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Mr. Francisco De Leon Guerrero
Chairman, Board of Directors
Commonwealth Utilities Corporation
Saipan, MP 96950

Ms. Lorraine Babauta
Executive Director
Commonwealth Utilities Corporation
Saipan, MP 96950

Dear Mr. De Leon Guerrero and Ms. Babauta:

Subject: Final Audit Report - Commonwealth Utilities Corporation - Audit of
Premium Pay, Overtime, and Salary Increases from October 1, 1999
Through September 30, 2001 (Report No. AR-03-02)

This report presents the results of the Office of the Public Auditor’s (OPA) audit of the
Commonwealth Utilities Corporation (CUC) compensation practice from October 1, 1999
through September 30, 20011.  The objectives of this audit were to determine whether: (1) CUC
adopted adequate policies and procedures pertaining to premium pay, overtime, and salary
increases, and (2) CUC practices for processing premium pay, overtime, and salary increases
provided to its employees complied with applicable policies and procedures.

CUC failed to develop and adopt adequate personnel policies as required by its enabling
legislation.  CUC’s calculation of premium pay has in some cases been inconsistent with, and in
other cases not in compliance with, CUC’s Personnel Manual and the Fair Labor Standards Act
(FLSA).  In addition, CUC has paid  on-call and standby pay to certain employees even though
such premium pay is not addressed in its Personnel Manual.  CUC’s personnel actions do not
always disclose employee eligibility for premium pay.  Finally, CUC gave exceptional ratings,
salary increases, and promotions without written justification from management. 

Accordingly, we recommended that CUC: (1) develop and adopt Personnel Rules and
Regulations to cover promotion and salary increase justifications, and the various forms of
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premium pay it plans to use, as well as to conform to the requirements of the FLSA concerning
computation of overtime; (2) require that its Comptroller correct CUC’s overtime calculation
practices to comply with the FLSA, finalize consultations with the local U.S. Wage and Hour
Division on proper calculation of back wages, and pay employees for any previous under-
payments; (3) obtain legal advice on possible legal issues concerning the elimination of hazardous
duty pay, on-call, and standby pay to current and new employees so that CUC will not violate any
labor laws; (4) seek legal determination on whether or not CUC should compensate employees
who did not receive the full amount of hazardous duty pay due them; (5) seek legal determination
on possible recovery regarding overpayment of annual and sick leave as a result of CUC
imbedding hazardous duty pay, standby pay, and on call pay into base salaries; (6) seek legal
determination to implement a policy consistent with FLSA to require executive, professional and
administrative employees to time-in-and-out daily using CUC’s biometric system; (7) issue a
directive to all rating officials to ensure that  exceptional ratings are properly justified in writing;
and (8) require that all future salary increases are properly justified.

In its letter response dated December 10, 2002, (Appendix A), CUC agreed with one of our
recommendations.  Based on the letter, we consider Recommendation 2 closed since CUC has
addressed overtime calculation in compliance with FLSA and provided adequate information to
support the proper calculation and back pay of previously underpaid employees.  Recommenda-
tions 1 and 3 thru 8 are considered open as CUC did not adequately respond to Recommendation
1, and did not respond to recommendations 3 through 8.  Additional information or action
required to close these recommendations is presented in Appendix B.    

BACKGROUND

In the year 2001, OPA began planning an audit of CUC operations. After surveying selected CUC
operations, OPA conducted four separate audits addressing CUC travel, personnel hiring,
compensation, and procurement practices. This audit covers premium pay practices, overtime, and
salary increases from October 1, 1999 through September 30, 20012.

Commonwealth Utilities Corporation

CNMI Public Law 4-47, the CUC Act (4 CMC §8111 et seq.), established CUC as a public
corporation within the CNMI Government effective October 1, 1985. CUC is responsible for
supervising the construction, maintenance, operation and regulation of all CNMI utility services,
including power, sewerage, refuse collection, telephone, cable television, and water. It is governed
by a Board of Directors (the Board) composed of eight members appointed by the Governor with
the advice and consent of the CNMI Senate. The CUC Board appoints an Executive Director
who administers CUC operations on behalf of the Board.
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The CUC Act in 4 CMC §8133(c) exempts CUC from CNMI Civil Service Regulations and
authorizes it to develop, adopt, and administer its own merit personnel system. It further specifies
that the Board will establish rules and regulations governing the selection, promotion,
performance evaluation, demotion, suspension, dismissal of employees, and other rules and
regulations.

