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H.R. 1092, TO AUTHORIZE FINANCIAL ASSIST­
ANCE FOR THE NORTHERN MARIANA IS­
LANDS, AND FOR OTHER PURPOSES 

THURSDAY, MARCH 18, 1993 

HOUSE OF REPRESENTATIVES, 
SUBCOMMITTEE ON INSULAR AND INTERNATIONAL AFFAIRS, 

COMMITTEE ON NATURAL RESOURCES, 
Washington, DC. 

The subcommittee met, pursuant to notice, at 10:08 a.m. in room 
1324, Longworth House Office Building, Hon. Ron de Lugo (chair­
man of the subcommittee) presiding. 

Mr. DE LUGO. Good morning. I would like to welcome you all 
here to this hearing of the Subcommittee on Insular and Inter­
national Affairs. We are going to have a hearing on H.R. 1092, a 
bill to commit the Federal Government to provide the Northern 
Marianas with $120 million in special assistance for infrastructure 
over 7 years beginning October 1. 

[Text of the bill, H.R. 1092, follows:] 

(1) 



103D CONGRESS 
1ST SESSION 

2 

H.R.1092 
To authorize financial assistance for the Northern Mariana Islands, and 

for other purposes. 

IN THE HOUSE OF REPRESENTATIVES 

FEBRUARY 24, 1993 

Mr. DE LUGO introduced the following bill; which was referred to the 
Committee on Natural Resources 

A BILL 
To authorize financial assistance for the Northern Mariana 

Islands, and for other purposes. 

1 Be it enacted by the Senate and House of Representa-

2 tives of the United States of America in Congress assembled, 

3 That the Act of March 24, 1976 (Public Law 94-241; 90 

4 Stat. 263), as amended, is amended by adding the follow-

5 ing new section at the end thereof: 

6 "SEC. 6. Pursuant to section 701 of the foregoing 

7 Covenant, enactment of this section shall constitute a com-

8 mitment and pledge of the full faith and credit of the Unit-

9 ed States for the payment of $120,000,000 of guaranteed 

10 amounts of direct grant assistance to the Government of 
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2 

1 the Northern Mariana Islands for capital infrastructure 

2 construction for the seven fiscal years 1994 through 2000, 

3 which assistance shall be provided according to the Agree-

4 ment of the Special Representatives on Future Federal Fi-

5 nancial Assistance of the Northern Mariana Islands, exe-

6 cuted on December 17, 1992, between the special rep-

7 resentative of the President of the United States and the 

8 special representatives of the Governor of the Northern 

9 Mariana Islands.". 

HR 1092 lli 
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OPENING STATEMENT OF CHAIRMAN DE LUGO 

Mr. DE LUGO. I want to thank you all for traveling such a long 
distance to be here with us today. It is a beautiful day here in the 
Nation's capital, but it is certainly a little on the cold side for all 
ofus. 

This bill, which was proposed by the Bush administration on its 
last full day in office, would implement recommendations agreed to 
by representatives of President Bush and Governor Guerrero of the 
Commonwealth of the Northern Marianas. 

The $120 million, which has since been included in President 
Clinton's economic plan, would be provided in place of the current 
assistance commitment of $27.7 million a year. It is intended to be 
matched by an equal amount of local funding for infrastructure 
projects. 

Recommendations on special assistance for the Marianas are re­
quired by the covenant which united the islands with the United 
States. 

Section 701 committed the Federal Government to assist the 
Commonwealth's efforts to achieve a progressively higher standard 
of living for its people as part of the American community and to 
develop the economic resources needed to meet the financial re­
sponsibilities of local self-government. 

Section 702 required $192.5 million to be provided from fiscal 
year 1978 to 1985. 

Section 902 required representatives of the President and the 
Governor to make recommendations for multi-year periods after 
1985. 

The current commitment was enacted in 1986 in place of rec­
ommendations that representatives of a previous Governor of the 
islands said that a representative of President Reagan had insisted 
upon. The law provided $228 million from fiscal years 1986 to 1992 
and $27. 7 million a year afterwards. 

In endorsing the new recommendations, both the last administra­
tion and this one have suggested that it would reduce spending by 
$74 million over the next 7 years. The facts are not quite that sim­
ple, though. Since the $27. 7 million a year was only intended to 
provide for continued funding until a policy decision on future as­
sistance could be made, this would not appear as an outright $27.7 
million a year saving. Thus, the $120 million is as much new 
spending as it is a $74 million savings. 

Frankly, however, I for one am less interested in how the rec­
ommendations affect the budget than I am in how they relate to 
covenant commitments and the needs of the people of the Northern 
Marianas. As a sponsor of both the law that approved the covenant 
and the law that made the current commitment, as well as a rep­
resentative of an insular area and Chair of this subcommittee, I 
think that these are the key issues. 

• They also give rise to several questions, questions such as has 
the covenant commitment been met? 

• If not, what needs to be done to meet that commitment? 
• What is the Commonwealth doing to meet its needs? 
• How will the $120 million that we are talking about here today 

be used? 
• How has the $448 million provided to date been used? 
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• And, finally, how do the recommendations relate to Federal in­
sular policies? 

Over the years, committee members have expreS!'\P.n concerns 
that must be considered in determining a further financial :=tssist­
ance commitment. 

The Commonwealth is not tapping all of its own revenue poten­
tial. Higher wage-earners, businesses, and investors paid $49 mil­
lion less in income taxes in 1991 alone under the Commonwealth's 
rates than they would have under Federal rates which the cov­
enant provided for and other insular areas use. It does not levy 
other taxes that are common under the U.S. flag or make consum­
ers pay for the cost of services. 

Some of the islands' current needs may be attributable to the 
Commonwealth's alien labor policies-which have made the eco­
nomic growth of the Commonwealth possible. But, it is debatable 
whether the growth has generated as much revenue as it should 
in light of the public burdens that it has imposed upon the North­
ern Marianas. 

Substantial amounts of past assistance have reportedly been 
poorly or improperly used. Waste and abuse have been subtracted 
from the funds used to fulfill the covenant commitments and meet 
insular needs. 

The recommendations themselves create concerns. Some of which 
are: They do not appear to be based on need; They do not make 
clear the projects or the areas of need to be financed; and in effect 
Congress would not be assured that what it believes are priorities 
will be met. 

The N.M.I. has not committed to provide its intended $120 mil­
lion match. The legislature has not acted on the recommendations. 

Terms for the assistance could be changed after congressional ap­
proval, without congressional approval. In addition, terms to which 
Congress disagreed could be added. 

Some are also concerned about how the needs of other insular 
areas, particularly islands less developed than the Northern Mari­
anas, will be met. Because of these concerns, the committee leader­
ship said recently that the committee may condition or redirect the 
assistance, although it can be expected to support the level of 
spending contained in the President's economic package. 

Today's hearing is intended to provide information for our deci­
sion on how the $120 million should be spent. These decisions 
should balance concerns about the proposal with the arguments for 
it, arguments which are also important and which I expect our wit­
nesses today to make very persuasively. 

Because they represent the other key decision making authorities 
on this matter-with the exception of the Senate committee, which 
will have its own hearing this afternoon I believe at 2 o'clock-I 
would like all of our witnesses to appear as a panel and to be ques­
tioned together so we can move along and you can make your other 
appointments. In the interest of time, and in keeping with our 
rules, I am going to ask that everyone summarize their statements. 

In closing, I want to reiterate my special interest in the welfare 
of the Northern Marianas and my commitment to our special politi­
cal union. I also want to express my appreciation to all who have 
worked on these recommendations and, in particular, express my 
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condolences to the Governor's lead representative, Lieutenant Gov­
ernor Manglona, on the passing of his wife. My deepest and 
sincerest condolences. 

Now, at this time, I would like to recognize the gentleman from 
California, the ranking Republican on the committee, for an open­
ing statement. 

[Prepared statement of Chairman de Lugo follows:] 
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Statement of Chairman Ron de Lugo 
opening a legislative hearing of the 

Subcommittee on Insular and International Affairs 
on H.R. 1092, a bill to authorize financial assistance for 

the Northern Mariana Islands 

March 18, 1993 

Good morning and welcome to this hearing of the Subcommittee on 
Insular and International Affairs on H.R. 1094, a bill to commit 
the federal government to provide the Northern Mariana Islands 
with $120 million in special assistance for infrastructure over 
seven years beginning Oct. 1. 

This bill, which was proposed by the Bush administration on its 
last full day in office, would implement recommendations agreed 
to by representatives of President Bush and Governor Guerrero of 
the commonwealth. 

The $120 million, which has since been included in President 
Clinton's economic plan, would be provided in place of the 
current assistance commitment of $27.7 million a year. It is 
intended to be matched by an equal amount of local funding for 
infrastructure projects. 

Recommendations on special assistance for the Marianas are 
required by the Covenant which united the islands with the United 
States. 

Sec. 701 committed the federal government to assist the 
commonwealth's efforts to achieve a progressively higher standard 
of living for its people as part of the American community and to 
develop the economic resources needed to meet the financial 
responsibilities of local self government. Sec. 702 required 
$192.5 million to be provided from fiscal years 1978 to 
1985. Sec. 902 required representatives of the president and the 
governor to make recommendations f~r multi-year periods after 
1985. 

The current commitment was enacted in 1986 in place of 
recommendations that representatives of a previous governor of 
the islands said that a representative of President Reagan had 
insisted upon. The law provided $228 million from fiscal years 
1986 to 1992 and $27.7 million a year afterwards. 

In endorsing the new recommendations, both the last 
administration and this one have suggested that it would reduce 
spending some $74 million over the next seven years. 

The facts are not that simple, though, since the $27.7 million a 
year was only intended to provide for continued funding until a 
policy decision on future assistance could be made. Thus, the 
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$120 million is as much new spending as it is a $74 million 
savings. 

Frankly, however, I, for one, am less interested in how the 
recommendations affect the budget than I am in how they relate to 
Covenant commitments and insular needs. As a sponsor of both the 
law that approved the Covenant and the law that made the current 
commitment as well as a representative of an insular area and 
chair of this subcommittee, I think these are the key issues. 

They give rise to several questions. 

o Has the Covenant commitment been met? If not, what 
needs to be done to meet it? 

o What is the commonwealth doing to meet its needs? 

o How will the $120 million be used? 

o How has the $448 million provided to date been used? 

o And, finally, how do the recommendations relate to 
federal insular policies? 

Over the years, Committee Members have expressed concerns that 
must be considered in determining a further financial assistance 
commitment. 

o The commonwealth is not tapping all of its own revenue 
potential. Higher wage-earners, businesses, and 
investors paid $49 million less in income taxes in 1991 
alone under the commonwealth's rates than they would 
have under the federal rates that the Covenant provided 
for and other insular areas use. It does not levy other 
taxes common under the U.S. flag or make consumers pay 
the cost of services. 

o Some of the islands' current needs may be attributable 
to the commonwealth's alien labor policies. They have 
made the economic growth of the commonwealth possible; 
but it is debatable whether this growth has generated 
as much revenue as it should in light of the public 
burdens it has imposed. 

o Substantial amounts of past assistance have reportedly 
been poorly used or used improperly. Waste and abuse 
has subtracted from the funds used to fulfill Covenant 
commitments and meet insular needs. 

The recommendations themselves create concerns. 

o They do not appear to be based on need. They do not 
even make clear the projects -- or even the areas of 
need -- to be financed. Congress would not be assured 
that what it would agree are priorities will be met. 
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o The N.M.I. has not committed to provide its intended 
$120 million match. The Legislature has not acted on 
the recommendations. 

o Terms for the assistance could be changed after 
congressional approval without congressional approval. 
Terms to which Congress disagreed could be added. 

Some are also concerned about how the needs of other insular 
areas, particularly islands now less developed than the Marianas, 
will be met. 

Because of these concerns, the Committee leadership said recently 
that the Committee may condition or redirect the assistance 
although it can be expected to support the level of spending 
contained in the President's economic plan. 

Today's hearing is intended to provide information for our 
decisions on how the $120 million should be spent. 

These decisions should balance concerns about the proposal with 
the arguments for it, arguments which are also important and 
which I expect our witnesses today to make. 

Because they represent the other key decision-making authorities 
on this matter -- with the exception of the Senate committee, 
which will have its own hearing on it this afternoon -- I would 
like all our witnesses to appear as a panel and be questioned 
together. In the interest of time and in keeping with our rules, 
I will ask them to summarize their statements. 

In closing, I want to reiterate my special interest in the 
welfare of the Northern Marianas and my commitment to our special 
political union. 

I also want to express my appreciation to all who have worked on 
these recommendations and, in particular, express my condolences 
to the Governor's lead representative, Lieutenant Governor 
Manglona, on the passing of his wife. 
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STATEMENT OF HON. ELTON GALLEGLY, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF CALIFORNIA 

Mr. GALLEGLY. Thank you very much, Mr. Chairman. I will 
make my comments brief, but I would like to tell you it is a real 
pleasure to join with you this morning in the first hearing of the 
Subcommittee on Insular and International Affairs. As you know, 
I have had the pleasure of serving with you, Mr. Chairman, for the 
past 6 years on this subcommittee, along with my good friend, Bob 
Lagomarsino, from California who is no longer with us, but who 
had a deep interest in the territories and United Nations trust ter­
ritories for many, many years. 

I gained a real appreciation for the issues of the territories from 
Bob, as well as directly from oversight hearings conducted in the 
Pacific. I also know that the lives of the United States citizens and 
nationals who live in the territories are affected by actions of Con­
gress, which has plenary authority under the territorial clause of 
the U.S. Constitution. Today's hearing is a part of that constitu­
tional prerogative of the Congress in making rules and regulations 
which will affect the Northern Mariana Islands. 

It was, indeed, a memorable experience when we held oversight 
meetings in Saipan in 1989. I want to welcome the Governor, the 
Speaker of the House, and the Resident Representative. Your testi­
monies, as well as the administration's, will .be important as we 
consider the need for the continued covenant funding for fiscal year 
1993. 

Mr. Chairman, I thank you, and I look forward to hearing the 
testimony. 

