accordingly, the debt service on the portion of bonds needed for Ordot
Dump closure would continue for the life of the bonds. This portion of the debt service is shown here as
a monthly expense during the period of construction. The actual cash flow would be determined by the
final bond amortization schedule. Should the Government of Guam elect to use federal grants or loans
to fund this cost, the revenue bond issue would be reduced, and the debt service expense for the Ordot
Dump portion of the bond issue would be eliminated. To the extent that available federal grants or
loans exceed the cost of closure of the Ordot Dump, the amount of Section 30 guarantee could be
reduced.

The Receiver is cognizant that the recent turmoil in the financial markets is creating serious obstacles to
state and local governments’ efforts to finance capital needs everywhere. It is believed by most
authorities that this turmoil will subside over the coming months but will likely result in net higher
interest cost than has been the case in the recent past. This situation warrants close monitoring by the
Government of Guam as it decides how best to proceed in this arena.

The Receiver is mindful of the serious financial challenges that face the Government of Guam.
Accordingly, we are prepared, working with the Public Utilities Commission or under our authority
granted by the Court in the order appointing us as the Receiver, to set tipping fee rates at sufficient
levels to pay for the operations described in this Report and to pay the needed debt service to assure
the Government of Guam that, while its Section 30 funds will be required as a guarantee, the funds will
not actually be used to fund debt service for the Consent Decree projects, other than the closure of the
Ordot Dump. If this approach is followed, the financial impact of the Consent Decree projects on the
Government’s current financial operations will be zero. The Receiver is prepared to assist the
Government in any reasonable way to complete the revenue bond issue in a timely manner.

However, should the Government decide to fund the Consent Decree projects with cash, either by
making an affirmative decision for cash funding or by failing to fund the projects with the bonds (offset
to the extent possible by federal grants and/or loans) we have recommended, the financial impact on
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the Government’s other programs and departments will be very significant. We must assume that this
would require significant cuts to current Government of Guam programs or a large increase in taxes or
the Government’s deficit. It is our hope that the Government will not choose such an unnecessarily

painful approach.
Flow of Funds

For the SWMD to support revenue bonds and to function as a viable utility, it must separate its funding
completely from the Government of Guam. To accomplish this, a new approach to managing the flow of
funds will be needed, and a trustee will need to be appointed. The appointment of a trustee will occur
in the normal course if the Government decides to use revenue bonds. However, should the

Government fail to issue bonds, a similar process will still need to be followed.

Whether the Government of Guam uses bonds or funds the capital needs with cash, the flow of funds
will need to work in the same manner. This will assure that the Receiver is able to support a bond issue
at any time the Government is ready to proceed, and that the Receiver will be able to promptly pay for
the construction work when it is successfully completed. If the Government of Guam does not market
revenue bonds as we have recommended, the funds otherwise dedicated to debt service in the SWMD
will be used to offset the capital funding required of the Government. This will reduce the cost to the
Government and ensure that it remains in a position to issue bonds should it decide to do so at a later
date. Figure 3 depicts the Receiver’s recommendation for the flow of funds.

Figure 3

Guam Solid Waste System

Flow of Funds

Gross Tipping Fee Revenues Section 30 Revenue

Available
for Debrt Service
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Bond Proceeds

Pledge

DIREF - The DSRF will be funded at a Required Reserve Fund Level of Maximum Annual Debt Service on the Bonds.below the reguired level
If the balance of the DSRF falls below the Reguired Reserve Fund Level, the Trustee will be required to draw upon Section 30 Funds to
replinsh the fund to the Required Reserve Fund Level.

The Rate Stabilization Fund is to be funded from net Revenues (after 0&M) until the desired maximum level {1/2 MADS)

to provide additional coverage for the Bonds. As the RSF grows, there will be less dependency on the Sec 30 Funds
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Roadmap to a Section 30 Revenue Bond Issue

In order to assist the Government of Guam in successfully marketing a revenue bond issue to support
the Consent Decree projects, we have consulted with the Government of Guam’s bond counsel, Orrick,
Herrington & Sutcliffe (Orrick) and Public Financial Management (PFM) to develop a “roadmap” that
outlines the steps that would need to be taken (see Tab 6 for the detailed roadmap). If the Government
of Guam follows these steps, it should result in a bond issue that provides funding for the Consent
Decree projects without unnecessary pain or disruption to other programs of the Government of Guam.