CUC’s Personnel Manual3 provides for various forms of premium pay including hazardous duty,
night work, typhoon emergency, and overtime. More specifically:

C Employees qualifying for hazardous duty pay are entitled to receive a differential of  25
percent of their base salary rate. 

C Night work entitles employees to a differential of 15 percent of their base salary rate if their
regular work schedule is between 4:30 p.m. and 7:30 a.m. 

C Work performed during a typhoon or tropical storm warrants compensation at 2.5 times an
employee’s base salary rate. 

Although not addressed in CUC‘s Personnel Manual, CUC  provides on-call and standby pay to
certain employees at the rate of $1.50 per hour and 20 percent, respectively. 

In addition to these forms of premium pay, CUC’s Personnel Manual also provides that
employees may earn overtime pay for work in excess of 40 hours per week at the rate of 1.5 times
their base pay. It also states that CUC may give an employee a salary increase after the end of
his/her probationary period, and no sooner than six months after an earlier salary increase,
provided the employee has maintained above-average performance.  Although not addressed in
its Personnel Manual, CUC provides the following forms of salary increases: within-grade
increases, merit increases, and promotions.  CUC’s Executive Director approves all raises based
on an employee’s annual performance evaluation. CUC’s human resources section provides
internal procedures for processing such salary increases. 

OBJECTIVE, SCOPE AND METHODOLOGY

The objectives of this audit were to determine whether: (1) CUC adopted adequate policies and
procedures pertaining to premium pay, overtime, and salary increases, and (2) CUC practices for
processing premium pay, overtime, and salary increases provided to its employees complied with
applicable policies and procedures.

Our audit covered premium pay including hazardous duty pay, night differential, on-call pay,
standby pay, as well as overtime and salary increases provided to employees from October 1, 1999,
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to September 30, 2001.  In conducting our audit, OPA (1) reviewed CUC’s Personnel Manual
and applicable personnel policies; (2) examined documents in employees’ personnel files such as
personnel actions, time sheets, check stubs, and other supporting documents of selected CUC
employees; and (3) interviewed responsible CUC officials and employees.

OPA performed its audit at CUC’s office in Saipan from October 2001 to April 2002.  The audit
was made  in accordance with Government Auditing Standards issued by the Comptroller General
of the United States.  Accordingly, we included such tests of records and other auditing
procedures as were necessary in the circumstances.

As part of our audit, OPA evaluated CUC’s internal control over the processing of personnel
documents and compliance with applicable personnel rules and regulations. We found weaknesses
in these areas which are discussed in the Findings and Recommendations sections of this report.
Our recommendations when implemented should improve controls in these areas.

PRIOR AUDIT COVERAGE

This is the last of a series of audits and studies OPA has recently conducted at CUC. During the
last two years, OPA has issued the following reports:

• Audit of Travel by the Board of Directors, key management officials, and others during the
period October 1999 through March 2001 (LT-01-07, dated November 23, 2001). In this
audit, OPA found that CUC failed to comply with statutory requirements that Board
members adopt travel policies similar to those of the CNMI government. Also, Board
members, key management and others did not always comply with CNMI policies
concerning economy class travel, granting and liquidating of travel advances, or providing
supporting documentation. As a result, travel funds were held longer than allowable,
unneeded costs were incurred for airline tickets, per diem and other travel expenses, and
travel costs were not supported with proper documentation.

• Audit of Small Purchases from October 1, 1999 through March 31, 2001 (AR-02-01, dated
August 27, 2002). In this audit, OPA  found that CUC did not always comply with its
procurement regulations applicable to small purchases. OPA found that purchase orders
appeared to be artificially divided in order to avoid competitive requirements, purchase orders
were issued after goods and services had been delivered, and that purchase orders were not
adequately justified.

• Study addressing Procurement of Proposed 80/60 Megawatts Power Plant Project (M-02-08,
dated October 7, 2002). In this compilation report, OPA discussed the key procurement
events surrounding this proposed procurement and identified related CUC project costs.

• Audit of Personnel Hiring from October 1, 1999 through July 15, 2001 (AR-03-01, dated
January 15, 2003). In this audit, OPA found that CUC failed to develop and adopt personnel
rules and regulations based on a merit system, failed  to hire employees based on merit, and
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therefore may not have hired the most qualified employees. To illustrate, 40 of 88 people
hired were hired non-competitively and most were subsequently made permanent employees.
CUC Board involvement in hiring actions tended to usurp management’s role in daily
operations. More specifically, the Board was involved in daily hiring of employees contrary
to the authorization given to the Executive Director to manage operations. The Board
apparently interpreted its role as going beyond  policy and oversight to one of directly
managing daily activities.  