Mr. DE LUGO. Thank you very much. 
At this time, let me recognize my good friend, the next door 

neighbor of the people of the Northern Marianas, from Guam, a 
very able representative, Robert Underwood. 

STATEMENT OF HON. ROBERT A. UNDERWOOD, A DELEGATE 
IN CONGRESS FROM GUAM 

Mr. UNDERWOOD. Thank you, Mr. Chair, and I would like to add 
my own words of welcome to our neighbors to the north. I appre­
ciate very much the time that they have spent in preparing their 
remarks. 

I am too interested in some of the issues that have already been 
outlined, and I am particularly interested in kind of a global or 
philosophical view as to what is seen as the appropriate mix be­
tween Federal participation and assistance in the insular areas. 
Rather than simply talking about specific programs, I am inter­
ested in hearing what the appropriate mix is and what is the 
emerging consensus on that particular issue. I will ask questions 
related to that. 

Thank you. 
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PANEL CONSISTING OF HON. JUAN N. BABAUTA, RESIDENT 
REPRESENTATIVE TO THE UNITED STATES, COMMON­
WEALTH OF THE NORTHERN MARIANA ISLANDS [C.N.M.I.]; 
HON. LORENZO I. DE LEON GUERRERO, GOVERNOR, C.N.M.I., 
ACCOMPANIED BY ELOY S. INOS, DffiECTOR, DEPARTMENT 
OF FINANCE, C.N.M.I.: AND HON. THOMAS P. VILLAGOMEZ, 
SPEAKER OF THE HOUSE OF REPRESENTATIVES, C.N.M.I. 
Mr. DE LUGO. Thank you very much. 
Well, at this time, I would like to welcome our visitors to the con­

ference table right there. Would you come forward and we will set 
up the panel. We have the Honorable Juan N. Babauta, who is the 
Resident Representative of the Northern Marianas here in Wash­
ington. Juan, would you bring forward the delegation? The delega­
tion is led by the Honorable Lorenzo I. De Leon Guerrero, the Gov­
ernor of the Northern Marianas, and the Honorable Thomas P. 
Villagomez, Speaker of the House of Representatives, 

I would like to recognize that in the audience we have Represent­
ative Pedro Guerrero, an old friend of the committee and well­
known to the committee and also Representative Pete Reyes. We 
want to welcome you all here. Thank you. 

Who is going to lead off? Mr. Representative, will you lead off? 

STATEMENT OF HON. JUAN N. BABAUTA 
Mr. BABAUTA. Yes, thank you, Mr. Chairman. 
I appreciate the opportunity to appear before this committee one 

more time to testify and give testimony on behalf of H.R. 1092, but 
before I do that, Mr. Chairman, I would like to take this oppor­
tunity to state my case again on the need for having a delegate to 
the United States Congress. If you will allow me to do that, Mr. 
Chairman, I would really appreciate it. 

Mr. DE LUGO. Certainly. We would welcome that. 
Mr. BABAUTA. The last time the Commonwealth came before this 

body, Mr. Chairman, several of your members spoke of the impor­
tance of having a Northern Marianas representation in Congress. 
You yourself, Mr. Chairman, told us from your own experience that 
the difference was like day and night, and that the C.N.M.I. was 
at a tremendous disadvantage not having representation in this 
House. Once again, we are here at a disadvantage without our own 
spokesperson in Congress. 

H.R. 1092 would provide for $120 million to the N.M.I. over the 
next 7 years. Obviously, Congress' decision on this bill will have a 
profound effect on the economy of the Commonwealth. I can only 
say that it is most unfortunate that the people of the Northern 
Marianas still have no representation in Congress to help make 
and to actually vote on this vitally important decision. 

There has been progress in the Northern Marianas on this issue, 
and I would like to update the subcommittee on what has tran­
spired. In December, Governor Guerrero announced that he had 
changed his mind and is now supporting representation for the 
Northern Mariana Islands. I want to take this opportunity to com­
mend the Governor for taking that position. 

Shortly after, the Commonwealth Senate adopted, as it has be­
fore, a joint resolution petitioning Congress for a seat in Congress. 
The Commonwealth House of Representatives, although it has not 
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acted on a resolution, its Committee on Federal Relations has re­
ported a similar measure in its committee. 

I believe that the Commonwealth officials are very close to 
achieving an agreement and that we may soon approach Congress 
with a request, Mr. Chairman. 

With that, I want to thank you for the opportunity to speak in 
support of H.R. 1092 and the agreement it approves. Mr. Chair­
man, with your permission, may I ask that my detailed testimony 
be included in the record, if you so approve, Mr. Chairman. 

In approving the covenant that brought the Northern Marianas 
in political union with the United States, Congress established a 
policy of providing direct financial assistance in multi-year incre­
ments. The goals of this policy were to assist the Commonwealth 
to raise the standard of living of its people and to help us become 
fully responsible for the cost of our own local self-government. 

Last year, for the first time, U.S. financial assistance was not 
needed for the Commonwealth government operations, but was 
used solely for capital improvements to raise our standard of living. 
This agreement demonstrates we now have a growing confidence in 
our own ability to fund these projects, to fund these much needed 
capital improvements. We will match Federal contributions dollar 
for dollar. Over the 7-year life of the agreement, our reliance on 
Federal funds will decline while increasingly we rely on our own 
resources . 

I view approval of the agreement and its schedule of swiftly re­
duced Federal aid to be another step in the transition to full self­
government. I see a policy that is succeeding. I also see a successful 
process. This agreement is the outcome of a process of consulta­
tions set out in the covenant and thus sanctioned by Congress. The 
validity of that process if clear from the support the agreement has 
gathered. Governor Guerrero, House Speaker Thomas Villagomez, 
and President Juan S. Demapan have signed off. 

The previous Federal administration supported the pact. Last 
month President Clinton endorsed the agreement in his Vision of 
Change for America. Now, the President has asked for Congress' 
approval. Your acceptance will reduce Federal expenditures by $74 
million over the life of the agreement. 

But the agreement is more than a welcome spending cut. It is 
part of the Clinton vision consistent with his philosophy in three 
important respects. Number one, all money will be invested in in­
frastructure providing short-term economic stimulus and long-term 
economic health. Number two, no funds will be used for the oper­
ation of the Commonwealth government. Number three, by requir­
inp. the C.N.M.I. to contribute dollar-for-dollar matching amounts 
over the 7-year period, the agreement reflects the balance between 
spending cuts and revenue increases the President wants. 

We in the Commonwealth of the Northern Mariana Islands ac­
cept our responsibility to join with all U.S. citizens in the positive 
change President Clinton sees for America. 

Despite the success of the policy of direct financial assistance, de­
spite the validity of the process that resulted in the agreement be­
fore us, and despite the wide support for that agreement, I know 
there are still questions about the cost and wisdom of continued 
U.S. financial assistance to the Northern Marianas. I address those 
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questions of which I am aware in my detailed testimony. Let me 
speak to one here. 

There is concern that in receiving direct financial assistance to 
the Commonwealth, the Commonwealth is getting a free ride from 
U.S. taxpayers. It is true that the Commonwealth provides income 
taxpayers with a rebate on some of the tax they owe. Income taxes, 
however, are not the only source of revenue. Seven States in the 
Union collect no individual income tax. 

In my testimony, I suggest comparison of the number of Federal 
dollars received for each dollar of local revenue raised as a method 
of determining whether the Commonwealth is getting a free ride. 
That comparison indicates that we in the Commonwealth are much 
less of a burden on U.S. taxpayers than are other insular areas. 

I attribute the Commonwealth's ability to successfully raise local 
revenue to the strength of our economy, and I attribute the 
strength of our economy to the success the policy of this Congress 
initiated 16 years ago in approving the covenant. I ask you to con­
tinue to support that policy and report favorably on H.R. 1092. 

Thank you, Mr. Chairman. 
[Prepared statement of Mr. Babauta follows:] 
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Mr. Chairman and Members of the Subcommittee: 

Thank you for the opportunity to come before you today on behalf of 

the Commonwealth of the Northern Mariana Islands. 

The last time the Commonwealth came before this Subcommittee 

several of your members spoke of the importance of having Northern 

Marianas' representation in Congress. Chairman de Lugo told us from his 

own experience that the difference was "like night and day" and that the 

CNMI was "at a tremendous disadvantage not having representation in 

this House." 

Once again the Commonwealth comes before you at a disadvantage, 

without our own spokesperson within Congress. H.R. 1092 would provide 

$120 million to the CNMI over the next seven years. Obviously, Congress' 

decision on this bill will have a profound effect on the economy of the 

Commonwealth. I can only say it is most unfortunate that the people of the 

Northern Marianas still have no representative here to help make - to 

actually vote on - this vitally important decision. 

There has been some progress in the Commonwealth on the issue of 

representation in Congress and I would like to update the Subcommittee. 

In December Governor Guerrero announced that he had changed his mind 

and was now supporting representation for the Northern Marianas. 

Shortly after, the Commonwealth Senate adopted - as it has before - a 

joint resolution petitioning Congress for a seat. The Commonwealth House 

has not acted on this resolution, but its Committee on Federal and Fo1eign 

Relations has reported a similar measure. 

I believe that Commonwealth officials are very close to achieving 

agreement and that we may soon approach Congress with our request. 

I support H.R. 1092 and the agreement it approves. This agreement, 

commits the federal government and the Commonwealth government e2ch 

to expenditure of $120 million for capital improvements in the Northern 

Marianas over the next seven years. I view this agreement as another 

statement of a policy, which by its success credits its formulators. I also 

view the agreement as the outcome of a credible process for maintaining 

the relation between the Northern Marianas and the United States. 
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That policy - set out in Section 701 of the the Covenant to Establish a 

Commonwealth of the Northern Mariana Islands in Political Union with 

the United States of America - had two goals: first, to progressively raise 

the standard of living of the people of the Northern Marianas and second, to 

develop a'1 economy capable of supporting local self-government. The 

L .:ited St · 1:es undertook to provide direct financial su.pport to the 

C0mmo1~ .-. ;ilth government in support of these goals, but the policy was 

clearly a joid. enterprise entered into by both the federal government and 

the Commonwealth. 

At the outset sixteen years ago, the Northern_ Marianas' was 

virtually a subsistence economy. Today, our economy has grown to the point 

where it fully supports the operations of our local government. And the 

health, education, economic opportunity, and other indices of the quality of 

life in the Commonwealth have, I believe, clearly moved upward. 

This growth has been possible for a three principal reasons. First 

and foremost, our decision to come into political union with the United 

States created an umbrella of legal protections and an environment of 

security that could attract investment. Second, we were in the right place at 
the right time: the appreciation of the Japanese yen, the decision of Japan 

and other burgeoning Asian nations to allow their newly enriched citizens 

to travel and take funds with them out of their countries, the Northern 

Marianas' location as one of the few tropical destinations within a 

comfortable flying ti.me from these nations - together made our growth 

almost inevitable . And thirdly, the decision of the United States to provide 

financial assistance to help us build an infrastructure worked 

synergi.stically with outside development money to power our growth. 

The Covenant provided an initial period of seven years of financial 

assistance and established a process in Section 902 for determining what 

level of financial assistance would be proper in subsequent periods. That 

process was first employed in 1985. Special Representatives of the President 

and the Governor met and formulated an agreement for direct financial 

assistance over a second, seven year period. Congress approved that 

agreement in U.S. Public Law 99-396. 
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Today, Congress again is considering an outcome of the 902 process: 

an agreement recommended by the Special Representatives after lengthy 

consultation. The Commonwealth relied on the validity of this process and 

expended time and money working for a fruitful conclusion. 

I have great faith in the Covenant, which was approved by a vote of 

the people of the Northern Marianas and by this Congress in U.S Public 

Law 96-241. Because ofmy respect for the Covenant that defines our relation 

and by extension for the 902 process established in that document, I am 

confident that the agreement before us is fair and faithful to the mutual 

commitments the United States and the Northern Marianas have made to 

each other. 

My confidence is reinforced by the knowledge that the Governor and 

the presiding officers of the Commonwealth Legislature have approved the 

agreement. I know the agreement had the support of the previous 

administration. President Clinton has incorporated .the terms of the 

agreement in his fuiQn Qf Change fur America. This is not surprising 

since the agreement is totally consistent with major philosophical elements 

of his plan: 1) all money is to be invested in infrastructure, providing short­

term economic stimulus and long-term economic health; 2) no funds are to 

be used for the operation of the Commonwealth government; and 3) by 

requiring the CNMI to contribute dollar-for-dollar matching amounts over 

the seven year period, the agreement rqflects the balance the President 

wants between spending cuts and revenue increases. 

Despite the apparent success of the policy, despite the validity of the 

process that resulted in the agreement now under consideration, despite 

the wide support for the agreement itself, questions have been raised about 

the cost and wisdom of continued U.S. financial assistance to the Northern 

Marianas. I would like to address some of those questions. 

First, there is concern about how U.S. aid has been spent and how it 

will be spent over the next seven years. I share this concern. Through fiscal 

year 1992 the U.S. has provided $181 million for capital improvement 

projects in the Northern Marianas via the multi-year assistance 
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agreements. That's $12 million dollars a year. Has it been spent wisely and 

effectively? 

One way to determine the answer is to look at the safeguarding 

provisions of U.S. Public Law 99-396. Congress stipulated in that law that if 

performance standards for expenditure of U.S. assistance and for the 

operation of the CNMI government were not met, the Secretary of the 

Interior could request authority to withhold funds from the CNMI. 

Congress has never been asked to grant that authority. 

We cannot assume, therefore, that performance has been flawless. 

But the CNMI must have remained within acceptable parameters or your 

agent, the Secretary of the Interior, would have been compelled to come to 

you for authority to halt the flow of funds. 

The agreement now under consideration requires that a list of 

projects to be funded be provided to the Assistant Secretary for Territorial 

and International Affairs. The release of funds is not, however, 

preconditioned on approval of these projects by the Assistant Secretary. So 

control rests very much in the hands of the Commonwealth. Congress may 

consider that the interests of the federal government necessitate more 
explicit controls on expenditures. 

