findings and recommendations to I Mina’ Bente Ocho Na Liheslaturan Guihan TO PASS

Bill No. 11 (LS) as substituted by the Committee on Finance, Taxation, and Commerce.
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Senator Edward J.B. Calvo, Chairman
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January 25, 2005 Public Hearing
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Committee on Finance, Taxation, & Commerce
Office of Finance and Budget

Senator Edward J.B. Calvo, Chairman

TESTIMONY - SIGN IN SHEET

January 25, 2005 Public Hearing

BILL NUMBER 11 (LS) “ AN ACT TO ADD A NEW ITEM (28) AND (29) TO ITEM (K)
OF §26203 OF TITLE 11, GUAM CODE ANNOTATED RELATIVE TO EXEMPTING THE
WHOLESALE OF TELECOMMUNICATION SERVICES AND OFF-ISLAND SALES
FROM GROSS RECEIPTS TAXES.”

NAME DEPT/ORGANIZATION ORAL/WRITTEN CONTACT NO.
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. f I H H ’ FELIX P. CAMACHO, Governor Maga'lahi
Dipattamenton( iribusion yan Adu’ana { KALEO S. MOYLAN, Lt. Governor Tifilents Gubetnadot

| DEPARTMENT OF ARTEMIO B. ILAGAN, Diractor
| @ REVENUE AND TAXATION ozt
P

~w=~ GOVERNMENT OF GUAM Gubetnamenton Guahan

The Honorable Senator Edward J.B. Calvo JAN 2 5 2005

Chairman

Committee on Finance, Taxation and Commerce
Mina’ Bente Ocho Na Liheslaturan Guahan

I Liheslaturan Guahan’s Public Hearing Room

In re: Bill no. 11 (LS) — “An Act To Add A New Item (28) & (29) To Item (K) Of §
26203 Of Title 11, Guam Code Annotated Relative To Exempting The Wholesale Of
Telecommunication Services And Off-Island Sales From Gross Receipts Taxes.”

Dear Senator Calvo:

While the Department of Revenue & Taxation (DRT) recognizes that these proposed
exemptions may stimulate growth in the Telecommunications Industry, DRT feels that
this proposal be postponed and reconsidered when the Government’s financial situation

improves.

It should be noted that § 26203(K)(22) of Title 11, G.C.A. already exempts businesses
who are engaged in the business of wholesaling. However, the general rule of thumb for

this provisicn refers to sales of tangible property.

As shown on the attached analysis using 2002 and 2003 data, the Government would
have lost approximately $5.25 million dollars in those years alone (However, this data
does not break down service or the sale of tangible goods and is not all inclusive of the
entire industry). As the industry grows with new competitors and the privatization of
Guam Telephone Authority, millions more could potentially be lost each year.

Pertaining to the language of this bill, Section 26203(k)(28) and (29) already exist as
subsections for other exemptions.

Should this proposal become law, DRT will make the necessary changes in both policy
and form as deemed necessary to effectively administer this Act.

Sincerely,
jArtemio %@a@dg
Director

Attachments

Post Office Box 23607, Guam Main Facility, Guam 96921 « Tel. / Telifon: (671) 475-1801/1785-89 » Fax / Faks: (671) 472-2643



