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BURGER « COMER « MAGLIARI
CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITOR’S REPORT

To the Board of Directors
of Marianas Visitors Authority

We have audited the accompanying financial statements of the governmental activities and the
governmental funds of the Marianas Visitors Authority (MVA)., a component unit of
Commonwealth of the Northern Mariana Islands government, as of September 30, 2014 and 2013,
and for the years then ended, and the related notes to the financial statements, which collectively
comprise the MVA’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free from material misstatement.

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

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

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities and governmental funds of the
MVA as of September 30, 2014 and 2013, and the respective changes in financial position thereof
for the years then ended in accordance with accounting principles generally accepted in the United
States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Management’s Discussion and Analysis (MD&A) and budgetary comparison information on
pages 4 through 12 and page 39 be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of financial reporting for
placing the basic financial statements in an appropriate operational, economic, or historical
context. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information and
comparing the information for consistency with management’s responses to our inquiries, the basic
financial statements, and other knowledge we obtained during our audit of the basic financial
statements. We do not express an opinion or provide any assurance on the information because the
limited procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance,

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the MVA’s basic financial statements. The individual fund financial
statements are presented for purposes of additional analysis and are not a required part of the basic
financial statements.

The individual fund financial statements are the responsibility of management and were derived
from and relate directly to the underlying accounting and other records used to prepare the basic
financial statements. Such information has been subjected to the auditing procedures applied in
the audit of the basic financial statements and certain additional procedures, including comparing
and reconciling such information directly to the underlying accounting and other records used to
prepare the basic financial statements or to the basic financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in the United
States of America. In our opinion, the individual fund financial statements are fairly stated, in all
material respects, in relation to the basic financial statements as a whole.
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Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
December 30, 2014, on our consideration of the MVA’s internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that testing, and not to
provide an opinion on internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards in
considering MVA’s internal control over financial reporting and compliance.

E’?‘ Comnr M?A;;

Commonwealth of the Northern Mariana Islands
December 30, 2014






Management’s Discussion and Analysis, Continued

¢ Departure and arrival area at the airport (installation of 20 video monitors)
Forbidden Island lookout (new viewing deck/area)

¢ Daily maintenance of Garapan District

Bird Island (new interpretive sign and addition of pavilion)

» MVA as of the date of audit is still current on its financial obligations with both Offshore and
Local Vendors.

» MVA received $33,117 of in-kind contributions in fiscal year 2014. In-kind contributions was
decreased by approximately 82% or $155,547 compared to the previous year.

OVERVIEVW OF THE FINANCIAL STATEMENTS

The Financial section of this report presents the MVA’s financial statements as two components: basic
financial statements, and notes to the financial statements. It also includes the supplemental
information.

BASIC FINANCIAL STATEMENTS

Governmental Accounting Standards Board (GASB) Statement No. 34 requires the presentation of the
Management’s Discussion and Analysis (MD&A) and the basic financial statements. The basic
financial statements consist of agency-wide statements, fund financial statements, notes to the financial
statements, and a budgetary comparison statement for the general fund.

In June 2011, the GASB issued Statement No. 63 “Financial Reporting of Deferred Outflows of
Resources, Deferred Inflows of Resources, and Net Position.” This Statement provides financial
reporting guidance for deferred outflows of resources and deferred inflows of resources. Concepts
Statement No. 4, Elements of Financial Statements, introduced and defined those elements as a
consumption of net assets by the government that is applicable to a future reporting period, and an
acquisition of net assets by the government that is applicable to a future reporting period, respectively.
Previous financial reporting standards do not include guidance for reporting those financial statement
elements, which are distinct from assets and liabilities. This Statement is effective for financial
statements for periods beginning after December 15, 2011. Earlier adoption is encouraged. The MVA
has adopted and applied this Statement in their financial statements. The prior financial statements
have been restated to comply with the requirements of this update.

MD&A

The MD&A is a narrative section that introduces the basic financial statements. It should give readers
an objective and easily understood, readable analysis of the MVA’s financial performance for the year.
Agency-Wide Statements

The MVA’s agency-wide financial report includes two financial statements: the Statement of Net
Position and the Statement of Activities. The Marianas Visitors Authority prepared these financial
statements in accordance with Governmental Accounting Standards Board (GASB) principles.