A second concern raised about the present agreement focuses on the 

provision that the CNMI will match the federal contribution. Over the seven 

year period each side will spend $120 million. In fiscal year 1994 the federal 

government's share is $22 million, the CNMI share is $9 million. By the 

last year of the agreement our roles are reversed: the CNMI puts up $22 

million, the federal government $9 million. 

The question being asked is whether the CNMI is fully committed to 

this arrangement. In fact, the CNMI has already demonstrated its 

commitment to match funds. The agreement requires that the federal 

government's fiscal year 1993 Covenant grant of $27. 72 million be matched 

by the CNMI with $6.93 million. We have done this. As a further testimony 

to our commitment, I refer the Subcommittee to a letter of October 16, 1992 

(attached) from the Governor and the presiding officers of our legislature to 

former Assistant Secretary Stella Guerra in which these leaders jointly 
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state their support of the agreement and ask that it be sent to Congress for 

approval. 

A third concern is triggered by the 95% rebate that the CNMI 

presently allows on some income taxes. There is an appearance that the 

CNMI may be getting a free ride from U.S. taxpayers. 

Chart A, attached, shows the distribution of federal funds to non­

state areas of the United States in fiscal year 1990.4 On average the non­

state areas received $2,003 per capita.5 The CNMI received 25% less than 

the average, $1500 per capita. Only Guam did worse·, receiving $1,424 per 

capita. 6 If the CNMI had not received a Covenant grant of $33,850,000 in FY 

1990, we would have received only 40% of the average amount of federal 

funds distributed to the insular areas. It is clear that we are not receiving 

an unusual amount of support from the United States. We may even fairly 

ask why we are receiving so little compared to other areas. 

But the concern that has been raised is not whether the CNMI is 

being treated equitably. The concern is that we in the CNMI are not making 

a significant effort to take care of our own needs by raising local revenues. 

The responsibility of the people of the CNMI under Section 701 of the 

Covenant is to meet the financial needs of "local" self-government. 

Therefore, it seems reasonable to compare our tax burden to the local tax 

burden of other U.S. citizens. Chart B, attached, makes this comparison for 

selected states and non-state areas. The CNMI raises $2,561 per capita. 

This is 30% less than the Virgin Islands and Guam, but three times as 

much as American Samoa raises. In comparison to states, our revenue 

collections per capita are the equivalent of Hawaii's, slightly higher than 

4 Chairman de Lugo selected 1990 as the reference year in expressing concern about the 
rebate in his floor statement on H.R. 1092. 
5 This average discounts federal funds which flow to the non-state areas as federal 
salaries or for procurement and excludes the District of Columbia in which the 
circumstances that direct the flow of federal monies are quite different than those in the 
insular areas. 
6 In Guam, however, federal salaries and procurement amounted to an additional $5,356 
per capita added to the local economy. The same sources contributed only $69 per capita to 
the CNMI economy. 
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California's, and 25% above the national average. It cannot be concluded 
that our collections are unusually low.7 

But the question remains: does the CNMI get a free ride on U.S. 
taxpayers. To help make this determination the last column of Chart B sets 

out the ratio of federal funds received to local effort. The numbers speak for 

themselves. American Samoa receives $2.76 in federal funds for every 
dollar raised locally. The Virgin Islands receive $1.06 in federal funds for 

every dollar raised locally. The Northern Marianas receives just 59¢. 

In conclusion, I repeat my support for the successful policy of direct 

financial assistance from the federal government to the CNMI. I support 
the process set out in the Covenant and approved by Congress that has 

resulted in the agreement now before us. And I support the agreement. 

Thank you. 

7 In addition to direct collections of revenue, the CNMI has negotiated impact fees with 
developers. For the period 1990-92 these fees amount to $44. 7 million pledged, paid, or 
provided in-kind. Data for the reference year 1990 were not separately available, but if 
computed would increase the per capita local effort and reduce the differential between the 
Northern Marianas and the Virgin Islands and Guam. 
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([ommonwealtl; of tl;e jiortf)em ,ffiariana 3fslan!Js' 
®Hire of the ~ollcrnor 
C,pitol Hill. Slip:,n MP/USA 96950 

U.S. 

Phone: (670) 322-5091/2/.3 
Telefax: (670) 322-50961'19 

The Hononbie Stella Gue= 
The President's Special Representative 

for Covenant Section 702 Ne satiations 
Office of the Secre::rrv of the Interior 
18th & C Stree:. N.W. 
Washing10n, DC 20240 

De:ir S pec:al Re?rese:narive Gue::-a: 

1 6 OCT 1992 

It is an honor ior us to transmit the Agree:nent of the Special Representatives on 
Future Fode::il Financial Assistance for the Commonwe:ilth oi the Northe."11 
Mariana Islands pur5uam to Covenant Section 702. 

V•/e ~ :1.:i.ppy ro inform you that this Agreement has the support of our 
Adminisnrion and Le:tislarure. Tne:efore, we reouest rhat vou rransmit ir m 
Congress for conside:-:lrion and approval as soon is possibie. 

Thank you. 

Sinc::-e!y. 

~ '-'•> "'.'. !,~ "-- ~ 
LORS'<ZO I. DE LEON GUERRERO 
ei"6ve:nor 

~ , "--. -""'.'\_ ~~ :,.,<----- // v'"-_ , / ~ 

, JlJAN S. DE:vl -\P.'\.N ' l OMA P. ~ 
L..S'e:-iate P:-esiCe:ic Spe:ike:-. House-of Represe:natives 

E:idosure 
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Mr. DE LUGO. Thank you very much, Juan. 
Governor Guerrero. 

STATEMENT OF HON. LORENZO I. DE LEON GUERRERO 

Governor GUERRERO. Thank you very much, Mr. Chairman. 
Mr. Chairman, first of all, I bring you greetings from the people 

of the Commonwealth to your committee. We thank you very much 
to allow us to speak before your committee this morning. 

Mr. DE LUGO. Thank you very much, Governor, and please return 
the committee's warm greetings to the people of the Northern Mar­
ianas. I am hoping that this year the committee will have an op­
portunity to come out, despite the budget problems that we are 
having, for a visit. 

Governor GUERRERO. Thank you very much. 
Mr. Chairman and members of the committee, thank you for al­

lowing me a few words this morning. We appreciate this oppor­
tunity today. 

We talk about investment. We are here to ask you to invest $120 
million in the N.M.I. Is this a good investment? Will your invest­
ment be justified? The answer is yes. 

The new 702 agreement before you is much different from any 
you have seen before. In this agreement, the Commonwealth dras­
tically changed its approach in Federal assistance. We create a 50-
50 partnership approach. 

In the past, the Federal Government put up all the money for 
the major infrastructure. Today the Commonwealth provides a dol­
lar-to-dollar match. Before, the Federal Government picked up 
most of the burden. Now the Commonwealth lifts an equal share 
of that burden. Whereas in the past the Federal Government took 
all the responsibility to build a major infrastructure, today the 
Commonwealth takes an equal responsibility. 

All Federal money must go for infrastructure. No Federal money 
goes for our government operations or salaries. 

For the first time in the history of the 702 assistance, the 
C.N.M.I. will match the Federal contributions dollar for dollar. The 
702 agreement before you requires a full local match. If we are to 
see 1 cent of Federal investment, local revenues must be raised. To 
raise the local revenues will require tax reform. 

The agreement before you is radically different from the two pre­
vious 702 agreements. It is a transition agreement. It is an agree­
ment that acts as a bridge. With this new 702 agreement, we move 
from the financial dependency to financial independence. 

The C.N.M.I. is at a critical point. Now is not the time to stop 
Federal investment. Now is the time to continue investment. We 
are at a critical point. A cut in Federal assistance may prove most 
harmful. For the first time in years, the C.N.M.I. local revenues 
are down. With new programs like zoning and building codes to be 
implemented, the cost of government is up. 

Business is stale. Bank deposits are down. Business taxes have 
fallen off sharply. Construction is down. Building construction is al­
most flat. The North American Free Trade Agreement and threats 
of trade sanctions have our Asian investors nervous. Money is 
tight. We have lost at least $55 million in government revenues be­
cause of the stalled developments. 
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We are the last World War II battlefield to be reconstructed. Our 
main dock in Saipan was built by the Japanese before the war. The 
dock dates back to the war. Major roads we still use today were 
built by the U.S. military during World War II. 

We have worked hard on infrastructure. We have declared a war 
on infrastructure problems. Many battles have been won. We have 
done our best not to waste a dime of Federal money. We are most 
grateful for the Federal help. 

We have built our infrastructure according to plans. Several 
years ago, we used the services of the Arthur D. Little, a first rate 
consulting firm with a national reputation. This consultant helped 
us develop a comprehensive building plan. The plan is an intel­
ligent blueprint to guide our building program. In most respects, 
that plan is followed today. 

Our infrastructure is getting better, but it still needs more work. 
Our facilities have improved, but they have a long way to go. They 
are certainly not up to U.S. standards. Water is a problem. No­
where can anyone at any time drink water from the tap. All water 
must be boiled to be safe. 

Despite best efforts, we still do not have a strong enough founda­
tion for a stable economy. We lack the basic infrastructure founda­
tion. A weak infrastructure, combined with the current economic 
slowdown, puts our development at a critical point. If we do not 
make improvements to water, sewer and other utilities, we will not 
be able to attract investment. The world has become more competi­
tive. If we do not finish our infrastructure foundation, we may even 
lose our present development. Our development might easily come 
to a stop, or worse, our development might slide backward. We are 
at risk. 

Some Members of the Congress have been critical of the C.N.M.I. 
They find fault with us. Some members might say we have put 
some millions of dollars in financial assistance into N.M.I. Why 
should we invest more money into the islands? The question is how 
can you not put more money into the islands. Would you let the 
Federal investment go to waste? Millions of dollars is a lot of 
money. We made tremendous progress. Shouldn't you protect your 
investment? 

If financial independence for the N.M.I. was a goal of the Con­
gress, then success is on the horizon. Our progress during the last 
14 years has been substantial. All the financial indicators show 
economic growth. Pledging $120 million is a guarantee that your 
investment will not be wasted. We have been moving forward. 
Don't turn us around. Don't hold back assistance when we need it 
most. 

We know money is tight. Federal dollars are hard to come by. We 
understand. We have reduced the amount we ask from you. We 
began our 702 negotiation with almost a billion dollars in projects. 
We now request only $120 million in Federal investment. We will 
sacrifice with the rest of the Nation. We too will tighten our belts. 
This 702 agreement saves the Federal Government money. It is a 
budget cutting agreement. 

We know Congress considers the hard task of raising national 
taxes. You ask why doesn't the C.N.M.I. raise its own taxes? Why 
doesn't the Commonwealth raise more of its own local revenues? It 



26 

is a good question. We have a good answer as well. We have made 
efforts along that line and we will make more. 

From 1990 to 1992, we raised almost $48 million in infrastruc­
ture money from our developers. We asked that the developers pay 
for the added roads, power, water, and sewer. We got this money 
from our developers informally without a tax. And now a formal de­
veloper's tax is before our local legislature. The bill has passed our 
local House and is now in the Senate. 

We are now in the process of reforming our tax rebate system. 
We know a reduction in the rebate would generate needed infra­
structure revenues. The rebate will be reduced. We will return less 
money to our taxpayers. 

How can this committee and the Congress be sure of C.N .M.I. 
tax reform? The 702 agreement before you guarantees it will hap­
pen. Why is that so? Because we have to match $120 million in 
Federal money. The match is worth $120 million in local money. 
No match, no Federal money. No local tax reform, no Federal 
money. 

To raise $120 million, new revenues will be required. The match­
ing requirement of the new 702 agreement is a guarantee to this 
committee and a guarantee to the Congress that the C.N.M.I. will 
tax itself more and rely on the Federal Government less. 

What have we done to address congressional concerns since we 
last appeared on Capitol Hill on July 30 of last year? Have we done 
anything to raise the minimum wage? Yes. We have made major 
strides to raise our minimum wage. Following the recommenda­
tions of the Governor's Minimum Wage Tax Force, our local House 
of Representatives has passed a new minimum wage act. The 
measure is now before the C.N.M.I. Senate. Early action is prom­
ised on that measure. It will gradually raise our minimum to that 
of the U.S. minimum wage. 

Have we passed laws to protect foreign workers? Yes, we have. 
We have protected female nonresident workers by enacting into 
law a strong anti-prostitution bill. 

Have we passed any laws to guarantee a more ethical govern­
ment? Yes, we have. We have guaranteed an honest and open gov­
ernment by enacting into law a strong ethics in government bill. 

Have we addressed human rights? Yes, we have. We have intro­
duced a strong human rights bill and asked the local legislature to 
pass it. 

Have we made efforts to collect all taxes? Yes, we have. Our Fi­
nance Department has been working with the Federal Internal 
Revenue Service. Finance now carries out our recommendations 
and proposals made to us by the Tax Administration Advisory 
Service. We are collecting more taxes. Our data processing abilities 
are improved. More of our agents have been trained. We are much 
tougher with delinquent taxpayers. 

Have we given any thought as to whether a large foreign labor 
force is good for us? Yes, we have. Since July 30, we have signed 
an historic agreement with the Department of Interior for a com­
prehensive study, a professional study, of the key elements of our 
economy. The joint Federal-C.N.M.I. partnership will study the im­
pact of aliens on our islands, including labor and immigration en-
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forcement. It will study our mm1mum wage situations and rec­
ommend changes. Lastly, it will study our entire tax system. 

This agreement with the Department of Interior shows the Com­
monwealth is committed to working with the Federal Government. 
It shows the Commonwealth is open-minded for reform. 

Since the July 30 hearing, we have taken several important steps 
to strengthen our commitment to the U.S. political family. The 
C.N.M.I. Executive Branch now endorses the idea of the delegate 
in Congress for the C.N.M.I. 

Changing past policy, we have joined the Western Pacific Fishery 
Management Council. We now seek a partnership effort with the 
Federal Government to manage our fishery. 