FINDINGS AND RECOMMENDATIONS

A. CUC Lacks Personnel Regulations, and Its Policies Do Not Address Premium Pay

CUC has failed to adopt personnel regulations as required by its enabling legislation.  Instead,
it has adopted its own Personnel Manual which has not been published in the Common-
wealth Register as required. Consequently, the personnel policies do not have the force or
effect of regulations. 

These policies are incomplete and do not adequately address premium pay and other
compensation practices such as on-call and standby pay, within-grade increases, merit
increases, and promotions or provide criteria for written justification of exceptional
performance ratings. They also do not address many of CUC’s hiring practices such as hiring
of employees under limited-term and provisional appointments as part of a selection process
to implement a merit principle system. We discussed these in a separate audit report (AR 03-
01, dated January 15, 2003). As a result of such incomplete guidance, CUC has engaged in
the following practices:

• On-Call and Standby Pay: CUC paid a considerable amount of  on-call and standby
pay without having any guidance governing such pay. More specifically, CUC paid
$202,802 in on-call and standby pay in Fiscal Years 2000 and 2001 even though its
Personnel Manual does not address such pay or explain who should receive it and how
it should be computed. According to a CUC official, 67 of its 381 employees, or almost
18 percent, are receiving on-call pay at the rate of $1.50 per hour for hours scheduled.
Further, CUC compensated one official with standby pay of 20 percent of  base salary
for being available during non-working hours. 

• Promotions: Because CUC’s manual does not address promotions, it frequently
promotes people without adequate justification.  OPA reviewed 22 CUC promotion
actions in Fiscal Years 2000 and 2001 and found six to be questionable.

C Four employees were promoted without a written evaluation or recommendation
from the Division Manager with one promotion based solely on the former
Executive Director’s instruction and another based on a board member’s instruction;
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reviewed, 17 actions, or about 15 percent, did not disclose employee eligibility for certain
premium pay.  To illustrate:

C Twelve personnel actions did not disclose eligibility to receive hazardous premium pay. 

C One personnel action did not disclose eligibility to receive night differential.

C Four personnel actions did not disclose whether employees were eligible for overtime.

Although human resources personnel advised us that these employees were entitled to such
premium pay, they did not include needed  information on the personnel action form, either
because hazardous premium pay was instead imbedded in the employee’s salary or because of an
oversight on their part.

CONCLUSIONS AND RECOMMENDATIONS

CUC failed to develop and adopt adequate personnel policies as required by its enabling
legislation.  CUC’s calculation of premium pay has in some cases been inconsistent with, and in
other cases not in compliance with, CUC’s Personnel Manual and the Fair Labor Standards Act.
In addition, CUC has paid  on-call and standby pay to certain employees even though such
premium pay is not addressed in its Personnel Manual.  CUC’s personnel actions do not always
disclose employee eligibility for premium pay. Finally, CUC gave exceptional ratings, salary
increases, and promotions without written justification from management. 

Accordingly, we recommend that CUC:

1) develop and adopt Personnel Rules and Regulations to cover promotion and salary increase
justifications, and the various forms of premium pay it plans to use, as well as to conform to
the requirements of the Fair Labor Standards Act (FLSA) concerning computation of
overtime; 

2) require that its Comptroller correct CUC’s overtime calculation practices to comply with the
FLSA, finalize consultations with the local U.S. Wage and Hour Division on proper
calculation of back wages, and pay employees for any previous under-payments;

3) obtain legal advice on possible legal issues concerning the elimination of hazardous duty pay,
on-call and standby pay to current and new employees so that CUC will not violate any labor
laws;

4) seek legal determination on whether or not CUC should compensate employees who did not
receive the full amount of hazardous duty pay due them;

5) seek legal determination on possible recovery regarding overpayment of annual and sick leave
as a result of CUC imbedding hazardous duty pay, standby pay, and on-call pay into base
salaries;
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6) seek legal determination to implement a policy consistent with FLSA to require executive,
professional and administrative employees to time-in-and-out daily using CUC’s biometric
system;

7) issue a directive to all rating officials to ensure that  exceptional ratings are properly justified
in writing; and

8) require that all future salary increases are properly justified.