Projected Revenue Loss
Gross Receipts Taxes Paid
Telecommunication Services

24-Jan-05

Tax Period TOTALS

2002 2003 2002 2003 2002 2003 2002 2003
January $ 70,81250 | ¢ 48,845.08 | $ 75,672.68 | $ 72,327.65{ $ 54,27757 | $ 59,886.46 $ 200,762.75 | $ 181,059.19
Febuary $ 75,045.71 | $ 33,430.34 $ 55,946.35 | $ 75,671.85| $ 4993843 | $ 60,065.86 | & 180,930.49 | $  169,168.05
March $ 71,369.44 | $ 2423052 $ 63,824.82 | $ 81,541.78 | $ 47,657.79 | $ 59,192.50 | $ 182,852.05 | $  164,964.80
April $ 76,275.57 | $ 32,163.611 $ 74,485.53 | $ 107,610.76 | $ 47,993.80 | $ 50,948.71 | $ 198,754.90 | $ 190,723.08
May $ 72,091.59 | $ 65,862.17 { $ 67,584.60 | $ 112,329.35 { $ 45,089.05 | $ 77,057.45 $ 184,765.24 | $ 255,248.97
June $ 71,406.74 | $ 8557927 $ 59,062.52 [ $  108,945.31 $ 42,286.97 | $ 8138945 § 172,756.23 | $  275,914.03
July $ 62,799.31 1 $ 91,968.58 | $ 7797015 | $ 105,571.23 | ¢ 44,730.33 | $ 7581219 | % 185,499.79 | $ 273,352.00
August $ 55,538.58 | $ 105,401.58 { $ 83,196.07 | $ 98,359.60 | $ 51,645.11 | $ 67,249.84 $ 190,379.76 | $ 271,011.02
September | $ 52,688.37 | $ 110,478.85 | $ 90,662.22 { $ 122,711.30 1 8 49,646.41 1 ¢ 69,552.66 | $ 192,997.00 | $ 302,742.81
October $ 68,901.99 | $ 109,790.32 | § 76,856.05 | $ 131,412351 ¢ 48,737.37{$ 77,495.07 $ 194,495.41 | ¢ 318,697.74
November $ 81,956.37 | $ 119,100.34 $ 55,748.30 | $  160,047.58 $ 46,456.05 | $ 61,730.04 $ 184,160.72 | 3 340,877.98
December $ 72,308.26 | $ 105,556.86 $ 39,004.171$  110,142.18 $ 44916.33 | $ 69,552.66 | $ 156,228.76 | $  285,251.70
TOTAL $ 831,194.43 | ¢ 932,407.52 | $ 820,013.46 | $ 1,286,670.94 | § 573,375.21 | $ 809,932.89 $ 2,224583.10| $ 3,029,011.35
Combine
years $1,763,602 2,106,684.40 $1,383,308.10 $5,253,594.45
Note:

Identified businesses dealing with Telecommunications Services through cash receipts.




CHARLES H. TROUTMAN
CONSUMER COUNSEL -
DEPUTY ATTORNEY GENERAL

OFFICE OF THE ATTORNEY GENERAL

February 6, 2005

Senator Edward J.B. Calvo
E{}?Qorable Edward J.B. Calvo ACKNOWLEDGEMENT RECEIPT |
airman - '
Committee on Finance, Taxation and Commerce ( : )
28" Guam Legislature o ’J’W %/
Hagétfia, Guam wess Prir(t/Narr(e/d initial
Dear Mr. Chairman, Time: |\ 54 Ay Date: 2 [ﬂ, OS

[ wish to take this opportunity to present written testimony regarding Bill 11, which would exempt certain
wholesale activities of the new GTA from the Gross Receipts Tax.

Generally, | believe that we cannot afford any more exemptions from the GRT at a time when revenues are
short and needs great. The Government cannot function when it volutarily reduces its revenue below a

functioning level.

Apart from this. Bill11 poses problems. We need to do a general overhaul of the GRT and its exemptions
in view of the increased military construction and the military’s increasing use of private contractors. We

GRT has not changed. We need to look at the potential for revenue before we look to give it away.
On the specifics of Bill 11, item 29 is open to many and possibly discriminatory, interpretations. What does
clarification.®

This Legislature should postpone giving individual exemptions and work to remodel our tax system, and even

if we keep the GRT, modernize it.

Sincerely yours,

(harbn 1] Froccrom,

CHARLES H. TROUTMAN
Dcpty/ Attorney General

SUITE 2-200F JUDICIAL CENTER #120 WEST O'BRIEN DRIVE, HAGATRA *GUAM 96910-5174 « U.S.A
(671) 475-3324 « (671) 472-2493 (FAX) TROUTMAN@MAIL JUSTICE.GOV.GU



r I MINA{_ 'TE OCHO NA LIHESLATURAN GUAHAN
Senator Larry F. Kasperbauer, Ph.D.