Management’s Discussion and Analysis, Continued

Statement of Net Position

The Statements of Net Position presents information on assets and deferred outflows of resources, and
liabilities and deferred inflows of resources with the difference between them presented as net position.
It reflects the MV A’s assets, liabilities and the resources remaining after liabilities are satisfied. Over
time, increase or decrease in net position may serve as a useful indicator whether the overall financial
condition, and whether the entity’s financial health has improved or deteriorated during the fiscal year.

Statement of Activities

The Statement of Activities is the operating statement for the MVA as a whole. It is based on full
accrual accounting rather than the traditional modified accrual basis. Depreciation of capital assets is
recognized as an expense.

Fund Financial Statements

The financial reporting package includes the fund financial statements. Fund reporting focuses on
showing how money flows into and out of funds and the balance left at year-end that is available for
spending. A fund is a grouping of related accounts that is used to maintain control over specific
activities.

The MVA, like other state and local governments, uses fund accounting to demonstrate and ensure
compliance with finance related legal requirements.

Balance Sheet
Statement of Revenues, Expenditures, and Changes in Fund Balance

These statements present MVA’s major funds. MVA has only one fund, the general fund. The fund
statements are prepared using the traditional government model of modified accrual basis, which

measures cash and all financial assets that can be readily converted to cash. These statements provide
a detailed short-term view of the MVA’s operations.

Reconciliation from Agency-Wide to Fund Statements

Because the numbers on these statements do not agree to the numbers on the agency-wide statements,
a reconciliation schedule is presented.

Statements of Revenues, Expenditures, and Changes in Fund Balance-Budget and Actual

A budgetary comparison statement for the general fund is considered to be required supplementary
information and is included in the basic financial statements.



Management’s Discussion and Analysis, Continued

COMPARISON OF RESULTS
Assets, Liabilities and Net Position
The MVA'’s net position on an agency-wide basis increased by $1,949,625 from the previous year.

SUMMARY OF CHANGE IN NET POSITION (STATEMENT OF ACTIVITIES)

201 2013 2012
Net position, beginning $5.711.049 $2.714213 $2.130.698
Revenues 9,922,594 9,318,886 6,497,320
Expenditures 7.972.969 6.322.050 5.913.805
Increase in net position 1,949,625 2.996.836 583.515
Net position, ending $.7,660674 $5711,049 $2714213

SUMMARY OF STATEMENT OF NET POSITION

2014 2013 2012
Current assets $10,498,200 $7,907,567 $5,677,077
Capital assets 182.740 5,130 15.839
Total assets 510,680,940 $7.912,607 $ 5,692,916
Current liabilities $ 2,920,770 $2,105402 $2,856,074
Non-current liabilities 99.496 96,246 122,629
Total liabilities $ 3.020266 $2.201.648 $2.978.703
Net investment in capital assets $ 182,740 § 5130 $ 15,839
Unrestricted 7.477.934 5,705.919 2,698.374
Total net position $ 7.660.674 $5.711.049 $2.714.213
Total liabilities and net position $10,680940 $7912,697 $ 5692916

The $7,477,934 in unrestricted net position represents the accumulated results of all past years’
operations. It means that if MVA is able to collect all its receivables and pay off all of its bills today,
including all of its non-capital liabilities and compensated absences, it would have $7,477,934 of
unrestricted assets left.

Assets, Assets consist primarily of cash and cash equivalents (56%) and receivables, which include
local government appropriation and entitlement (41%), others (1%) and capital assets (2%).

Liabilities. These are composed primarily of accounts payable for marketing activities, deferred
revenue, accrued employee annual and sick leave and others. The net increase in liabilities of $818,618
is due to MVA’s accrual of its obligations to its Offshore and Local Vendors in fiscal year 2014.



Management’s Discussion and Analysis, Continued

Net position. Net position represents the MVA’s residual interest in its assets net of liabilities. The
unrestricted component of net position was increased by $1,949,625. At the end of fiscal year 2014,
net position was increased by $1,949,625 primarily due to actual collection of appropriation, hotel and
container tax in fiscal year 2014,

Revenues

Total revenues for fiscal year 2014 was amounted to $9,922,594, a $603,708 or 6% increase from
fiscal year 2013. The increase in revenue is due primarily on the implementation of PL18-1 effective
April 1,2013.

2014 2013 2012

General Revenues
CNMI appropriation and entitlement ~ $ 9,741,534  $ 8,984,627 $ 6,244,838

Grant and contribution 55,607 218,588 179,533
Other income 11,130 26,195 4,767
Royalty income 21,588 25,768 28,886
Interest income 542 - -
Subtotal $9.830.401 $9.255.178 $6.458.024
Program Revenues
Membership fees 16,230 12,660 13,401
Special events 75,963 51,048 25.895
Subtotal 92.193 63,708 39,296
Total Revenues $9922594 $9318,886 $6,497,320

Revenues are classified as either general revenues or program revenues.