Lastly, since July 30, we have requested and seen an introduc­
tion of a bill in the 103rd Congress that would allow our C.N.M.I. 
young people to attend national military academies. We thank you, 
all Members, who supported our academy bill. We hope to see it 
pass the Congress. In light of the fine history of C.N.M.I. people 
serving in the U.S. military, we know we can count on your sup­
port. 

In closing, we repeat that we stand at a critical point. We lack 
the foundation for economic self-sufficiency. The infrastructure we 
need is not in place. 

Despite the covenant pledge to put us at the same level as a 
State-side community, our cost of living is higher than the main­
land, and our standard of living is lower. 

At this critical point, we present this committee with a 702 
agreement, and that commits the C.N.M.I. to a dollar-to-dollar 
match. At this critical point, we present this committee with a 702 
agreement that asks for less Federal money, not more. At this criti­
cal point, we pledge tax reform and guarantee it with the matching 
requirement of the new 702 agreement. 

We pledged on July 30 to work hard toward reforms in our labor 
and government operations. We have made good on that pledge. 
Since July 30, we have shown good faith. We have matched action 
with words. Our legislature has passed laws to improve the life of 
nonresident workers. We have agreed to a Federal study of our tax 
and economy. 

There is more to do. We admit this. But much has been accom­
plished since July. More will be done. We work toward our goals, 
as you do, within the rules of a democratic form of government. 

Don't step back. Step forward with us, Mr. Chairman and mem­
bers of this committee. Fund the 702 agreement. Have faith in the 
unique and the great Commonwealth you have created. 

Thank you very much. Dangkulu na si yuus ma'ase. 
[The prepared statement of Gov. Guerrero follows:] 
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'11ie {jOfJa'n1nm~the 'lbliwl s tate.s u,i[[ assist 
tfu (jovanmmt the :J[prtfum 9tfariana Jsfmuf.s 

m its effurts ta · e a progressively ftigfur stan-
1umf of Civing for its pe.opu as part of tfu Jlmerican 

economic wmmunity anti U] uvtlop tfu ewnomic 
re.sourus naad to mut tfu financial 

responsi!Jiiitie.s of {ocaf self government. 
'To tfiis enatfu 'llniwlState.s sfiafl proviat airect 
mufti-year financial support to tfu {jovernment of 

tfu 9,[prtfurn Mariana Isfatufs ... ' 
----NMI Covenant with U.S. 

CNMI Joins Nation in Belt Tightening 
• Budget Savings. The Covenant Section 702 Finan­
cial Agreement reached between the Northern Mari­
anas and the Department of Interior saves the federal 
treasury nearly $74 million. Present law, P.L. 99-
396, would have the NM! receiving nearly $194 mil­
lion in Federal money over seven years. The 702 
Agreement now before the Congress for authoriza­
tion and appropriation, puts the Federal share at only 
$120 million - a $74 million saving. 
• Federal Share Diminishes. Over time, the Agree­
ment gradually reduces the yearly Federal obliga­
tion: Federal share $22 million in FY'94, only $9 
million at Agreement's end. 
• Only lnfrastructure--no salaries. The 702 Agree­
ment directs taxpayer dollars to infrastructure, only. 
No Federal money goes for CNMI government op­

erations. Local government will pay government 
salaries and suppon local programs with locally 
raised revenues. 
• Size of Government Shrinks Relative to Private 
Sector. During 1990, $265.9 million in wages and 
salaries was reponed as having been paid, of which 
76 percent, or $201.9 million dollars, were private 
sector earnings, as compared with $58.7 million dol­
lars paid CNMI employees and $5.2 million to fed­
eral and other workers. 

200 

100 

1990 &'91 Total Wages & Salaries Paid Wilhin 

Privalo Sector. CNMI & Fod. Govomment 

• 90 • ., 

Private CNMI Gov. 
Soi.rce: CNMI [)epl. a Fnra 

NOl1Jlem Marianas Shoulders 0 ...-,ibil'ty 
• New Approach. The Commonwealth pledges to 
change its approach to guaranteed Federal assis­
tance. It will match the Federal effon. It will shoul­
der an increasing share of the burden. We will ac­
cept equal responsibility for infrastructure 
improvement. 
• Dollar-for-Dollar Match. For the first time in the 
history of 702 guaranteed Federal financial assis­
tance, the CNMI will match the Federal contribution 
dollar-for-dollar. The Agreement requires a full lo­
cal match if the Islands are to see one cent of federal 
help. 
• Agreement on Audit. Prior to the spending of one 
Federal dollar, the NM! will have agreed with the 
Federal grantee to procedures ensuring Marianas 
compliance with all audit recommendations. 
• May Be Last Federal Money. The NMI will phase 
in local financing for all capital development pro­
jects according to the schedule of the Agreement. 
with the goal of self-reliance by the end of seven fis­
cal years. 

A History of Decreasing Reliance on the Federal 
Government. 
• Overall Decrease in Federal Expenditures. Since 
I 983, overall Federal expenditures in the NM! have 
been dropping at an annual rate of -3.4 percent. Ac­
cording to the Congressional Research Service (92-
872 GOY- Nov. 19, 1992), two-year averages indi­
cate a decrease in expenditures from an average of 
$97 million in FY 1983-84 to an average of $76 mil­
lion in FY 1990-91, in constant 1991 dollars, which 
is equivalent to an average annual rate of -3.4 per­
cent. 
• NM/ Trails Other Insular Areas in Federal Assis­
tance. Total per capita or total per U.S. Citizen­
National, the Nonhem Marianas trails Guam and the 
Virgin islands in Federal assistance. American Sa­
moa is $22 lower than the NMI on a per capita basis. 
According to the CRS Repon for Congress, in 1991 

=: U.JJJ 

Federal Expendlturu In Insular ArHs 

On A Per Capita Baala 

\/ . II . P. Fla> 
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each person in the NM! received $1,868 in Federal 
assistance. while the figure is $4,097 for each per­
son in the Virgin Islands and $5 ,370 per capita for 
Guam. 
• Re/ia11ce on U.S. Taxpayers Down - CNMI Pulls 
!rs Own Weig hr. Until just recently, the Common­
wealth's internally generated revenues have steadily 
increased. CNMI internally generated revenues for 
1994 (est. $149.7 million), increased by 89% over 
those of 1989. Wage and salary taxes, together with 
the gross business revenue taxes, accounted for 57% 
of the total revenues. Revenue generated from ex­
cise taxes ($19.5 million) are estimated to equal all 
taxes derived from wages and salaries in 1994. The 
CNMI's reliance on U.S. taxpayers has decreased at 
the same time local revenues have increased. 

MIINon•S 

200 
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CNUI INTERNAL REVENUES 
AND COVENANT FUNDS 
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Source : Offlee 01 Planning & Buclgel 

NM! Would Raise New Revenues - Join Nation 
in Tax Increases 
• Marching Requirement Guarantees Tax Reform. 
The 702 Agreement requirement of a dollar-for­
dollar match will spur the NM! to create new reve­
nue sources. If the Commonwealth is to raise $120 
million to match the Federal 702 contribution, new 

rcvcma. will be occcswy. NMI Depr..oiFinance 
- is-urging-~rcfonn. The 702 Agm1111mc-is a lcv0 

er for local tax refonn. 
• CNMI Does "tax" Self- Raised $44.7 million in 
lnfrasrructure Revenue. For 1990-92, the CNMI 
Legislature, as a condition of approving public land 
leases for private developers, imposed pledges of 
$40 million in cash or in-kind contributions to im­
prove infrastrucrure. In addition, for I 991-92, the 
Commonwealth Utilities Corporation collected a to­
tal of $4.1 million in contributions. from 17 separate 
developers, for upgrading the Sadog Tasc and Agin­
gan Point sewage treaonent plants. For the same pe­
riod, the DepL of Public Works received $600,000 
in developer infrastrucrure improvement contribu­
tions, used mostly for road paving and solid waste 
projects. 
• Rebate Reform. Preliminary findings of Depan­
ment of Finance's comprehensive tax review indi­
cate a modest reduction in the tax rebate system 
would generate needed infrastructure revenues. 
Changes in definitions will also help close loopholes 
in existing statutes and regulations, thereby increas­
ing revenues. 
• Tax Bills Pending in Local Legislature. The fol­
lowing bills document local legislative commitment 
to increasing local revenues: occupancy tax on tran­
sient occupants of hotel rooms (H.L.B. No. 8-19); to 
impose a $ 100 surcharge upon Saipan employers for 
each non-resident worker employed (S.L.B. No. 8-
10); to increase excise taxes on alcohol, tobacco, 
soft-drink non-deposit containers, and all goods im­
poned for sale (H.L.B. No. 8-17). 

Northern Marianas Worked Hard at Reforms 
and Stronger Federal Relationship Since July 30, 
1992 
• Minimum Wage Reform. Following the work of 
the Governor's Minimum Wage Task Force, a bill 
has cleared the CNMI House of Representatives and 
is now in the local Senate which will gradually raise 
the CNMI minimum wage toward the U.S. mini­
mum. 
• For Many. Effective Minimum Wage More Than 
$2 .15. Many employers of non-resident workers 
provide their employees subsidized or free lodging, 
free utilities. subsidized or free food. free medical 
care, and free transportation to and from work and 
free round-trip travel from point of hire to the 
CNMI. Funher, because of the CNMI's rebate tax 
structure, employees earn and retain almost all their 
contracted wages. For ti,ese employees. benefits 
combine to increase the after tax CNMI wage of 
$2.04 an hour by an additional $1.87 to a total of 
$3.91 per hour. 
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• Protection of Female Non-resident Workers. The 
Legislature passed and the Governor recently signed 
the Commonwealth's fust anti-prostitution bill, 
aimed to proteet foreign female workers. 
• Tax Administration Improved. The CNMI Depan­
ment of Finance currently implements recommenda­
tions and proposals of the Tax Administration Ad­
visery Service (T AAS) of the IRS enhanced data 
processing capabilities; comprehensive training of 
revenue agents; assistance in developing collection 
programs for delinquent taxpayers. 
• CUC Finances to be Studied. On March l, 1993. 
the CNMI was awarded a $331.000 grant by the De­
panment of the Interior to improve financial man­
agement at the Commonwealth Utilities Corporation 
(CUC). The grant will provide an objective manage­
ment audit of CUC so the true state of its financial 
and operational elements might be evaluated. 
• Human Rights Act Introduced. The Governor has 
submitted a bill to the CNMI Legislature that would 
create a human rights commission with strong en­
forcement powers. 
• Federal-Local Study of Alien Labor, Minimum 
Wage. and Taxes Signed. An historic agreement 
was signed with the U.S. Dept. of the Interior to con­
duct a joint study of these essential elements of the 
CNMI economy: taxes; impact of alien labor; mini­
mum wage. 
• Ethics Bill Enacted. The Legislature passed and 
the Governor recently signed the Commonwealth's 
first ethics in government law. 
• Delegate for Congress Endorsed. The CNMI Ex­
ecutive Branch has endorsed the idea of a Delegate 
to Congress for the NM!. 
• Voice of America Welcomed. The CNMI Execu­
tive Branch has supported in principle the location 
of a new Voice of America relay station on the is­
land of Tinian . 
• WESPAC Joined. Breaking precedent, the CNMI 
decided to abandon a long standing anti-Federal pol­
icy and agreed to formally submit names for full par­
ticipation in the Western Pacific Fishery Manage­
ment Council (Magnuson Fisheries Conservation 
Act). 
• Cadets for Military Academies Sought. The 
CNMI appreciated the introduction of a bill in the 
103rd Congress that would allow local elected offi­
cials to no;,inate CNMI young people to the nations 
military academies. We deeply appreciated this ef­
fort. 

Northern Marianas - Cost of Living High. Stan­
dard of Living Low 
• Unique Federal Commitment for Appropriation -
Mainland Standard for Commonwealth. Section 701 

of the Covenant states that: ·"The Government of the 
· United States will assist the Government of the 

Northern Mariana Islands in its efforts to achieve a 
progressively higher standard of living ... as pan of 
the American economic community and to develop 
the economic resources needed to meet the financial 
responsibilities of local self-government ... " Im­
plicit, is that the United States will continue with 
guaranteed. annual Federal payments until a State­
side standard of living is enjoyed by the people of 
the Northern Marianas. 
• Cost of Living Much Higher in NM/. In a compi­
lation by Economic Services Counsel (CNMn, Sai­
pan had a '89 cost of living index of 273, the United 
States only 190. For this same year the NMJ cost of 
living rose almost 11 % over the previous year ('88), 
while the rise was only 4.80% for the United States. 

Food & beverages, housing, utilities. apparel & up­
keep, transportation, medical care, entertainment, 
other goods and services are all generally higher 
than a comparable State-side community. 
• Standard of Living Lower. High cost of living 
compared with the United States, particularly for 
food. rent and utilities; perceived limited medical fa­
cilities or educational opportunities; low wages and 
salaries compared with the mainland; limited oppor­
tunities for professional growth; a service oriented 
economy that limits opportunities for some profes­
sions; limited cultural entertainment; no public 
transport; water shortages and power outages in 
some areas; rough roads; scarce and costly building 
materials; a comparatively low performance public 
education system where students score below the na­
tional average (California Achievement Test) in all 
subjects--adds up to a standard of living much lower 
for the CNMI. 

Item Walunt Creek CA CNMI 
Mean Income ......•. ....•.•..••.. . $69,457 .•..• $35,994 
Mean HomeValue ............... $303,186 ... 238,045 
Median HomeValue •........... $289,300 ... $169,000 
Sales Tax •.•...•...................... 9.75% ........ 5.00 % (excis.1 

Hotel Tax .•••.•..•............•..•..•. 8.50% .....•.. 10.00% 
HS Education ...................... 77% ........... 66.3% 
College ............................... . 47% .......... . 15.6% 

Economic Resources Decline for NMI 
• Bad Time ro Cw Federal Assistance; Local Reve-
1,ues Decline. For the first time in recent years, local 
revenues have declined in the CNMI. The Com­
monwealth will face a short fall of at least $7 .2 mil­
lion in its FY'93 budget. It is feared the shortfall 

4 could be more. 
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• Down Turn in Local Economy. The local econo­
my declines in miclim-11t thc,wortd recession 1111d 
particularly the down tum in the Japanese economy. 
Added to the woes are questions over the security 

of land titles caused by a rash of "Article XII" land 
alienation law suits, land title litigation aimed at up­
holding indigenous ownership. Within the year, re­
lief from title uncenainties should be fonhcoming as 
a result of 9th Circuit Coun of Appeals decisions 
and local statutory remedies, for instance H.B. 8-
235 • "Alternative Article XII Procedure." 
• Bank Deposits Down. As of the third quaner of 
1992, deposits in the seven CNMI banks have gone 
down as much as $58 million. 