Parliamentarian » Chairman, Committee on Education and Community Development
Ikdkids@ite.net; www.lkdkids.com

(671) 475-KIDS(5437)
(671) 475-2000 (Fax)

May 3, 2005

The Honorable Edward J. B. Calvo
Chairman, Committee On Finance,
Taxation & Commerce

Dear Mr. Chairman:

I have read the findings in the Fiscal Note on Bill No. 11 (LS) and instantly became amused. The Note
mentions that in FY2003, GTA had $42,855,794 in audited gross revenue. If the GTA had been
subject to Gross Receipt taxation, the Note says, then they would have paid approximately $1.7 million
in GRT’s. The same note also says that if Bill 11 passes, it would cost the Government of Guam $5.25
million.

My amusement comes from the common knowledge that GTA is the only wholesaler of
telecommunication services on the island. Therefore it is impossible for GTA to get a $5.25 million
exemption. Of the $43 million in GTA revenue, over 75% of it comes from direct-to-consumer sales
that would not be subject to the exemption proposed in Bill No. 11. For GTA to get a $5.25 million
exemption, it would have to wholesale at least $110,500,000 in telcom services to its competitors.
Guam’s current population base cannot support that amount of wholesaling.

Companies such as Guamcell, IT&E, Iconnect, Hafatel, MCI, TNI, Eccomm and others all rely on
services provided by GTA to bring long-distance and internet services to their customers. Companies
such as AAA and Verizon resell cellular services, Each one of these companies saw at least a 4%
increase in their GTA bills as this new cost of doing business has been passed on to these re-sellers.
The compounding affect of the GRT in the pricing of GTA’s competitors will make it nearly
impossible for any company to compete with GTA for long-distance and internet services.

I sincerely ask that you 1o (ake a fresi look ai Biii i1 and at the implications of duing noihing may
have on the competitive telcom industry on Guam. The true risk to GovGuam revenues is that the
current GRT structure may remove competitors and from the long distance and internet industries. If
that happens we lose not just the wholesale tax, that BBMR talks about, but the retail tax as well.

I respectfully request and urge you to report out Bill No. 11 (LS) ir: time for the next session.
Senator Edward ].B. Calvo
ACKNOV@ EMENT RECEIPT
: Rcev'd by:
Print Nafng & Initial
{'{prror M \/Ml ‘/
w71 [0S

R

Education is the Way!
155 Hesler St. Hagitfia, Guam 96910



Bill No. 11 Issues

Wholesaling:
GTA is the only present wholesaler of Telecommunications Services on Guam. Telecommunications

services that are wholesaled through GTA include:

Internet Access for Dial-up accounts

DSL lines

Data lines such as T-1 lines

Long distance access

Pay telephone access

TDMA cellular: AAA Cellular and ECCOMM

History:

GTA was prohibited from engaging in Internet and long distance services. As an Incumbent Local
Exchange Carrier (ILEC), GTA is required to sell telecommunications services at wholesale rates
(essentially at cost) to companies that it under the provisions of the Telecommunications Act of 1996.
Such rates do not include state and local excise taxes, fees or other governmental charges. Following

ILEC Competition: ,
Since privatization, GTA, Guam’s only ILEC has begun actively marketing cellular phone and long-

distance services. The additive affect of the GRT on the billings that GTA send to its competitors have
resulted in an increased cost of doing business for all of GTA’s competitors. At the same time, GTA
only is required to pay GRT on its retail sales and does not have to pay it at the wholesale level since it
technically sells such services to itself,

Affects on the Government of Guam:

The wholesale GRT on GTA is a new revenue stream that did not exist prior to January 1, 2005. The
result of this situation that if GTA and its competitors operated at similar efficiency levels, that no
competitor will be able to match GTA in terms of pricing because of the added GRT wholesale tax.
Thus long-distance, internet and cellular revenues of GTA’s competitors will decline. This decline
means a drop in the tax-base of GTA’s competitors and lower GRT’s and income taxes to the
Government of Guam. As such GTA’s competitors will gradually leave the industry.