Program revenues are those directly generated by a function or activity of the government entity.
These revenues include membership dues, special events fees that MVA charges for the specific
events, and contributions from the private sector to support MVA programs. These special events
revenues help MVA in reducing its actual expenditures on those respective events. In all situations,
MVA has no surplus on this matter.

Grants and contributions, (primarily in-kind contributions) include accommodations and free use of
hotel facilities, among others, and are classified as marketing or special events revenue when the donor
specifies to which MVA activities the donation is to be used or as general revenue for unrestricted
contributions.

The general revenue classification includes CNMI appropriations and entitlements (hotel and container
tax), grant and in-kind contributions, program revenues and other income (royalty and memorial
maintenance fee).



Management’s Discussion and Analysis. Continued
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Fiscal Year 2014 Total Revenues

Hotel and container tax
$8,591,500 87%

Grant and contribution
Appropriation $55,607 0%
$1,150,033 12% 4

Program revenues and :
o otherincome $125,454 1%

L% P s A T

This graph shows MVA’s fiscal year 2014 revenues are primarily from appropriation and entitlement
from the CNMI government, making MVA a component unit of the CNMI government engaged in
governmental activities.

The MVA has no business-type activities from which to generate revenues and relies on cash and in-
kind contributions from members to bridge operational costs that cannot be fully covered by the
appropriations received.

Expenses

Total agency-wide expenses by function were as follows:

201 2013 201

General government $1.718.018 § 1.453.050 $1.775.875
Marketing 5,547,998 4,363,851 2,983,192
Advertising 475.274 432,581 350.115
Destination enhancement 212.868 61.862 -
Depreciation 18.811 10,706 11.893
Bad debts - E 792.730

Total expenditures $7.972,969 $6,322,050 $5.913,805

Expenditures for the fiscal year ending September 30. 2014 was increased by $1.650.919 over the
fiscal year 2013 total. This is due primarily to the increase in the marketing and advertising programs
implemented as funds enabled MV A in the fiscal year 2014.

=0



Management’s Discussion and Analysis, Continued

This includes the special events, sponsorship programs, charter flight promotions, co-op promotions,
TV filming projects, travel and media familiarization tours, web advertisement and development,
collaterals production, travel trade shows, etc. in order to promote CNMI.

OVERALL FINANCIAL POSITION

The overall financial position (net position) of MVA was increased by approximately $1,949,625 due
to the full fiscal year implementation in the increase of hotel tax from 10% to 15%, reserved funds on
destination enhancement, flower island project, charter flight promotion committed and other projects
as approved by the MVA Board in fiscal year 2014 for continued implementation in the next fiscal
year,

Given the right level of funding, invested wisely to promote and build demand in key markets along
with a targeted plan for destination enhancement, MVA believes that the CNMI tourism industry will
improve along with the financial position of the MVA.

MVA must take the lead in funding overseas promotions and continue to encourage support from
private funds from tourism industry stakeholders.

FUND ANALYSIS

At the governmental fund level, MVA’s fund balance in fiscal year 2014 was increased by
approximately $570,000 primarily due to MVA’s adopted baseline budget for advertising, marketing
and promotional expenditures, and the collection of CNMI appropriations and entitlement. Over the
past years, MVA’s fund balance has gradually increased from the range of $600,000 to $1,500,000.

CAPITAL ASSETS

The MVA’s investment in capital assets as of September 30, 2014 amounts to $182,740 net of
accumulated depreciation. Depreciation expense for the year was $18,811. The increase in the capital
assets was due to the acquisition of trucks for field operations and advertising events and the purchase

of custom forms scanner.

Capital assets net of accumulated depreciation are as follows:

2014 013 2012
Vehicle $ 87,564 $ - $ -
Furniture and fixtures 90,888 3,243 6,105
Maintenance equipment 4,288 1,887 9.734

$ 182,740 $3130  $15.839

-10-



Management’s Discussion and Analysis, Continued

FUTURE PLANS

As specified in the CNMI Tourism Master Plan covering the year 2012-2016, the Marianas Visitors
Authority (MVA) will continue to implement most of the plan’s recommendations. The plan addresses
numerous issues affecting the performance of the tourism industry. It includes an in-depth analysis of
our market mix through the tourist exit survey results and a series of meetings with our tourism
partners/stakeholders from the public and private sectors.