.. _, BANKJNQ CHARACTERISTICS IN CNMI 

•=•~·-·-·-·-·~·-·-·­S0.-:0.C,C.C-6Ub0f•~ 

• Construction Down. The CNMI construction in­
dustry experiences an estimated 60% decline since 
last year. Construction company clients are no 
longer able to acquire loans from banks. Major pro­
jects have been put on hold. 
• Revenues Lost to Stalled Developments. Invest­
ment in tourist related facilities has dropped sharply. 
During 1989-'90 some $2 billion in construction 

projects were planned for the Commonwealth. The 
majority have either been postponed or cancelled. 
Presently, only $330 million of construction is now 

20 

,o 

Estimated 
Govemment A.venue Forgone 

A.a A Resutt 01 .. lrwcttv•'" ProJ.ct• 
Totatiit., 

OORT NMTrT ~- W.,.. ExciM Milt:. Goll. Rfi. Hotel Tu 

p~ By Es;momic Sarvim Counl,Qj 

planned for '93. N'lllCll:C:ll known projccls, totalling 
3A9S rooms. with a consttuction value at$434. l 
million, have been either postponed or cancelled. 
This represents a loss of potential government reve­
nue of $98.5 million annually and a loss of $538.2 
million which otherwise would have been placed in 
circulation (multiplier) within the economy. Had 
these rooms been built, it is not unreasonable to be­
lieve that the NMI economy would be almost twice 
the size it is today. The figures are startling and the 
loss to the economy can be readily seen. 
• I nternationa/ and National Trade Developments 
Sour Investment. Perceived long-term affects of the 
The Nonh American Free Trade Agreement (NAF­
T A) have chilled investment in CNMI Headnote 3 
[a) industries. The same can be said for anticipated 
affects of a new General Agreement on Tariffs and 
Trade (GA TT-Uruguay Round) because of the pro­
posed multi-fiber agreements. Proposed Ship 
Building Subsidy bills in the U.S. Congress (may 
bar foreign ships from CNMI ports), Trade Act 301 
sanctions (Taiwanese and Japanese investors ner­
vous), and the Clinton administration's proposal to 
sharply reduce the Possessions Tax Credit have a 
combined negative effect on the CNMI economy. 
• Internal Resources limited• No Labor Pool. The 
Commonwealth has no forests of significant size, no 
known surface minerals, agricultural soils are limit­
ed and poor, and fruit and vegetables ravaged by the 
melon fly. The fishery is underdeveloped. But the 
greatest constraint is the limited size of the indige­
nous population which, presently, can only supply 
16% of the needed work force. At the time of the 
last census, there were 21, I 88 nonresident workers, 
which made up 81.6 of the labor force. Considering 
the annual rate of growth of the indigenous popula­
tion there will not be sufficient local population 
within the labor force to staff the available jobs in 
the Commonwealth until 2042 of the next century. 

1990 CompooWon Of CNMI'• Employed 

Allon-o 
hw:::l~"I 

U.9Clbne, 
EIA"Of)NM,,\C. 

Labor Force 



Expemes of NMlGoftl'IIIDellt Rise at Same 
Time ReVfflUeSDedine. 
• NM! Bears Cosr of Micronesian lmpacr. The 
CNMI is a magnet area for Micronesians. As a re­
sult of the Compacts of Free Association, negotiat­
ed without CNMI participation, the Commonwealth 
allows unlimited Micronesian migration. Total Mi­
cronesian residents reached 3,466 in 1990. Free mi­
gration of these peoples to the CNMI costs the 
CNMI government upward to $10 million a year. 
Pursuant to U.S. Public Law (Section 104(e) of 
P.L.99-239, 99 Stat 1770 (1986), as amended) the 
United States is to provide funds to alleviate the 
NMI from the financial drain of Micronesian immi­
gration. The funds have not been fonhcoming. 

33 

• General Cost of Government Rising. Implement­
ing new programs related to safety and the environ­
ment like zoning, building codes, and a building per­
mit process have driven up the cost of local 
government. 

Mlllk)nsS 

200 

100 

'89 

COST Of CNIII GOVERNMENT 

'90 '91 '02 ·93 
Source : Office Of Planning & Budget v .. 

.,. 

• Federally mandated programs. There are 172 
Federal Laws containing spending mandates for the 
States, many of which also apply in the CNMI. The 
financial burden of federal requirements further in­
creases the cost of local government. 

No Unused Sources of Money for Infrastructure 
• Covenafll FY'93 Monies Fu/ly Commi11ed. The 
$27. 72 in Federal 702 Covenant monies, guaranteed 
by Public Law 99-396 and generously appropriated 
by the 102nd Congress, together with a macching 
fund of $6.93, have been committed for use. The 
Governor will soon ask for a FY'93 supplemental 
appropriation of the $34.65 million to be applied as 
follows: $7 million water system upgrades; $6.6 
million sewage collection and treatment system up­
grade; $5 million Saipan sanitary land fill; $3.7 mil­
lion new Public Safety corrections facility. See pro-

jcct funding schedule in Appendix. 

Tax Rebate System To Be Modified - Tax To Be 
Made More Progressive 
• Proposed Changes 10 CNMI Tax System Will 
Make ii More Progressive. The recent study coordi­
nated by the Dept. of Finance found the NMI tax 
system regressive for those taxpayers with adjusted 
gross incomes greater than $100,000. Legislation 
the Finance Dept. will be submitting for tax reform 
will eliminate regressivity in the CNMI tax system 
while generating more revenue. The rebate system 
will be retained but graduated rates imposed so 
higher income iaxpayers pay nigher taxes and lower 
income taxpayers feel no effect 
• Pure Mirror and De/inking Nor Favored. The 
CNMI wants to retain the best features of its local 
tax system while maintaining the linkage with the 
!RC. This tax system has worked well in the fifteen 
short years since the Covenant was approved. The 
CNMI doesn't want to adopt a pure mirror tax sys­
tem, nor does it want to delink totally from the !RC. 
Introducing a graduated rebate system and modify­
ing local taxes will obtain the extra revenues we 
need, make the tax sytem more fair, allow use of the 
sourcing and administrative provisions of the IRC, 
and still allow retention of general tax incentives to 
encourage investment in the CNMI. 
• Mirror System, Without Rebates, Could Generate 
Fewer, Nor More Taxes . Though implementing a 
pure mirror in the CNMI would generate generally 
proportional amounts of revenue as the BGRT and 
Wage and Salary Tax (W&ST) in times of econom­
ic downturn, revenues from a pure mirror could 
plummet considerably more than local taxes. Con­
gress may be required to appropriate more - not less 
- money to the CNMI if the Islands used a pure mir­
ror system. A pure mirror iax is imposed on taxable 
income, while the W &ST Salary Tax and BGRT are 
assessed against gross wages and revenues. The tax 
base is larger under the CNMI local taxes. Lower 
rates on a larger tax base can produce more tax.es 
than higher rates on a small tax base. Repeal of re­
bates would doubtless mean a shrinking of econom­
ic activities. That will mean that business income 
and wages will also sluink. In other words, if the 
rebate goes the tax base will decrease resulting in 
lower total taxes. Lower tax revenues in the CNMI 
could mean larger appropriation of U.S. taxpayer 
dollars. 
• Joint Federal-CNMI Ta:, Study Underway. On 
December 3, 1992, the CNMI and the Federal Gov­
ernment (DOI) entered into an historic first agree­
ment to jointly study the CNMI tax system. This 
Federal-Local partnership promises an objective, 
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definitive analyBisollhe NMJ taxes. Any out of 
hand condemnation of the Northern Marianas rebate­
should await the outcome of this professional study. 
• Rebate System Promotes Successful Economy. 
The rebate system. along with the Wage and Salary 
Tax, the Business Gross Receipts Tax (BGRT), the 
Excise Tax, and other local taxes, has helped the 
CNMI develop a respectable economy in just four­
teen years. In the fourteen y= we have seen eco­
nomic growth of I 6% across the board. The rebate 
suppons capital accumulation and reinvestment. 
Repeal of the rebate would cause some investments 
to plummet, others to flee. 
, CNMI Rebate Patterned on Incentives for Other 
fns11lar Areas. The CNMI rebate system was prin­
cipally patterned after selected aspects of the incen­
tive legislation of Guam, the American Virgin Is­
lands. and Pueno Rico. Similar "tax incentive" 
systems were adopted in other jurisdictions subject 
to the "mirror" system of taxation, and approved m 
analogous context. See H.R. Rep. No. 1131 , 86th 
Cong., 1st Sess. (I 959), reprinted in 1960-2 C.B. 
811; S. Rep. No. 1767, &6th Cong., 2nd Sess. 
(1960). reprinted in 1960-2 C.B. 829; Conf. Rep. 
No. 2214, &6th Cong., 2nd Sess. (1960), reprinted 
in 1960-2 C.B. 859 (American Virgin Islands incen­
tive legislation). 
, Tax lncentives Common 10 the U.S. Internal Reve­
nue Code. Investment Tax Credit (taxpayers invest­
ing in equipment permitted to reduce taxes by 10% 
of cost); Accelerated Depreciation (IRC permits 
business taxpayers to deduct the cost of tangible 
prope,ty); Low Income Housing Credit (investors in 
low-income housing allowed a credit that could 
equal 70% of their investment), are typical of tax 
incentives employed by Congress to sumulate an 
economy. . 

No Tax Abatement. The CNMI tax system 1s a re­
bate not an abatement system. A tax abatement 
system would exist only if the CNMI relieved taX­
payers from the obligation of paying iaxes and then 
returns 95% of the mirror tax the following year. 
This is not the case. Interest and penalties are as­
sessed to delinquent iaxpayers who underpay or are 
delinquent. Interest and penalty collections totalled 
$2.79 million in FY'91. 
• Rebate Suppons Capiwl Accumulation and R_ein­
vestme11t. The rebate system has supponed capital 
accumulation and reinvestment in the CNMI. In the 
four year period from 1986 to 1990 rebates grew. 
from $13.9 million to $43.1 million - a drarnauc m­
crease of 210%. This growth is mirrored by the 
281 % increase in bank deposits from $124 million 
to $473 million in the same period. 
• Tax Rebate System Needed 10 Attract Investors 

andMainiandCilizens. Toe taX reballr.~ 
to off-set higher COS1S and island~ World 
events like the Gulf War can instantly chill tounsm. 
Super typhoons frequently destroy residential and 
business properties. Insurance for such losses 1s ex­
pensive. Lack of petroleum reserves s~ockets 
fuel costs during shortages. The CNMI 1s about as 
far away from the U.S. west coast as Washington, 
D.C, is from Cairo, Egypt. Freight costs associated 
with imponing equipment and materials increase . 
the cost of all projects. High cost of food. rent. util­
ities, expensive overseas teleco~unicatio~~· slow 
mail delivery, expense of returnmg home v1stts, "."a­
ter shonages and power outages all co'!1bine to di~­
courage investors and mainland U.S. c,nzen 1mrru­
grants. Tax rebate off-sets these hardships ~d . 
likewise alleviates some of the pressure of buymg 
power" created by the strong Japanese yen. 

Investment Incentives Needed 
• CNMI is an Arrracrive, bur Costly Place To Do 
Business . No single area within the continental land 
mass of the United States has the NMl's same po­
tential for economic disruption. Frequent typhoons, 
possibility of earthquakes, tsunami, volcanic erup­
tions and El Nino inspired droughts, not to mennon 
the shear isolation of the islands, create the most 
hazardous and expensive business conditions with 
the U.S . political family. The NMI's incentives of 
iax rebate, control over immigration and wage rates, 
duty free entry into the U.S. for cenain products, all 
are needed to negate adverse business condinons. 

7 

Despite a vigorous "War" on utility problems, 
the CNMI Has Crucial Infrastructure Needs 
• Last Remaining World War fl Barrlefield 10 Be 
Reconstructed. Saipan is still using a crumbling 50 
year-old. pre-invasion, Japanese built dock. Por­
tions of the water distribution system still need ma­
jor repair and replacement. Nowhere is it safe to 
drink water from the tap. Bonled water 1s the norm. 
A clear Saipan lagoon, essential to public health and 
to the tourism economy, is threatened by over load­
ed sewage treatment plants. A detailed list of prio­
ritized infrastructure projects, together with cost es­
timates and identified sources of funding are 
included in the " Appendix." 
, Water Systems - No Water Security. Saipan has 
no rivers and only a few perennial streams. Except 
for a few small desalination plants operated by com­
mercial enterprises, rainfall is the only source of 
fresh water. This is recovered through catchments, 
pumped groundwater, or from the Island's water 
lens. While these water resources are renewable, 
they are fmite, with extreme limitations placed on 



supply during thediy sea.son. With the increase in 
population, it appears likely that the provision of 
water in the future may require rationing. 
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• Sewer Systems - Threat to lagoons. The present 
sewage treannent systems were designed to accom­
modate a population of less than one-half the present 
population of Saipan. The central sewage system in 
Garapan consists of converted underground Japa­
nese water tanks. It discharges 100 yards off the 
end of the commercial dock into Saipan's lagoon. 
Despite many improvements over the past three 
years, including a locally-funded two million gallon 
treatment plant, the threat of conta!T'ination of the la­
goon and a negative impact on nearby tourist areas 
remains. Untreated sewage is also a problem in the 
interior of the island. Excess sewage often backs up 
in heavy rains. sometimes into school and tourist ar­
eas. This situation has led to the closing of beaches 
and school grounds. 
• Solid Waste Disposal. The existing dump site at 
Saipan's Puerto Rico area has become the most un­
sightly area on Saipan and a health hazard to every­
one in the vicinity. 
• Power Generation and Distribution. The CNMI 
has experienced pronounced growth in economic ac­
tivity and population in the past decade. Population 
increased 160% between 1980 and 1990, from 
16,780 to 43.555 persons. In its planning for the fu. 
ture, CUC is anticipating that the population will 
continue to grow. A study for CUC performed by 
Deloitte and Touche indicates that the utilities ex-

pansion plans for power generation and WIiier and 
sewer service improvements would require a sub­
stantial investment of millions of dollan. It is the 
CNMI's intent to reduce alien populations and plan 
for the needs of indigenous people. 
• Roads. A large portion of the roads on Saipan 
and Tinian were built or paved during the Second 
World War or shortly thereafter when the islands 
were under the Navy administration. 