What can be done to mitigate the problem?
There are several options that the Government can try to alleviate the problem that include:

¢ Controlling ILEC’s retail level pricing to prevent them from undercutting competitors
Charge ILEC’s higher GRT rates than competitors

Control ILEC’s pricing at the wholesale leve] to 4% below costs

Exempt resellers of GTA’s services from retail GRT

Exempt ILECs from wholesale GRT



- Assumptions
ABC Tel is an incumbent local exchange carrier (ILEC) and is required to sell wholesale telecommunications services to its competitors

at cost.

All telecommunications companies ILECs and CLECs
gross receipts in taxes to the local government

Incumbent Local Exchange
Carrier (ILEC) as a Retailer

The total monthly cost for ABC Tel (ILEC) to
create a one-mile T-1 data line s $100
(manufacturing costs).

ABC Tel (ILEC) retails the one-mile T-1
data line to Gadao Bank for  $110
monthiy.

On its sale to Gadao Bank, ABC Tel (ILEC)
pays $4.40 in GRT and $2.00 in marketing

3

costs.
Profit Calculation

Selling Prices: $110.00
Less Expenses:

Manufacturing: $100.00

Marketing: 200 -

GRT 4.40
Total Expenses: $106.40
Net Profit: (Loss) $ 360

(Competitive local exchange carriers) are required to pay 4% of all (100%) their

Incumbent Local Exchange
Carrier (ILEC) as a Whole-
saler

The total monthly cost for ABC Tel (ILEC) to
create a one-mile T-1 data line is $100
(manufacturing costs).

1

ABC Tel (ILEC) wholesales the one-mile T-
1 data line to XYZ Tel (CLEC) at cost for
$104 monthly (Includes GRT cost).

2

XYZ Tel (CLEC) retails the one-mile T-1
data line to Tataga Insurance for $110
monthly.

On its sale to Tataga Insurance, XYZ Tel
(CLEC) pays $4.40 in GRT and $2.00 in
marketing costs.

Profit Calculation

Selling Prices: $110.00
Less Expenses: ‘

Paid to ABC : $104.00

Marketing: 2.00

GRT 4.40
Total Expenses: $110.40
Net Profit: (Loss) ($ 040
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Edward J.B. Calvo, Chairman ihy

Committee on F. inance, Taxation and Comgrerce

I Liheslaturan Guahdn'’s Public Hearing Room
Tuesday, J anuary 25, 2005, 9:30a.m.

The Committee on Finance, Taxation and Commerce will hold a public hearing on Tuesday, J anuary 25,
2005, 9:30 a.m., at ] Liheslaturan Gudhan’s Public Hearing Room and solicits any written or verbal testimonjes
from the Public on the following measures: '

1. Bill No. 4 (LS) - “An Act To Appropriate The Sum Of Two Million Dollars ($2,000,000) From The Education
Facilities Fund To The Department Of Education For The Repair Of Air Conditioning In Public School
Facilities.”

2. Bill No. 8 (LS) ~ “An Act To Amend To §58104 Of Title 12, Guam Code Annotated Relative To Adding
Investment Banking And Securities And Commodities Trading To The List Of Eligible Activities For Qualifying
Certificates.”

3. Bill No. 11 (LS) - “An Act To Add A New Item (28) & (29) To Item (K) Of §26203 Of Title 11, Guam Code
Annotated Relative To Exmpting The Wholesale Of Telecommunication Services And Off-Island Sales From
Gross Receipts Taxes.”

4 BillNo-12-(LS)—“An-Act ToDe appropriate-$135;360 From The Sums Appropriated To-Thy
Fo-Reappropriate-Said-Sum-To-The Public-School Library Resources-Fund.? Re-referred to the Committee on
General Matters.