It should be noted that even if the Government follows each step outlined in a timely manner, a bond
issue will not be completed prior to the need for funding in early 2009. This problem can be managed
with a bridge loan from a financial institution. Such a loan would also need to be guaranteed by Section
30 funds. The Government has borrowed money this way several times in recent years, so such a loan
could be in place by early 2009.

Funding and Future Tipping Fees

In order to fund the Consent Decree projects and operate the programs of the SWMD, it will be
necessary to put into place adequate tipping fees to financially support the cost of the program. Table
12 outlines the difference between current revenues of the system, plus the Recycling Revolving Fund,
and the total estimated cost of an adequate solid waste program.

Table 12

Guam Solid Waste Program
Estimated Cost and Revenue

Excludes Ordot Closure

Revenue:
Current Revenue 5 5,783,300
Recycling Revolving Fund S5 2,325,300
Total Projected Revenue S 8,109,200

Cost:

Annual Cost of Program 511,974,200
Debt Service 511,009,700
Total Projected Cost 522,983,300
Surplus / (Shortfall) 5(14,374,700)

There is a significant gap between revenues of the projected system and the cost of the new system
which must be filled with an increased tipping fee. An important factor in the gap between revenue and
projected expenditures is the debt service necessary to pay for the cost of the revenue bonds we
recommend the Government of Guam use to pay for the Consent Decree projects. The portion of the
debt service attributable to the closure of the Ordot Dump is not included in the debt service estimate
shown in Table 12 since it is our recommendation that this cost be paid directly by the Government of
Guam through either Section 30 funds or through federal grant funds. When the debt service for the

GBB Page 25 of 30 October 22, 2008



closure of the Ordot Dump (which is estimated to be approximately $3.6 million annually) is added to
the debt service shown in Table 12, the total estimated annual debt service is $14.6 million.

Tab 7 provides a detailed model of the bond issue needed to implement the Receiver’s capital funding
recommendation. This model was prepared by PFM and provides a detailed description of the sources
and uses of funds and a full amortization schedule. This model represents a detailed estimate which is
useful for planning purposes. Should the Government of Guam proceed with a bond issue, the final
sources and uses of funds and amortization schedule would be based upon the actual pricing of the
bond sale at closing.

Table 13 shows the estimated tipping fees that will be required to adequately address the
recommendations contained in this Report.

Table 13
Guam 5Solid Waste Management Division Cost/Funding
Estimated Tipping Fees
{Excludes Ordet Dump Closure Cost)
Residential Junk Cars and Tire
Expense/Revenue Collection® Disposal™™ Processing
Direct Expense 5 4,832,958 S 4,397,048 S 1,527,500
Administration®** 5 621,706 5 590,048 5 204,978
Debt Service 5 710,268 S 10,299,473 S -
Total Expense & 5,964,931 3 15,286,576 5 1,732,478
Less:
Recycling Revolving Fund 5 592,817 5 1,732,478
MNet Expense & 5,372,115 & 15,286,576 S -
Number of Accounts/Tons 15,000 98,540 NS A
Required Fee 5 29.85 3 154,97 NS A
*Includes residential trash collection, white goods and bulky waste and pilot curbside program
**Includes landfill cperations, transfer station, convenience center and HHW

Table 14 provides a comparison of the current rates (converted where applicable to a per ton basis) with
the proposed rates for disposal at the new landfill, the rates for residential collection, and the rates for
self-haulers. While the rates are significantly increased, they are not increased nearly as much as the
400 percent increase the Government of Guam anticipated in the 2006 audit conducted for the PUC by
the Georgetown Consulting Group. The projected tipping fee is also in line with the fees projected by
HDR, an architectural, engineering, and consulting firm engaged as a part of the unsuccessful 2006 effort
to initiate a revenue bond issue.