The MVA Board and Management has been placing priorities on proposed action items and initiatives
that are listed in the plan. The MVA will continue to solicit the assistance and participation of other
government entities and community organizations to implement the current and future plans. Some
plans may be adjusted or changed based on the current market variations.

Since April 2013 after the signing of Public Law 18-1 by the Governor, the MVA has realized
significant and stable funding from the Department of Finance due, for the most part, to the increase in
the Hotel Occupancy Tax from 10% to 15% and MV A’s share from 70% to 80%. This measure allows
MVA to focus on the following items:

o Increase the Offshore Marketing and advertising budget from 35.0 Million to 87.2 Million.
These funds are set aside to provide marketing, social media, and public relation projects and
programs to promote tourism to the Northern Mariana Islands. MVA will expand more on this
area given the increase in the funds. This approach will bring more prosperity in the overall
economy of CNMI by bringing more visitors, thus, bringing more money to Saipan, Tinian and
Rota.

MVA will continue the execution of promotional programs through the newly established
MVA offshore offices in Moscow, Vladivostok, Shanghai, Beijing, Guangzhou and Taipei
which are all unified offshore representation under one umbrella contract. MVA continues to
focus on Japan, Korea, China, Taiwan and Russia markets.

o Tour Guide Certification Program: With the passage of Public Law 18-58, the MVA has been
tasked to develop and certify all tour operators and tour guides. As part of this process, the
MVA'’s Board of Directors will appropriate funding for at least two new staff to ensure proper
permitting and enforcement of the program. Other options being discussed is to outsource this
service to interested bidders/proposers.

* Tourist Exit Survey will be conducted on a regular basis which is an important element in
ensuring that the information obtained are accurate and reliable. A strong research and
statistical base for the tourism industry is critical to maintain our international competitiveness
and increase our market share.

-11-



Management’s Discussion and Analysis, Continued

¢ Destination enhancement or product development projects. MV A together with the Destination
Enhancement AdHoc Committee continues to plan and work on the improvement, restoration,
rehabilitation and renovation of the Tourist Sites. Current projects include:

CNMI-wide Flower Island Project which includes the rehabilitation of Banzai Cliff and
Paseo De Marianas (PDM).

The recently released request for proposal to privatize the daily cleaning and maintenance
of the toilet facilities in Banzai Cliff, Grotto and the Last Command Post.

The recently released request for proposal to have daily trash cleaning and sweeping of road
side and medians from the JP Center Building in Garapan to the Garapan Police substation
as well as within the hotel road district. This includes the road from Bank of Guam to Bank
of Saipan in Garapan.

The rehabilitation of the Beach Pathway lighting system. This will include the assessment
of all power cabinets and all light poles, wiring and light bulbs. Once assessment is
completed, a request for bid will be issued and a vendor will be selected to begin work on
the project as soon as possible.

More projects are coming up such as the improvements at the airport’s departure and arrival
areas, installation of Public Address System, stage, etc. at the Paseo de Marianas,
enhancement and development of interpretative signs at Tourist Sites, improvement at
Forbidden Island lookout, Suicide cliff and Last Command Post. Also under the destination
enhancement is the “Beautify My Marianas” Cash for Trash program which was
implemented in partnership with the Saipan Chamber of Commerce. MVA will continue to
look at more destination enhancement projects.

For the past few years now, the biggest challenge to the CNMI travel industry is still the acute shortage
of hotel rooms. With the Palms Resort (313 rooms) and Riviera Resort (134 rooms) and a couple of
smaller hotels/motels, we estimate approximately 500 rooms that are still offline. In terms of visitors
(adjusted for weighted average pax per room and length of stay), these offline rooms can accommodate
approximately 100,000 persons and generate another $200 million in total economic activity in the

CNML.

CONTACTING MVA

This financial report is designed to provide CNMI residents and taxpayers with an overview of MVA’s
finances and to show MVA’s accountability for the money it receives. If you have questions about this
report or need additional financial information, contact MVA at (670) 664-3200 or visit our office on
Beach Road, next to the San Jose intersection.