Comments on the Authorization Bill 
• No Amendment to Public Law 99-396. Assum­
ing the pos~b~ of another multi-year funTy­

. cle,we respec y request the Congress that s 
Public Law should be left intact and not repealed. 

Dated this 15 day of March, 1993 

Respectfully submitted by 

L o I. 'De Leon querrero 
OVERNOR 

Commonwealth of the Nonhem Mariana Islands 
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APPENDIX I 

A. 702 PROJECT FUNDING SCHEDULE FY 1993 - FY 2000 

B. PROJECT DESCRIPTIONS AND JUSTIFICATIONS 
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APPENDIX I.B 

A. WATER SYSTEMS 

Al. SURFACE WATER CATCHMENT 

For many years the shortage of fresh water on the Island of Saipan 
has plagued technicians, professional people and management of the 
CNMI Government. This shortage of fresh water has resulted in less­
than-adequate water delivery service to the residents of Saipan. 
The rapid growth of the economy, especially in tourism, has 
further aggravated the problem. Hotels and businesses can no longer 
tap into the public water system upon request. Those that are 
fortunate enough to be connected to the public water system 
cannot depend on the quality of this source and must process the 
water to make it potable. 

The policy of drilling more wells from which to pump fresh water 
from the ground has historically proven to provide only temporary 
and limited relief. Due to the high demand for water, overpumping 
of the wells has resulted in producing saline water containing a 
higher chlorine limit than allowed by the U.S. Public Health 
Department. Thus the water is often not suitable for drinking. 
In addition, the high chloride concentration accelerates corrosion 
of the pumping equipment and pipelines resulting in leakage and a 
reduction in the life and efficiency of pumps. Water loss from 
leaks creates more demand for water which further increases pumping 
rates. The total result is a spiralling cycle of increasing demand 
from wells that cannot be recharged with fresh water fast enough to 
meet pumping requirements. Under these conditions, the fragile 
fresh water lens on Saipan will continue to deteriorate. 

Currently, wells on Saipan produce slightly less than 6 million 
gallons per day (MGD) with additional amounts produced at Donni 
Springs, Achugao Springs and the airport catchment for a total 
daily production of 8.4 MGD. With a total Saipan population of 
38,896 and an average daily per capita consumption of 140 gallons, 
the total estimated daily consumption is approximately 5.4 million 
gallons. However, approximately 16% of the water produced is lost 
through system leaks reducing the amount of available water to 
about 7.1 MGD. In addition, it is well known that the island's 
ground water aquifer is overpumped at certain times of the year 
which produces brackish water. If projections for Saipan's average 
daily population are correct for the year 2000, the island will 
require 9.7 million gallons per day (high projection). 
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In order to relieve the demand for groundwater and to allow the 
fresh water lens to recharge, it has become necessary to explore 
other sources of water. One source available on Saipan that has 
not been utilized on a large scale is surface water catchment. 

The U.S. Geological Survey has been monitoring stream flow in the 
Talofofo Basin for some time. A feasibility study for development 
of this water source was completed in October of 1990. The study 
was a joint venture between the CNMI Government and the Federal 
Government through the agencies of the U. s. Department of the 
Interior (Bureau of Reclamation and Geological survey) and the U.S. 
Department of Agriculture (Soil conservation Service). Six (6) 
alternatives were examined in the study and one (1) was 
recommended based on the quantity of water produced, economics and 
the least environmental disturbance the project would effect. 
The study recommended "Alternative A" at a total cost of $31.0 
Million in 1990 dollars. Allowi~g for just 5% inflation per year 
would bring this project to about $36,000,000 in 1993 dollars. 

A2., A3., A4. WATER DISTRIBUTION SYSTEM IMPROVEMENTS 

The water distribution systems on Saipan, Tinian and Rota are all 
in need of upgrade and expansion. The system on much of the island 
of Saipan consists of asbestos cement and galvanized iron pipe of 
diameters too small to meet new distribution needs. Some of the 
waterlines still in use were installed shortly after the conclusion 
of World War II. A significant portion of the water produced is 
lost through these lines by leakage, and there is a possibility of 
sloughing of material from the interior of asbestos cement pipes. 
The distribution networks of concern on saipan supply the 
communities of Garapan, San Antonio, San Vicente, Northern Capitol 
Hill, Tanapag, Agag to As Teo, Papago, As Perdido, Kagman, As 
Matuis and the region between San Jose and South Gara pan. In 
addition, new residential areas have been developed under the 
homestead program administered by the Marianas Public Land 
corporation which require extension of the present water system to 
serve the new residents. 

Increased development in the areas already served as well as in the 
new homestead subdivisions has led to an increase in demand for 
water. Many residents with water connections are still not 
receiving water twenty-four hours per day. 
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Existing waterline distribution systems will be upgraded and new 
systems will be installed utilizing polyvinylchloride (PVC) pipe 
which is six inches in diameter or greater. The program will 
include installation of service laterals, fire hydrants, air 
release valves and booster pump stations. All new and existing 
customers will receive water meters. In addition, new reservoirs 
will be sited and built to accommodate the need for increased water 
storage. Most of these same problems and proposed solutions apply 
to the villages of Songsong and Sinapalo on the Island of Rota and 
the villages of San Jose and Marpo on the Island of Tinian. Total 
c ost of the selected projects has been estimated by the 
Commonwealth Utilities Corporation to be $15,700,000. 

B. SEWER SYSTEMS 

Bl. NORTHERN SAIPAN SEWER SYSTEM 

The present sewage collection and treatment system on the Island of 
Saipan remains inadequate and presents a potential health and 
marine environment problem to residents and tourists alike. Saipan 
has recently ~ndergone a phenomenal growth rate due mostly to the 
increase in tourism during the last five years. Most of the 
d9Velopment has taken place on the western side of Saipan where a 
large, shallow lagoon and sandy beaches line the shores. To 
properly collect, treat and dispose of all the sewage generated by 
the homes and businesses in this area, three separate systems will 
ultimately be required; a southern system, a Central system and a 
Northern system. To date, there exists a Southern and a Central 
system and both these systems have recently undergone expansion. 
Sewage generated in the northern area of Saipan, including the 
vi llages .of Tanapag and San Roque, is c onveyed to the Central 
system in Garapan for treatment and disposal. A recently completed 
expansion of this plant to 2 million gallons per day (MGD) is 
already very close to capacity. Further expansion is under 
consideration. 

The CNMI Government will be spend ing many millions of dollars on 
sewage collection, treatment and disposal systems during the next 
5-10 years. We are a t a very cri tical juncture in how the current 
sewerage system along the entire western length of Saipan should be 
expanded. If our thinking is too small in this regard, millions of 
dollars will be spent and the desired result will not be achieved. 
To protect the health, safety and welfare of our residents and 
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tourists and to ensure that the main component of our economic 
expansion (tourism) is not destroyed, it is imperative that we 
protect Sa ipan Lagoon from sewage discharge. This goal can be 
accomplished in two stages. 

The first stage is to build a new Northern Saipan Sewer System. 
Both Government and private consulting engineers have already 
studied this proposal and a particular system for treatment and 
disposal has been consistently recommended. The treatment is known 
in the industry as an oxidation pond system and is a proven 
technology. When properly operated the discharge from such a 
system approaches that of conventional secondary treatment plants 
and the effluent can be safely percolated into the ground or used 
for irrigation purposes for such enterprises as nurseries or golf 
courses . The second stage would be the extension of the existing 
sewage outfall in Garapan to a point outside the reef of Saipan 
Lagoon as discussed in Project BJ. 

A Northern Saipan Sewer system of this type would relieve the 
Central plant by rerouting the sewage flow from the villages of 
Tanapag and San Roque as well as from the commercial business in 
the area to the new plant. In addition, a giant step forward will 
have been taken in reducing the amount of sewage currently being 
discharged into Saipan Lagoon from the Central plant in Garapan. 
A preliminary engineering report has been prepared for this 
recommended system which would collect, treat and dispose of J MGD 
for a total estimated cost of approximately $15,000,000. 

B2. SAIPAN COLLECTION SYSTEM 

Saipan's system of collection and interceptor sewers, lift stations 
and treatment facilities are located only on the western side of 
the island and consist of 25 miles of collection and 12 miles of 
interceptor sewers together with 25 lift stations, 2 wastewater 
treatment plants and 2 ocean outfalls . The system was designed to 
accommodate a population less than one-ha lf that which currently 
exists. The collection system is not contiguous in that it consists 
of two unconnected elements , one in the south from San Jose to 
Koblerville and the other from Garapan, Capitol Hill and the Lower 
Base area to Tanapag. There is no collection system to accommodate 
the Beach Road and Middle Road area between Garapan south to Oleai. 
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In order to connect residences and businesses in the above 
described area on the western side of Saipan to a public sewer 
system, it will be necessary to expand and integrate the Central 
system and the Southern system. Presently, all of this unsewered 
area is served by individual wastewater systems (septic tanks). In 
addition, much of the existing system needs to be upgraded 
(increased in size) to accommodate larger flows. The Commonwealth 
Utilities Corporation has plans for various projects which 
hopefully would correct most of the system problems described. 
Funding limitations permit only seven (7) of the most critical 
projects which are listed at a total estimated cost of $8,100,000. 

B3. GARAPAN OCEAN OUTFALL EXTENSION 

An additional problem associated with the Central sewerage system 
in Garapan concerns Saipan Lagoon itself. The Central system was 
built during the early Trust Territory Administration and 
discharges just 100 yards off the end of Charlie Dock into the 
harbor area of Saipan Lagoon. At the time of construction, the 
system was relatively small and the sewage discharge was low. A 
recent engineering study reveals that presently as much as 5 
million gallons per day (MGD) may be discharged from the central 
plant . 

The major attractions of Saipan as a tourist destination are the 
tropical climate and the crystal clear waters of Saipan Lagoon. The 
continued discharge of treated and untreated sewage into . this 
lagoon in the present and projected quantities has become 
unacceptable. One of the goals of the CNMI's wastewater facilities 
improvement program is the ultimate removal of al l sewage discharge 
from Saipan Lagoon. 

The Commonwealth Utilities corporation (CUC) has estimated the cost 
of extending the present ocean outfall to a point outside the reef 
for discharge into deep waters at about $6,000,000. If this project 
were combined with the new harbor improvement project which is 
scheduled to begin in April, 1993, a significant savings in cost 
may be realized. 
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B4. ROTA IMPROVEMENTS 
B5. TINIAN IMPROVEMENTS 

Both the islands of Rota and Tinian have very limited access to 
public sewer systems. The main village of Songsong on Rota is 
partially sewered utilizing a new variable grade sewer (VGS) 
system. This system needs expansion to include the remaining 
residences and businesses which are not connected. The CUC has 
estimated that $1,500,000 will be necessary to complete this 
system. 

The Island of Tinian has no public sewer system and must rely on 
individual wastewater treatment systems (septic tanks) for all 
residences and businesses. The CUC has estimated that the main 
village of San Jose can be sewered for approximately $1,200,000. 

C. SEAPORT FACILITIES 

Cl. SAIPAN SEAPORT 

The primary commercial seaport in the CNMI is located at Charlie 
Dock on Saipan. The facility is outmoded and in a deteriorated 
condition. Limited shoreside facilities for dockage and storage 
create numerous ship delays and increased costs. The channel depths 
of 28 to 30 feet are insufficient and should be increased to safer 
depths of 38 to 40 feet. Plans were developed in the 1980s by the 
U.S. Army Corps of Engineers to reconstruct the facilities. 

The seaport is operated by the Commonwealth Ports Authority (CPA). 
In March, 1992, the CPA announced plans to rehabilitate Charlie 
Dock. The CPA has been authorized to use $10 million appropriated 
by the U.S. Congress for improvements to the harbor. In addition, 
the CPA has received a commitment of $13.5 million through the 
Commonwealth Development Authority bond issue. 

In October, 1992, the CPA advertised for proposals for the 
construction of the Saipan seaport. At that time, sufficient funds 
for only Phase I of the project were available. In January, 1993, 
the CPA was successful in securing financing for the needed 
additional funds to go forward with both Phases I and II of the 
project. Shortly after financing approval, the CPA entered 
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into a construction contract with the lowest responsible bidder and 
work is expected to begin in April, 1993, at a total cost of $36.2 
million. As a result, no further funding is anticipated for this 
project and therefore none is requested from Covenant Section 702 
funds. 

C2. ROTA SEAPORT 

On the Island of Rota, the existing small harbor is not adequate to 
handle cargo vessels of the size needed to support economic growth. 
The cost of living and development are quite high due to 
transshipment costs caused by this small and unprotected harbor. 
All ocean cargo is brought to Rota on tugs or on barges towed by 
tugs. Vessels at the docks are exposed to direct wave action 
through the cut in the reef which is at 90 degrees to the dock. 
Because of this, waves come through the channel and hit the 
unprotected vessels at the dock broadside. Stevedoring operations 
are very difficult during bad weather conditions . Development on 
Rota will be greatly curtailed unless the harbor's condition is 
expanded and improved . 

Plans to expand a nd improve the main harbor at West Dock include 
sealing off the present channel entrance with a breakwater and 
cutting a new channel on a diagonal north of the docking area so 
that waves will break on the reef rather than pass through directly 
to the dock . Rebuilding the dock area and dredging the existing 
harbor and adjacent reef areas to a depth of 30 feet will 
greatly improve the docking area and the turning basin. The 
estimated cost of these improvements is$ 15 ,000 ,000. 