GBB Page 26 of 30 October 22, 2008



Table 14

Solid Waste Management Division
Eztimated Rates
Current

Volume PerTon MNew Rate %
Fees Rate Rate Rate  Measure Change
Residential 510.00 N/A 5 29.85  month 198%
Tipping Fee {compacted) 520.00 S72.60 5154.97 ton 113%
Tipping Fee {uncompacted] 5 5.00 548.89 5154.97 ton N/ A
Self-Drop (under 3 cy) $ 250 NfA S 746 pickup  198%
self-Drop {over 3 cy) $ 500 N/A S 1492 cy 198%

It should be noted that these rates do not include any services for the Military organizations on Guam.
These rates will be set separately, and the Court may be assured that the Receiver will not recommend
rates that are less than those paid by the citizens of Guam. Assuming the Military becomes a part of the
new system, the tipping fee would be significantly reduced since it will allow the fixed cost of the new
landfill and related facilities to be spread over a larger number of tons of waste. The Military projects
that, by 2014, it will generate approximately 55,000 tons per year of solid waste.

Legal Issues and their Potential Effect on Financing and Fees

There are a number of issues with Guam Law the Receiver has considered in consultation with the
Attorney General of Guam that have potential effects on the fees of the SWMD. The following issues
are described along with our conclusions.

Issue 1. Continuing Cloud over the Ownership of the Land for the New Landfill

A comprehensive process was undertaken to identify the best site for the new landfill;
The Layon site was chosen and approved by all parties in this matter;

The Government of Guam took appropriate steps to acquire the land by condemnation;
Funds to fully compensate the owners of the land have been deposited with the
Superior Court of Guam;

Litigation has been pending for some time challenging the validity of the condemnation
in this matter.

Conclusion: Revenue bonds are based on the capacity of the revenue generating facility they are
financing to produce sufficient revenue to pay for both its operation and the debt service on the

bonds.

The land upon which these revenue producing facilities would be located is of critical

importance to potential bondholders. Unless this matter is resolved very soon, the Government
of Guam will be unable to proceed with the revenue bonds recommended in this Report.

Issue 2. Privatization of Funding, Design, Construction and Operation of New Landfill

GBB

Public Law 24-06, enacted in 1997, contemplates full privatization of the new landfill;
While the law has been discussed, no meaningful action has been taken to implement
the law;

Design is now essentially complete;

Page 27 of 30 October 22, 2008



GBB

¢ Implementation of the law would require extensive legislative changes and complex
negotiations with potential owner/operators;
¢ Cost would be higher than public financing; and
e The Government of Guam can sell this infrastructure after the Receivership is completed
if it still wishes to privatize.
Conclusion: The only viable course of action to achieve compliance with the Consent Decree is to
complete the design and construct the new landfill under a construction contract competitively
bid pursuant to Guam’s procurement law.

Issue 3. Privatization of SWMD Residential Trash Collection

e Public Law 26-99 contemplates privatization;

e The law provides no monopoly for the SWMD in the area of residential collection;

e Without a public monopoly, the only way to privatize is for the SWMD to simply
terminate all of its collection services and tell its customers to contract with a private
sector company for service;

* We do not believe it appropriate for the Receiver to terminate Residential Collection
services;

e There is currently no legal barrier to private companies providing services to the
SWMD’s residential customers; and

e Should this occur, it may necessitate a tipping fee surcharge to assure that residential
collection not provided by the private sector can continue.

Conclusion: We recommend that this matter be deferred until after the Receivership is
completed.

Issue 4. Disconnect between Tipping Fee and Commercial Haulers
e 10 GCA, Section 51118 seems to place all or a part of the responsibility for collecting
tipping fees from commercial customers upon the Government instead of the
commercial haulers providing them service;
e The law creates confusion on this issue since the SWMD has no direct contact with the
customers of commercial haulers; and
e The current law authorizes the Public Utilities Commission to establish a new rate
structure that replaces the one outlined in Guam Law.
Conclusion: This matter will be resolved when a new rate structure is approved by the Public
Utilities Commission.