Commonwealth Utilities Corporation Response

In its letter response dated December 10, 2002, (Appendix A), CUC agreed with one of our
recommendations in the draft report, did not adequately respond to one, and failed to respond to
the remaining six recommendations. For Recommendation 1, CUC stated that it is developing
its own Human Resources Policies and Procedure which will be adopted at its next board meeting.
CUC has not, however, promulgated these policies and procedures as regulations. Further, the
policies being developed do not address justification for promotions and salary increases or the
various forms of premium pay.  For Recommendation 2, CUC addressed the calculation of
overtime in compliance with FLSA in its draft Human Resource Policies and Procedures, and
provided OPA with a listing of employee’s proper overtime calculation and check numbers to
support payment of back pay to underpaid employees. CUC did not adequately respond to
Recommendation 1, and did not respond to recommendations 3 through 8.

OPA Comments

We commend CUC for its prompt action to correct the calculation of overtime in accordance to
the FLSA and prompt repayment of back-wages to its employees. However, based on the letter
response from CUC, we consider Recommendations 1 and 3 through 8 open as CUC did not
respond, or adequately respond, to these recommendations. The additional information or action
required to close the recommendations is presented in Appendix B.    

*    *    *

Our office has implemented an audit recommendation tracking system.  All audit recommenda-
tions will be included in the tracking system as open or resolved until we have received evidence
that the recommendations have been implemented.  An open recommendation is one where no
action or plan of action has been made by the client (department or agency).  A resolved
recommendation is one in which the auditors are satisfied that the client cannot take immediate
action, but has established a reasonable plan and time frame of action.  A closed recommendation
is one in which the client has taken sufficient action to meet the intent of the recommendation
or we have withdrawn it.

Please provide to us the status of recommendation implementation within 30 days along with
documentation showing the specific actions that were taken. If corrective actions will take longer
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than 30 days, please provide us additional information every 60 days until we notify you that the
recommendation has been closed.

Sincerely,

Michael S. Sablan, CPA
Public Auditor

cc: Governor
Lt. Governor
Thirteenth CNMI Legislature (27 copies)
Comptroller, Commonwealth Utilities Corporation
Secretary of Finance
Special Assistant for Management and Budget
Attorney General
Press Secretary
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Appendix B

Commonwealth Utilities Corporation
Audit of Premium Pay, Overtime, and Salary Increases

 from October 9, 1999 Through September 30, 2001

STATUS OF RECOMMENDATIONS

Recommendations
Agency
to Act Status

Agency Response/
Action Required

1. Develop and adopt Personnel Rules and
Regulations to cover promotion and  salary
increase justifications, and the various forms
of premium pay it plans to use, as well as to
conform to the requirements of the Fair Labor
Standards Act concerning computation of
overtime. 

CUC Open CUC stated that it is developing its own Human Resources
Policies and Procedure which will be adopted in its next
board meeting, however it did not address promotions and
salary increase justifications as well as various forms of
premium pay it plans to use.  

Further Actions Needed

CUC has not promulgated these policies and procedures
as regulations. Also, CUC needs to address promotions
and salary increase justifications as well as various forms of
premium pay in its regulations.  

2. Require that CUC’s Comptroller correct
CUC’s overtime calculation practice to com-
ply with the FLSA, finalize consultations with
the local U.S. Wage and Hour Division on
proper calculation of back wages, and pay
employees for any previous under payments.

CUC Closed According to a March 15, 2002 memorandum, CUC
coordinated with Federal Wage and Hours Division officials
to calculate overtime in compliance with the FLSA. CUC
also provided OPA a listing of employee’s proper overtime
calculation and check numbers to support payment of back
pay to its underpaid employees. 

3. Obtain legal determination of the elimination
of hazardous duty pay, on-call, and standby
pay to current and new employees so that
CUC will not violate any labor laws.

CUC Open CUC did not respond to recommendations 3 through 8.

4. Obtain legal determination on whether or not
CUC should compensate employees who did
not receive the full amount of hazardous duty
pay due them.

CUC Open

5. Obtain legal determination on possible
recovery regarding overpayment of annual
and sick leave as a result of CUC imbedding
hazardous duty pay, standby pay and on call
pay in base salaries.

CUC Open

6. Seek legal determination to implement a
policy consistent with FLSA to require execu-
tive, professional and administrative employ-
ees to time-in-and-out daily using CUC’s
biometric system.

CUC Open

7. Issue a directive to all rating officials to en-
sure that  exceptional ratings are properly
justified in writing.

UC Open

8. Require that all future salary increases are
properly justified.

CUC Open
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