5. Bill No. 13 (LS) - “An Act To Enact A New 11 GCA Ch.43 To Create Tax Rebates For Educator Expenses And

Enact The Educator Appreciation Act Of 2005.”

6. Bill No. 19 (LS) - “An Act To Add New Item (36), Subsection K, Section 26203, Article 2, Chapter 26, Division
2, Title 11, Guam Code Arnotated, For The Purpose Of Exempting The Application Of The Gross Receipt Tax
From The Sale Of Medicine, Medical Supply And Medical Equipment,”

&

rritorial LI: o
erteral-Highway Fund-And -The-Guam

52 Postponed, pending

8. Bill No. 22 (EC) - “An Ac*To Add To A New Item (5) To Subsection 26202 Of Article 2, Chapter 26, Division
2,11 GCA And A New Subsection (I) To Section 28106 Of Article 2, Chapter 28, 11 GCA, For The Purpose Of
Exempting The Sale Of Medicine, Pharmaceuticals, Medical Equipment And Medical Supply, As Well As The

Individuals wanting to submit written testimony or requiring special ADA accommodations or services should
contact the Office of Senator Edward J.B. Calvo at 475-8801, send an e-mail at senatorcalvo(@hotsheet.com or
fax at 475-8805.

cc: All Senators
Executive Committee :
Executive Director Clerk’s Office
Protocol Audio/Visual
Central Files All Media

012005/rcpv
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Committee on F inance, Taxation and Cownil
I Likeslaturan Guahdn’s Public Hearing Room

Tuesday, January 25, 2005, 9:30a.m.

Edward J.B. Calvo, Chairman N
mAzerce

The Committee on Finance, Taxation and Commerce will hold a public hearing on Tuesday, January 25,
2005, 9:30 a.m., at [ Likeslaturan Guéhan’s Public Hearing Room and solicits any written or verbal testimonies
from the Public on the following measures:

1. Bill No. 4 (LS) — “An Act To Appropriate The Sum Of Two Million Dollars ($2,000,000) From The Education
Facilities Fund To The Department Of Education For The Repair Of Air Conditioning In Public School
Facilities.”

2. Bill No. 8 (LS) - “An Act To Amend To §58104 Of Title 12, Guam Code Annotated Relative To Adding
Investment Banking And Securities And Commodities Trading To The List Of Eligible Activities For Qualifying
Certificates.”

3. Bill No. 11 (LS) -~ “An Act To Add A New Item (28) & (29) To Item (K) Of §26203 Of Title 11, Guam Code

Annotated Relative To Exinpting The Wholesale Of Telecommunication Services And Off-Island Sales From
Gross Receipts Taxes.”

4, Bi 012 - o-De-appropriate-$ borrom-The-Sums-Appropsin he-Legislature-And
Fo-Reappropriate-Said-Sum-Te The-Publie Schosl Library ResourcesEupd.? Re-referred to the Committee on
General Matters.

5. Bill No. 13 (LS) - “An Act To Enact A New 1 ] GCA Ch.43 To Create Tax Rebates F or Educator Expenses And
Enact The Educator Appreciation Act Of 2005.”

6. Bill No. 19 (LS) - “An Act To Add New Item (36), Subsection K, Section 26203, Article 2, Chapter 26, Division
2, Title 11, Guam Code Arinotated, For The Purpose Of Exempting The Application Of The Gross Receipt Tax
From The Sale Of Medicine, Medical Supply And Medical Equipment.”

7. Bill-No-21-(L8)—“An Act To Reprogram-The-Balanee OFf The T i
Construetion-Fund For The Purpose-Of Funding Various Capital- Improv jests:2 Postponed, pending
findings pursuant to §17.03.01 of the Standing Rules.