CJ. TINIAN SEAPORT 

The Tinian Harbor was built in the 1940s a nd no major maintenance 
ha s bee n performed to it s ince that time. A breakwater, built of 
steel sheet piles holding compacted coral, protects the harbor 
from normal and storm waves . It has been weakened by age and many 
t yphoons. In addition, the breakwater has been further weakened by 
rust and is at risk of collapsing into the turning basin. Such a 
collapse would render the harbor unusable. over the more than 45 
years since the harbor was built, sand has been deposited naturally 
along the inside of the breakwater . The sand has narrowed the 
turning basin and must now be removed by dredging. Since this is a 
military retention area, a joint use agreement should be explored 
with the Department of Defense as well as the possibility of 
partial DoD funding for the needed repairs. 
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Preliminary estimates indicate that to dredge the harbor to a 
depth of 40 feet, to rebuild the breakwater, and to rehabilitate 
the 1,500 foot long main dock would cost approximately $10,000,000. 

D. SOLID WASTE 

D1. SAIPAN SANITARY LANDFILL 

There is only one designated solid waste disposal area on Saipan at 
a location known as Puerto Rico on the northwestern lagnon . There 
is no municipal residential collection service offered by the 
government, but several contract collection services exist . Private 
contractors collect commercial and industrial waste a nd dump 
without charge at the existing site. 

The existing dump site at Puerto Rico has become the most u~siqhtly 
area on Saipan and presents a heal th hazard to anyone in the 
vicinity. It must be closed and a new site must be developed as 
soon as possible. For almost two years, a private developer has 
been proposing to fund the construction and maintenance of a new 
sanitary landfill in the Marpi area as a condition of approval of 
a public land lease for construction of a tourist resort facility 
in that area. The lease has been a pprov ed by the CNMI Legislature . 

The estimated cost f o r closure of the existing dump site at Puerto 
Rico and the initial opening of the sanitary landfill at Marpi is 
approximately $5,000,000. 

0 2. ROTA SANITARY LANDFILL 
DJ. TINIAN SANITARY LANDFILL 

Both th e islands o f Rota and Tinian use conventional dump si tes for 
the disposal of s olid waste material. For the health, s afety and 
welfa re of residents and tourists alike, new s anitary landfills 
should be developed for the l o ng term t o a dequa tel y protect the 
natura l resources such as ground water from possible contamination. 
Both i s lands are poised for some resort development in the near 
future a nd lack o f p roper solid waste disposal facilit i es would 
only add to the c urre nt threat posed by the conventional dump sites 
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used by local residents and business owners. The estimated cost to 
design and construct a sanitary landfill and to establish proper 
maintenance facilities for each of the islands of Rota and Tinian 
is approximately $3,000,000. 

E. ROAD PROJECTS 

Many of the roadways on Saipan and Tinian were paved during the 
Second World War or shortly afterward when the islands were under 
U.S. Navy Administration. The principal road on Rota, which 
traverses most of the length of the island from the airport to the 
v illage of Songsong, is about eleven (11) miles in length and was 
only recently paved. The World war II roads are still in reasonably 
good condition on Tinian but are showing signs of rapid 
deterioration on Saipan where the traffic levels and axle loadings 
are much higher. In recent years, Beach Road, the main road on 
Saipan, was paved to a maximum width of 52 feet over several 
sections. It has been extended to a total length of about 9 miles. 
The airport access road has also been paved by overlaying the older 
pavement built by the Navy during the 1950s. On Tinian, almost all 
of the paved roads we re built by the U.S. Navy. 

There are about 255 miles of roadways throughout the CNMI. During 
the last several years, the CNMI Department of Public Works has 
undertaken an aggressive campaign to reconstruct and pave about 33 
miles of major roadway and a bout 36 miles of local roadway. 
Additional construction is schedu led throughout the islands. The 
major thoroughfares of Saipan, particularly the primary highways of 
Beach Road from Garapan south to Chalan Kanoa, and Middle Road are 
becoming increasingly congested. Average daily traffic on Beach 
Road in the vicinity of Susupe exceeds 27,000 vehicle trips. 
congestion on this road will be addressed by widening the roadway 
and i nstall ing the CNMI's first traffic lights. 

El. SAIPAN ROADS 

The Cross Island Road on the Island of Saipan is the major 
thoroughfare that traverses the eastern side of the island. It is 
8 . 3 miles in length from its intersection with the Airport Road to 
i ts intersection with the West Coast Highway. The old asphalt 
c oncrete pavement has two ten-foot wide travel lanes with gravel 
shoulders. Like most of the primary roads on Saipan, this road was 
built and paved by the U.S. Navy after World War II and little to 
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nothing has been done to it since except for emergency work and 
minor patching. The eastern side of the island has been growing 
quickly during the last few years as a result of homestead 
subdivis ion and pr i vate subdivision development. The Cross Island 
Road has not kept pace with the need to provide a well designed and 
constructed primary road to serve the residents who live on this 
side of the island. In particular, this roadway needs realignment, 
widening, construction of drainage facilities and major 
reconstruction of the road bed. 

While some improvements have been made to Saipan's primary and 
secondary road system, much remains to be done before the road 
system can be considered safe and adequate. The Cross Island Road 
is one of the primary roads which has become a hazard because of 
its inability to handle the present traffic loads. Major 
improvements to this roadway would not only relieve traffic 
congestion in the area, but it would also provide an alternate 
route to the north end of the island thereby relieving some of the 
traffic congestion on the western side of the island. At an 
estimated cost of just under$ l million per mile, the total cost 
to improve the Cross Island Road would be about $7,600,000. 

The Depa r tment of Public works has identified some 19 primary and 
secondary road pro j ects which are in need of reconstruction and/or 
paving on the Island of Saipan. From this list, only six (6) of the 
most critical are i ncluded for covenant funding. The requested road 
projects for Saipan, including the Cross Island Road, are estimated 
to total $14,250,000. 

E2. ROTA ROADS 

Unlike Sa ipan and Tinian which obtained a network of paved roads 
dur i ng the U. S. military occupation of the islands, the roads on 
Rota were not paved by the U.S. Navy because Rota was not an active 
military base. There is only one paved road on Rota running 11 
miles from the Rota Internationa l Airport in the center of the 
isl a nd to Songsong Village. It was pave d in 1986 using covenant and 
local funds. Sinapalo Village adjoins the airport at the terminus 
of the pa ved portion o f the road. All o ther roads a re c oral roads, 
mos t built during the Japanese a dminis tra tion. 

The main v illage of songsong and the village of Sinapalo are both 
in ne e d o f road construction. Covena nt funds are requested only for 
the village of Songsong at an est i mated cost of $4,000,000. 
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E.3 TINIAN ROADS 

Several road projects on the Island of Tinian are required to meet 
existing needs. Although the development of casino resorts is 
scheduled to begin within the next few years, casino sites have 
not yet been determined. Thus, the existing road needs on Tinian do 
not include building new roads to casino resort sites. All existing 
residential roads and some primary roads are constructed of 
compacted coral. They are muddy in the rainy season and dusty in 
the dry season. The dust is a potential health hazard. Pot holes 
easily develop on the roadways and vehicles are often damaged as 
a result. 

Of th~ many needs for road improvements on the Island of Tinian, 
the construction and pavement of Marpo Road has been identified as 
one of primary importance to island residents. This roadway would 
connect the existing paved road near the village of San Jose with 
a new residential area known as Marpo . The project has been 
estimated by the Department of Public Works to cost approximately 
$5,700 ,000. 

F. POWER SYSTEMS 

The CNMI electrical power generation and distribution system is 
operated and maintained by the Commonwealth Utilities Corporation. 
At the end of calendar year 1992, the installed power generating 
capacity on Saipan was 105 megawatts (MW). Rota has a capacity of 
5 MW and Tinian has 4 MW, making the system total 114 MW. Peak 
loads for Saipan, Rota and Tinian are 43. 2, 2. 7 and 2. o MW, 
respectively. Saipan has a distribution network of 135 mile·s of 
13.8 kilovolt (KV) system. Tinian has 35 miles of 4.16 KV system. 
Rota has 25 miles of system including both 13.8 KV and 4.16 KV 
power. Saipan has seven feeder lines emerging from the plant at 
Lower Base. 

The CNMI has e xperienced pronounced growth in economic activity and 
population in the past decade. Population increased 160 % between 
1980 and 1990, from 16,780 to 43,555 persons. In planning for the 
futu re, it is anticipated that the population will continue to grow 
at about 7% annually to the year 2000 , giving the CNMI a population 
of approximately 69,940 . The CUC also assumes a concomitant 
increase in tourism and commercial activities. Planning scenarios 
of a less ambitious nature have also been prepared. 
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Fl.& F2. SAIPAN POWER SYSTEM 

At present the Island of Saipan has no power transmission 
capabilities. The entire electrical consumption load with a peak of 
over 42 megawatts (MW) is distributed to customers utilizing 13.8 
KV distribution lines separated into seven feeders. Due to the 
length of these lines and the low distribution voltage the utility 
is not capable of providing adequate service to its present 
customers and future customers could not be served. Low delivery 
vo ltages and high electrical line losses are experienced throughout 
the distribution system. Studies indicate that by the end of 1993 
electrical requirements will reach 72 MW and by the year 2000 the 
requirements could reach over 136 MW. The capability of the 
existing distribution system is less than adequate to service these 
loads. 

A 115 KV transmission line system needs to be constructed to 
adequately provide continued electrical service to all major areas 
of the island while incorporating projected growth. One such line 
is needed from the Lower Base power plant along_ Middle Road to a 
substation in Chalan Piao. A distribution substation will be 
constructed in the Garapan area. This substation will transform the 
115 KV vo ltage to 13.8 KV for distribution. capabilities for 8 
feeders at the substation will be provided. The installation of 
protective devices and regulating devices will be required to 
comple te this system improvement. 

The cue estimates the cost of this new transmission line at 
$7,100,000. The various substations required to be a n integral part 
of this new transmission line together with the necessary 
distribution system upgrades to service existing unconnected loads 
is estimated at $9,240,000. 

F3. ROTA POWER SYSTEM 

A new power plant was built in the harbor area in 1987. It consists 
of two 2 . 5 megawatt diesel powered generators. The 5.0 megawatt 
plant is adequate for present demand, but there is no reserve 
capacity. This i s because one diesel engine failed in 1988 and was 
shipped to Japan for repair. current peak power demand on Rota is 
2. 7 megawatts so the loss of this engine created a crisis. A 
private firm was contracted to provide backup power in the event 
the primary engine should fail. The repaired generator was held in 
Japan because funds were not available for its repair and shipment 
back to Rota. Even with this generator, Rota needs backup capacity 
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in case of emergency, and it will not have the capacity to meet the 
needs of projected growth. 

The Commonwealth Util ities Corporation (CUC) is planning to add two 
2.5 megawatt engines to meet the expected increase in demand. These 
two generators and associated switching gear are estimated to cost 
$11,000 ,000 . 

F4. TINIAN POWER 

The Tinian power plant i s located on the outskirts of San Jose 
Vi l l age. There are three 1.5 megawatt diesel generators installed. 
Two ~re oper ated and one is maintained as standby. The building and 
si te a re t oo s ma ll for expansion. The power plant must be relocated 
both because the site is too small and because certain wind 
directions cause the power plant exhaust to blow into the village 
area and is a health hazard. Although casino-resort development is 
expected to be gin sometime within the next two years and will 
require additional power, domestic power demand will also increase 
a s new residential and agricultural homesteads a re settled. 

The Island of Tinian will require a larger power plant and greater 
generating capacity in the very near future to accommodate its 
proposed developments. Domestic power demand is expected to 
increase by 5.0 megawatts by 1994. The cost of new generators to 
s upply thi s additional power is estimated at $11,000,000. 

G. HEALTH SERVICES 

Gl . SAIPAN PUBLIC HEALTH CENTER 

The Commonwealth Health Center is located on Sa ipan and is the 
princi pa l medical faci lity in the CNMI. The hos pital facilities are 
housed in four buildings of three floors, i nterconnected to each 
other to form a s quare box type structure. The buildings are 
c onstructed of reinforced concrete. There a re two separate service 
buildings. One building houses the boilers, water heaters, med ical 
gas plant and maintenance services . 
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The hospital is a 72-bed, full medical service facility, completed 
and opened to the public in 1986. The support facilities of the 
hospital include a 100,000 gallon water storage and treatment 
system, a reverse osmosis system of 120 gallons per hour capacity, 
an air conditioning system by circulated chilled water of 200 ton 
capacity, steam and hot water systems powered by fuel oil, and two 
oxygen manufacturing plants for the production of medical gas. 

Presently on Saipan the hospital and public health care facilities 
are located in the same structure which is known as the 
Commonwealth Health Center (CHC). The CHC was originally built for 
a projected population of 25,000. When it officially opened in late 
1986, the population of the CNMI was estimated at 39,500. The 
official 1990 U.S./CNMI census population count was 43,555. The 
CHC plant was designed to serve 25,000 people; it is now serving 
over 45,000. The total estimated demand for visits and utilization 
of CHC clinics (public health, outpatient, dental, and emergency 
room - after 4: 30 pm to 7: 30 am on weekdays and weekends) is 
projected at 168,500 for 1993. This figure is based on the official 
1990 census projection for 1993 showing indigenous populations as 
well as other Micronesians, Filipinos, Koreans, Japanese, U.S. 
Statesiders and other ethnic groups in the CNMI who use the CHC for 
health care services. 

The existing CHC facility that houses Public Health grows smaller 
with implementation of existing and new programs. Both patients and 
staff frequently complain that Public Heal th is no longer "user 
friendly". In view of this, and the fact that the CNMI population 
will continue to grow within the next five to ten years, it has 
become necessary to construct a new facility to house the Division 
of Public Health, as well as Dental services, Vocational 
Rehabilitation, the Division of Environmental Quality, and the 
Mental Health Unit. A preliminary plan and layout of these required 
facilities has been prepared by CHC and the total cost including 
collateral equipment has been estimated at $15,900,000. 

