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July 2, 2018

Interagency Audit Coordinating Advisory Group:

The Honorable Arnold I. Palacios, Senate President

The Honorable Rafael S. Demapan, Speaker of the House of Representatives

The Honorable Edmund S. Villagomez, Minority Leader for the House of Representatives
Ms. Larrisa C. Larson, Secretary of Finance

Ms. Virginia C. Villagomez, Special Assistant for the Office of Management and Budget
Saipan, MP 96950

Dear Interagency Audit Coordinating Advisory Group:
Report on CNMI Agencies’ Implementation of Audit Recommendations

Enclosed is a copy of the status report on CNMI agencies’ implementation of audit
recommendations reported in audit reports issued by the Office of the Public Auditor (OPA) as
of June 2018. OPA tracked 20 audit recommendations as of June 2018.

OPA sent follow-up emails and called government agencies with unresolved audit
recommendations as of June 2018. Based upon our review, four audit recommendations were
resolved. This report incorporates agency responses to our follow-up emails and responses
based on requested documents obtained by OPA on or before June 28, 2018.

In accordance with statutory restrictions in the Auditing and Ethics Acts, the names of
individuals in the audits are not disclosed in this report. All OPA audit reports can be found on
www.()l)a(‘,nmi.com.

Sincerely,

Michael Pai, CPA
Public Auditor

Enclosures
MP/db/gt/ijb

Cc: Honorable Ralph DLG. Torres, Governor
David Blake, OPA
Geraldine Tenorio, OPA
Joaquin Borja, OPA
Ashley Kost, OPA



CNMI

Office of the Public Auditor

Executive Summary

Report on CNMI Agencies’ Implementation of Audit Recommendations,
As of June 2018

Report No. TR-18-01, June 28, 2018

Background

The Office of the Public Auditor (OPA) maintains an audit recommendations tracking system to monitor the implementation and
resolution of audit recommendations. On a semi-annual basis, OPA issues its Report on CNMI Agencies’ Implementation of Audit
Recommendations, commonly referred to as the Audit Recommendations Tracking System (ARTS) report, which presents the audited
agencies’ compliance with OPA’s recommendations.

The provisions of 1 CMC § 2307 established the Interagency Audit Coordinating Advisory Group (Coordinating Group) consisting of
the presiding officer and minority leader of each house of the Legislature, the Secretary of Finance, and the Special Assistant for
Management and Budget. According to the law, the Coordinating Group is to review all audit reports of the Public Auditor, and the
Public Auditor will discuss the manner in which audit recommendations can be implemented with the assistance of the members of the
Coordinating Group. The Coordinating Group shall also recommend to the Governor and to the Legislature any changes in laws or
regulations, which it finds necessary or desirable as a result of its work with the Public Auditor.

Since 2000, OPA has not received any request for consultation from the Coordinating Group. However, OPA has been issuing
follow-up letters, email messages, and/or contacting agencies with outstanding recommendations to request for information on
corrective actions taken to implement OPA’s audit recommendations. When requested, OPA staff meets with agency officials to
discuss and clarify actions required to address OPA’s audit recommendations. This report incorporates agency responses to OPA’s
follow-up emails or documents obtained by OPA on or before June 28, 2018. In accordance with statutory restrictions in the Auditing
and Ethics Acts, the names of individuals are not disclosed in OPA’s ARTS report.

Classification of OPA Audit Recommendations

OPA recommendations are classified as either resolved or unresolved. A resolved recommendation is one in which OPA is satisfied
that the client has taken corrective action to meet the intent of the recommendation or OPA has withdrawn from it. An unresolved
recommendation is one in which the client cannot take immediate action or we have not been informed by the concerned agency or
department of any action taken to address the recommendation.

Status of OPA Audit Recommendations

OPA tracked a total of 20 audit recommendations as of June 2018. Of the 20 audit recommendations, 4 were resolved.

The table below presents the status of OPA’s audit recommendations.

Unresolved Unresolved
Agency Report No. as of Resolved as of
Dec. 2018 June 2018
Commonwealth Utilities Corporation AR-17-02 1 0 1
Commonwealth Healthcare Corporation AR-17-01 11 3 8
Department of Lands and Natural Resources AR-15-03 4 0 4
Department of Public Safety AR-15-01 2 1 1
Department of Finance, Division of Customs | AR-14-01 2 0 2
Total 20 4 16
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APPENDIX A: CUC Detailed Response

Commonwealth Utilities Corporation
Office of the Executive Director

May 7, 2018
VIA EN : _mpai@ opacnmi.com

Michael Pai, CPA Ref. No, 05-18-007
CNMI Public Auditor

Office of the Public Auditor

Capitol Hill

Saipan, MP 96950

RE: Response to Report on CNMI Agencies’ Implementation of Audit Recommendation

Dear Mr. Pat:

The senior team of the Commonwealth Utilities Corporation (CUC) is presently reviewing and
having discussions about the issues discussed in the Audit Report and in particular the three
organizational structures suggested. As you realize, this is a complicated subject and we at CUC
understand that we must meticulously review and assess the process and we are trying to
understand the alternatives and best concept for the Commonwealth and its consumers.

With regard to the recommended types of utility structures described by OPA, CUC understands
the defimition of these structures to be:

Cooperatives:  Essentially, it would create a business structure that operates
independently of governmental influence with complete independence from Executive
actions, the CPUC and from legislative action. The report discusses the opportunity to
return dividends/savings to the customers who would be the owners, similar to the Kuai
Electric Coaperative.

Municipal Corporation: As defined in the report, this type of structure is similar to
CUC, but allows for the Board to be elected by the public who hires the Executive
Director. Similar to Guam Water and Power Authority.

Louisville Water Company, Louisville, Kentucky, operates a municipal corporation that treats
the local property owner as an investor. Essentially, the water company is owned by every
property owner within the City and they share the opportunity to receive dividends annually
based on the performance of the utility. They have the protection from influence and get the
benefit of self-determination.  The six-member Board is selected by the Mayor, who is an ex-
officio member (non-voting). The members are bankers, CEO's of private business, university
presidents, a retired firefighter, but no former political persons are considered.

The focus of these first two organizational styles are long-term and their rate structures are set to

be fair, competitive, and necessary to meet their obligation as a supplier of choice (monopaly
P.O. Box 501220 CK, Saipan, MP 96950
Telephone: (670) 664-4282 « Facsimile: (670) 238-5131
CUC is an Equal Opportunity Provider and Employer.
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status) operating with progressive business practices. These first two also have stronger control
over rates.

CUC will be studying these structures for the purpose of providing comment and whether or not
they would be feasible for the utility operation in the CNML

Privatization: Another concept which will be reviewed is privatization which would
result in the total sale and transfer of ownership of all CUC assets to a third party. The
report does warn that this is the largest gamble of the three and would be very
challenging to assure transparency. This altemnative has no control over rates.

CUC will reach out to you as we deliberate on the merits of our current organizational structure.
Please don’t hesitate to reach out and inquire on the status of our deliberation. And please keep
us informed well in advance of any meetings that we should anticipate being a part of regarding
this subject.

Smcﬁy.
/|

! 4
GARY (0,»\(]\ %(JHO

Executive Director

Y
|

T —

ce: Deputy Executive Director