Issue 5. Authority for Free Disposal by Mayors, “Good Citizens” and Temporary Suspension of
Tipping Fees Following a Force Majeure

e 10 GCA, Section 51118 authorizes these exemptions;

e The public purpose of these exemptions is understandable, but each is subject to

serious abuse;

¢ The cost of all solid waste disposal must be recovered; and

e There are no procedures in place under which these exemptions are administered.
Conclusion: Each Mayor will be allocated a per capita amount of waste within their jurisdiction
to support their litter control programs and their programs to assist the elderly and disabled.
This allocation will be covered by an island-wide surcharge built into the tipping fee. Any
amounts delivered in addition to the allocated amount will be directly charged to the Mayor, if
permitted by law, or paid through a surcharge on the tipping fee.
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Issue 6. lllegal Dumping, Illegal Burning and Litter Control
e 10 GCA, Section 51110 makes all such activities illegal;
e Problems in each of these areas have been extensive on Guam for many years;
e There are insufficient resources available to the Guam agencies responsible for
enforcement to allow for adequate enforcement; and
e The lack of enforcement in these areas is a serious potential threat to the revenue
streams required for a viable solid waste program.
Conclusion: If the Legislature fails to fund enforcement activities adequately, we will consult
with the Attorney General in an effort to allocate some resources from tipping fees to
enforcement agencies to increase enforcement. We will also consider supporting community
organizations to collect litter and illegally dumped waste on public land.

With the approval of the Court, we will address the issues outlined above and begin to work with the
Public Utilities Commission to put the new tipping fees into place. We will also continue to evaluate all
options for reducing cost and raising revenue from alternative sources that may lower the fees that will
otherwise be required.

It should also be noted that any approval by the Government of Guam of additional landfills or
alternative means of disposal for municipal solid waste should be evaluated very carefully in light of the
financial commitment required to comply with the Consent Decree. The recommendations outlined in
this Report assume that the new landfill will be the only method for disposal on Guam. The United
States Supreme Court, in a recent case known as “UNITED HAULERS ASSOCIATION, INC., ET AL. v.
ONEIDA-HERKIMER SOLID WASTE MANAGEMENT AUTHORITY, ET AL., 127 S. Ct. 1786 (2007),” ruled that
governments may require the use of public disposal facilities for municipal solid waste collected within
their jurisdictions. It therefore appears to be clear that the Government of Guam has the authority to
direct all waste generated in Guam to the new landfill. Should the Government decide not to require
the exclusive use of the new landfill and approve other competing facilities, it will likely erode the
revenue base of the SWMD making tax subsidies to honor any bond commitments a necessity. Such
potential cost should be carefully evaluated by policymakers as they consider other projects in this area.

Next Steps

During the course of the final quarter of calendar year 2008, the Receivership Team will address the
following areas in our work to achieve compliance with the Consent Decree:

Maintain on-the-ground presence in Guam;

Keep improving SWMD residential services;

Continue to improve the new SWMD organization;

Develop a complete schedule for the roll-out of the changes needed in the operations of the
SWMD;

Complete and obtain approval for all design plans needed to move forward;

Complete all permitting processes and obtain needed permits;

Begin procurement process to start initial construction of the Layon Landfill;

Assist Gov Guam, as requested, in implementing the funding recommendation;

Develop detailed plan for implementing new residential services that will also address the
current billing problems;

10. Initiate rate-setting process with the Public Utilities Commission;
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11. Establish trustee relationship and financial procedures with input from the Government of
Guam and approval of the Court;
12. Advance Military involvement with execution of MOU and Service Agreement;
13. Execute the approved Plan:
a) Report to the Court on an ongoing basis;
b) Adjust the approved Plan of Action with the approval of the Court as circumstances
require; and
14. Keep the Court, the Government of Guam, our customers, and other interested parties
informed.

The women and men of the Solid Waste Management Division continue to meet the challenges placed
before them. The improvements, which are clear to all observers, will be accelerated in the coming
months but must be continued and built upon to achieve the objectives set out in this Report. The
challenges confronting the Receivership and the Government of Guam in this important endeavor are,
likewise, critical and require clear focus and cooperation. With the support of the Court and the
understanding and patience of the people of Guam, these challenges will continue to be met in the
coming months and beyond.
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