8 Bill No. 22 (EC) - “An Ac*To Add To A New Item (5) To Subsection 26202 Of Article 2, Chapter 26, Division

Provision Of Medical Services From The Application Of The Gross Receipts Tax And To Remove The

contact the Office of Senator Edward J B. Calvo at 475-8801 » send an e-mail at senatorcalvo@hotsheet.com or
fax at 475-8805.

cc: All Senators )
Executive Committee :
Executive Director Clerk’s Office
Protocol Audio/Visual
Central Files All Media

012005/repv
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I Liheslaturan Guahén s Public Hearing Room
Tuesday, January 25, 2005, 9:30a.m.

The Committee on Finance, Taxation and Commerce will hold a public hearing on Tuesday, January 25,
2005, 9:30 a.m., at] Likeslaturan Gudhan's Public Hearing Room and solicits any written or verbal testimonies
from the Public on the following measures:

1. Bitl No. 4 (1.S) - “An Act To Appropriate The Sum Of Two Million Dollars ($2,000,000) From The Education
Facilities Fund To The Department Of Education For The Repair Of Air Conditioning In Public School
Facilities.”

2. Bill No. & (LS) - “An Act To Amend To §58104 Of Title 12, Guam Code Annotated Relative To Adding
Invesiment Banking And Securities And Commodities Trading To The List Of Eligible Activities For Qualifying
Certificates.”

3. Bill No. J1 (LS) - “An Act To Add A New Itern (28) & (29) To Item (K) Of §26203 Of Title 1 1, Guam Code

Annotated Relative To Ex._mpting The Wholesale Of Telecommunication Services And Off-Island Sales From
Giross Receipts Taxes.”

4 BN J3 4L Ao Aor T Tig
. HE vl + R T

M $125. 380 Tha Sy A - &-ToThal aciol e,
PRIOPF Ty O} PPFOPE + 8-
b

Tu-Reuppropriate-Said-Sum-Te-The Rublic-S Hoibrary Resousees-Fund.? Re-referred to the Committee on
Ceneral Maliers.

Bill No. 13 (LS)~"An Act To Enact A New 1 GCA Ch.43 To Create Tax Rebates For Educator Expenses And
Enact The Educator Appreciation Act Of 200s.”

2

6. Bill No. 19(LS)~"“An Act To Add New Item (36), Subsection K, Section 26203, Article 2, Chapter 26, Division
2, Tirle 11, Guam Code Annotated, For The Purpose Of Exempting The Application Of The Gross Receipt Tax
From The Sale Of Medicine, Medical Supply And Medical Equipment.”

7 BillNo-2iL8)—tinAct-To-Reprogram-The-Balance Of The Tersitorial i

[ Hod '."SF' T :’rk 1

iS5 F

findings pursuant to §17.03.01 of the Standing

2,11 GCA And A New Subsection (I) To Section 28106 OF Article 2,

Application Of The Use Tax From The Importation Of Medical Equipment.”

ndividuals wanting to submit written testimony or requiring special ADA accommodations or services should

contact the Office of Senator Edward J.B. Calvo at475-8801, send an e-mail at% or
fax at 4735-8803.
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MINA' BENTE OCHO NA LIHESLATURAN GUAHAN
2005 (FIRST) Regular Session

Bill No, [\ (&)

Introduced by: L.F. Kasperbauer.Ze

AN ACT TO ADD A NEW ITEM (28) & (29) TO ITEM (k) OF
§26203 OF TITLE 11, GUAM CODE ANNOTATED RELATIVE
TO EXEMPTING THE WHOLESALE OF
TELECOMMUNICATION SERVICES AND OFF-ISLAND
SALES FROM GROSS RECEIPTS TAXES.

BE IT ENACTED BY THE PEOPLE OF GUAM:

Section 1.  Sections 26203(k)(28) and (29) are hereby added to Title 11,
Guam Code Annotated to read:

“(28) Revenues derived from the wholesale of telecommunication services,
including but not limited to telephony, internet, data transmission line,
wired/cabled television and satellite service; to other telecommunication
companies and resellers licensed to do business on Guam.”

“(29) Revenues derived from the sale of telecommunication services
including but not limited to telephony, internet, data transmission line,

wired/cabled television and satellite service; to customers outside of Guam.”