-12-



MARIANAS VISITORS AUTHORITY
(A Component Unit of the CNMI Government)

Governmental Activities - Statements of Net Position

September 30, 2014 and 2013

ASSETS
Current assets:
Cash and cash equivalents

Receivable from CNMI government - appropriation and entitlement, net

of allowance for doubtful accounts of $792,730
Other receivables
Prepaid expenses

Total current assets

Noncurrent assets:
Capital assets, net of accumulated
depreciation and amortization

Total assets

LIABILITIES
Current liabilities:
Accounts payable
Accrued liabilities and benefits

Total current liabilities

Noncurrent liabilities:
Due within one year
Accrued compensated absences
Due in more than one year
Accrued compensated absences

Total liabilities
Deferred inflows of resources

NET POSITION
Net investment in capital assets
Unrestricted

Total net position

See accompanying notes to financial statements.
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201

$ 6,031,538

4,402,286
14,376
50,000

10,498,200

182,740
$ 10,680,940

1,807,376
1,102,194

2,909,570

45,000
54,496

3,009,066

11,200

182,740

7,477,934
7,660,674

$ 10,680,940

2013

2,915,751

4,924,828
15,308

51,680

7,907,567

5,130
7,912,697

903,691

1,196,911

2,100,602

13,526

82,720
2,196,848

4,800

5,130

3,705,919
5,711,049
7,912,697



MARIANAS VISITORS AUTHORITY
(A Component Unit of the CNMI Government)

Statements of Activities

For the Years Ended September 30, 2014 and 2013

Program Revenue

Net (Expenses) Revenues and

Change in Net Position

Governmental Activities

Charges for Grants and
Expenses  Services Contributions 201 013
Governmental activities:
General government $ 1,718,018 16,230 - (1,701,788) (1,440,390)
Marketing 5,547,998 - 32,760 (5,515,238) (4,306,880)
Advertising 475,274 - 357 (474,917) (249,840)
Destination enhancement 212,868 75,963 - (136,905) (61,862)
Depreciation 18,811 - - (18,811 (10,706)
Total governmental activities $ 7,972,969 92,193 33,117 (7,847,659) (6,069,678)
General revenues:
CNMI appropriation and entitlement 9,741,534 8,984,627
Grant income 22,490 29,924
Royalty income 21,588 25,768
Other income 11,130 26,195
Interest income 542 -
Total general revenues 9,797,284 9,066,514
Change in net position 1,949,625 2,996,836
Net position, beginning 5,711,049 2,714,213
Net position, ending 7,660,674 5,711,049

See accompanying notes to financial statements.
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MARIANAS VISITORS AUTHORITY
(A Component Unit of the CNMI Government)

Governmental Funds - Balance Sheets

September 30, 2014 and 2013

014
ASSETS
Current assets:
Cash and cash equivalents $ 6,031,538
Receivable from CNMI government - appropriation and entitlement, net
of allowance for doubtful accounts of $792,730 4,402,286
Other receivables 14,376
Prepaid expenses 50,000
Total current assets $ 10,498,200
LIABILITIES AND FUND BALANCE
Current liabilities:
Accounts payable 1,807,376
Accrued liabilities and benefits 1,102,193
Total current liabilities 2,909,569
Deferred inflows of resources 3,482,140
Fund balances:
Nonspendable - not in spendable form 50,000
Assigned 4,056,491
Total fund balance 4,106,491

$ 10,498,200

See accompanying notes to financial statements.
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201

2,915,751

4,924,828
15,308
51,680

7,907,567

903,691
1,170,530

2,074,221

2,297,257

51,680

3,484,409
3,536,089
7,907,567



MARIANAS VISITORS AUTHORITY
(A Component Unit of the CNMI Government)

Governmental Funds - Statements of Revenues, Expenditures, and

Changes in Fund Balance

For the Years Ended September 30, 2014 and 2013

Revenues:
CNMI appropriation and entitlement
Charges for services
In-kind contributions
Grant income
Royalty income
Other income
Interest income

Total revenues
Expenditures:
Marketing
General government
Advertising

Destination enhancement
Capital outlay-current expenditures

Total expenditures

Excess of revenues over expenditures

Assigned fund balance, beginning of year

Assigned fund balance, end of year

See accompanying notes to financial statements.
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$

$

2014
8,343,499
92,193
33,117
22,490
21,588
11,130

543

8,524,560

5,547,998
1,709,906
475,274
212,868

8,112

7,954,158

570,402

3,536,089

4,106,491

2013
7,529,151
63,708
188,664
29,924
25,768
26,195

7,863,410

4,363,851
1,447,167
432,581
61,862

5,883

6,311,344

1,552,066

1,984,023

3,536,089














































