G2. ROTA HEALTH CENTER 

The Rota Health center was built as a primary health care facility. 
The building is approximately 9, 100 square feet, is constructed 
entirely of re inf orced concre ~e and is air conditioned. tt ~eparate 
building houses the emergency power generator and hot water 
heaters. Due to current and projected growth on the island, health 
officials estimate the facility needs to expand to approximately 
twice its present size. Construction of this expanded facility 
together with the necessary collateral equipment is expected to 
cost approximately $3,000,000. 
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GJ. TINIAN HEALTH CENTER 

The Tinian Health Center is similar to the Rota Health Center in 
design, size and type of construction. The Tinian Health Center 
building varies somewhat in floor layout from that of the Rota 
Center, being slightly smaller in size at 9,000 square feet of 
floor area. A doubling in the size of this facility is also 
recommended by health officials to keep pace with the current and 
projected growth of the island's population. Construction of this 
expanded facility together with the necessary collateral equipment 
is expected to cost approximately $3,000,000. 

H. EDUCATION 

Hl. SAIPAN/ROTA/TINIAN CLASSROOMS 
AND RELATED FACILITIES 

The school system in the CNMI is made up of a total of 25 schools. 
Of this number, 13 are public and 12 are private schools. The 
public schools are located on four of the islands. 

Just recently, the CNMI Public School System {PSS) completed a 
school facilities plan which succinctly details the additional 
classrooms and related facilities that the PSS will require to 
house the rapidly growing student population during the next seven 
years. The School Facilities Plan was compiled by Dr. Betty Hanson, 
a preeminent scholar in the field of school facilities planning,who 
works for the State of California and who has served as a 
consultant to the PSS. 

The study exhausted the educationally feasible options and some 
marginally feasible options that can be tolerated to maximize use 
of existing classrooms. Some of the options exhausted are double 
session, larger c lass sizes, busing, and redrawing attendance 
boundaries. T·,.o of the schools are already on double session. 
(onseq uen-cly, chi.i.Ure n a ,: these cwo schools are recei ving less 
instruction than at the other elementary schools. The high school 
capacity was reached one yea r ago. It already houses 160 students 
beyond its capacity. If the pattern of 300 new students enroll in 
September of 1993, serious complications will result with the 
overcrowding of students. 
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The School Facilities Plan, briefly highlighted, used 1990 Census 
data as well as recent PSS enrollment data in conjunction with a 
weighted cohort system to project student growth yearly until the 
year 2000. This study shows that CNMI public schools will 
experience 9% annual growth, on average, and that 5,000 additional 
students will enroll in the public schools in the next seven school 
years. This will require the construction of 180 new classrooms and 
related facilities to accommodate the increasing student population 
at an estimated cost of $46. 7 million or $6. 7 million annually 
until the year 2000. Covenant funds are requested to provide 
$32, 306,000 of the needed capital for additional classrooms. 

H2. PSS ADMINISTRATION BUILDING 

A new Administration Building is urgently needed by the Public 
School System (PSS). The existing warehouse structure presently 
used for this purpose at Lower Base is a remnant from the former 
Trust Territory Administration of the islands and the internal wood 
framing is almost completely rotten. In addition, the electrical 
and plumbing systems are substandard and in some cases hazardous 
requiring frequent repair. A preliminary architectural/ engineering 
report has been prepared for this proposed new building with an 
e s timated cost of $2,000,000. 

I. PUBLIC SAFETY 

Il. CORRECTIONS FACILITY 

The CNMI faces an immediate , critical threat to the safety of its 
citizens and the welfare of the community resulting from inadequate 
prison facilities, the ina bility to provide law enforcement 
serv ices from marginally acceptable buildings and facilities, and 
from a lack of proper communication, evidence, interview / 
interrogation and laboratory accommodations. The present 
Commonwealth prison was constructed in the Susupe Civic center in 
198 1 to hold 3 2 inmates. All of the beds are in two-man maximum 
secur i t y cells. c urrentl y tne prison ' s popul a tion i s averaging 
betwee n 48 and 58 inmates, which is in the range of 150 % to 181% of 
r a ted c apacity. In a ddition, there are no single i solation cells to 
house certain individuals that may require such sepa ration from 
others. Inmate overcrowding and population proj e ctions underline 
the critical emergency directly contributing to tensions and 
threats to public safety and welfare. 
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Since the signing of the Covenant in 1975, police and corrections 
facilities have been required to meet Federal standards and 
constitutional guarantees. Reports and survey results from the 
National Institute of Corrections (NIC) and U.S. Bureau of Justice 
Assistance (BJA) teams indicate that the Commonwealth is not 
meeting Federal standards in the specific areas of detention, 
corrections and prison facilities. Compliance with such standards, 
however, has been virtually impossible during past years due to 
severe limitations on funding. 

The CNMI Department of Public Safety has retained an established 
consulting firm to prepare the architectural/ engineering design 
for a new corrections facility with an estimated construction cost 
of $11,700,000. 

J. NORTHERN MARIANAS COLLEGE 

Jl. GENERAL PURPOSE CLASSROOMS 
J2. LIBRARY 

Al though the Northern Marianas College (NMC) was fortunate to 
receive the former Dr. Torres Hospital complex buildings as a base 
from which to grow, many of the buildings have been neglected, or 
have survived numerous low budget renovations. Many of the original 
buildings are in very poor condition and present fire and life 
safety hazards. 

During 1992, NMC officials retained a well known local 
architectural firm to study the existing campus facilities and to 
prepare a master plan which would describe needed improvements and 
budget available resources to accomplish the goal in the period of 
1993 through 2001. The goal is to provide a college campus on 
Saipan to adequately serve an estimated 1 ,5 00 full-time equivalent 
( FTE) student population which would foster the Commonweal th' s 
educa tional, social , political and cultural growth and development. 

The scudy and mascer plan were compleced in January, L~~J, a nd gave 
emphasis to the academic concerns of the college utilizing 
enrollment reports from the Fall Semester of 1991 as the base 
period from which projections were made through the year 2001. Past 
a nd current enrollment histories and trends were studied and put 
into graphic form for examination by the College President and the 
Ad Hoc Committee established for that purpose. 
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At the same time academic projections were being generated, an in­
depth evaluation was completed of the physical configuration and 
condition of each of the buildings currently on campus, in order to 
determine which buildings could be utilized for further academic 
use, which buildings require minimal or major renovation for long­
term use, and which buildings are inappropriate or dilapidated and 
should be scheduled for future demolition. The results of this 
study indicated that both academic programs and campus facilities 
required coordinate attention. 

The 9-year Master Plan for the Northern Marianas College details 
the needed capital improvements during the period and totals 
approximately $23 million. However, the Plan also identifies 
sources of anticipated funding other than covenant funds to 
complete the program. Therefore covenant funds in the amount of 
$6,734,000 are requested for the construction and renovation of 
general purpose classrooms and an additional $1,160,000 is 
requested for construction of a new library. 

K. JUDICIARY 

Presently, the Superior Court is located in crowded, outdated and 
foreign-owned structures unsuitable for the size and functions of 
the trial c ourt. The Supreme court and its staff are located in the 
Nauru Building on Saipan, a commercial operation which is shared 
with many other business enterprises. It is both inadequate in size 
and inappropriate for the CNMI's Supreme Court activities to be 
located in such a facility. For the past several years, members of 
the Judiciary have been working on plans to construct a new CNMI 
Judicial Complex. An architectural/engineering design firm was 
selected from proposals requested last year and the construction 
plans and specifications are scheduled to be completed by July 30, 
1993. 

It wa s initially thought that becaus e the Judiciary generates some 
revenue from the levying of fines a nd court costs that sufficient 
revenue might be a vailable to repay a private construction loan. 
ct.ecenc l y, nowe ver , iur -c.he r i nquiry anci anal y s i s o i the revenue 
generation potential of such a complex has revealed that repayment 
c apability may be s omewhat lacking to satisfy an i nterested 
investor. Currently , different funding sources for construction are 
being investigated but the likely outcome is not encouraging at 
this point. 
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The initial estimate for design and construction of the Judicial 
Complex was placed at approximately $18 million. The consulting 
firm retained to perform the detailed design has since refined that 
estimate to $13 million. To insure that this most important project 
has the necessary funds to go forward during this next financial 
assistance period, Covenant funds in the amount $13,000,000 are 
requested. 

L. NATURAL RESOURCES 

Ll. SAIPAN PARKS 
L2. ROTA PARKS 
LJ. TINIAN PARKS 

Many parcels of public land have been set aside in the past and 
designated as public parks. However, to date very few of them have 
been developed with facilities to be used by either local residents 
or tourists. One developed park on Saipan called Susupe Beach Park 
was improved about two years ago by the CNMI Department of Natural 
Resources and is used to the maximum each week by residents and 
tourists alike. This fact serves to demonstrate that the need 
exists for improvement of other park properties for the relaxation 
and enjoyment of both resident and tourist populations. Residents 
of Rota and Tinian find themselves in much the same situation of 
having parcels dedicated to park development but without the 
necessary funds to improve them. During this next period of U.S. 
financial assistance, Covenant funds for public park improvements 
are requested for Saipan, Rota and Tinian in the amounts of 
$700,000; $200,000; and $200,000, respectively. 

L4. BUILDING IMPROVEMENTS 

The CNMI Department of Natural Resources (DNR) requires an 
inspection station at the Saipan Internat i onal Airport in order to 
process restrictive incoming and outgoing plant materials. The 
project will consist of 2,400 square feet of inspection facility, 
f umigacion equipmenc, and a laooracory a nd safecy vencilacion 
system. The project will allow import and export of plant materials 
with minimum restriction. The estimated cost for this facility is 
$500,000. 
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The DNR Division of Fish and Wildlife's office building is located 
in Lower Base adjacent to the lagoon near the old seaplane ramps. 
In 1988 it became necessary for the Commonwealth Utilities 
Corporation to construct a standby generator in close proximity to 
the office. The exhaust stacks of these generators are less than 40 
feet from the office and frequently the emissions from these stacks 
blow directly toward the office. The regularity of degraded air 
which enters the office seems to have caused some health problems 
for several staff persons . As most of the smoke appears to enter 
the office through the air-conditioning system, it seems unlikely 
that this can be controlled. It is imperative that a new office be 
cons tructed away from its present location. A new location has been 
designated in Lower Base and preliminary plans have been prepared. 
The estimated cost of construction is $200,000. 

M. BUILDING IMPROVEMENTS 

Most buildings occupied by the CNMI Government date from the U.S. 
Naval Administration and the old Trust Territory of the Pacific 
Islands . The buildings are old, require frequent repair and 
maintenance, are a constant and costly drain on resources and 
working conditions are crowded. Seven of the most critically needed 
projects were selected for funding during FY 1993 only at a total 
estmated cost of $2, 260,000. 
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Mr. DE LUGO. Thank you very much, Governor. 
Mr. Speaker, we are prepared to hear your presentation. 

STATEMENT OF HON. THOMAS P. VILLAGOMEZ 

Mr. VILLAGOMEZ. Thank you. 
Mr. Chairman, distinguished members of the subcommittee, dis­

tinguished guests, ladies and gentlemen, may I first extend my per­
sonal gratitude to you and members of your distinguished sub­
committee for the opportunity to appear to you today relative to the 
proposed multi-year 702 funding for the Commonwealth of the 
Northern Mariana Islands. 

AB in the past, Mr. Chairman, we again wish to express our pro­
found sense of gratitude for your leadership and sympathetic con­
sideration of the needs and aspirations of the people of the Com­
monwealth of the Northern Mariana Islands. Indeed, we recognize 
and are cognizant of the global and national economic downturn 
which make individual sacrifices on the part of every level of gov­
ernment across the Nation a matter of necessity. 

But we are hopeful that with your leadership and continued sup­
port, the dire needs of the Commonwealth of the Northern Mari­
anas are not totally denied. It is the moral obligation of both our 
national and local governments to ensure the funding and subse­
quent emplacement of basic infrastructure so vital to us in the es­
tablishment of a strong economic base. 

The proposed capital improvement projects to be funded under 
the 702 funds submitted by our chief executive has the support of 
the House of Representatives, Eighth Northern Marianas Common­
wealth Legislature. 

For instance, we are in agreement that water continues to be our 
primary concern, especially in the most populated islands in the 
Northern Marianas. The magnitude of this concern now calls for 
our exploring other sources of potable water beyond conventional 
means in order to adequately provide service in this area. The eco­
nomic boom of the 1980s took us by surprise and did not leave 
much room for planning. This economic phenomenon has resulted 
in the sudden expansion of both the commercial and residential 
sectors in the C.N.M.I. While such is the case, much work remains 
to be done in meeting this basic need for our people. 

There are other equally important areas in basic infrastructure 
development that mandates immediate and long-term attention 
and planning. Their development is a matter of necessity in order 
for us to promote and protect the economic and social wellbeing of 
residents of the C.N.M.I. Thus, the proposed capital improvement 
projects, as presented by our Governor, are vitally important for 
the C.N.M.I., but which could only be met with the approval of 702 
funds negotiated between the C.N.M.I. and the Federal Govern­
ment. 

I might reiterate the fact that for the first time, beginning with 
fiscal year 1990, the C.N.M.I. cut one of two umbilical cords in 
terms of grant funds for government operations from the Federal 
Government. As such, all of the funds being sought under the pro­
posed 702 financial assistance will be dedicated strictly to basic in­
frastructure development in the C.N.M.I. 
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We are fully cognizant of the matching requirement and obliga­
tion of the C.N.M.I. to meet its share under the proposed 702 fi­
nancial assistance program. May I say, Mr. Chairman, that we are 
fully committed to honoring our share of responsibility in this re­
gard, but I wish to note that this commitment could only be real­
ized with the blessing of your distinguished subcommittee. 

If you recall, the C.N.M.I. has successfully employed bond financ­
ing during the second financial assistance program to fund Capital 
Improvement Projects between 1986 through 1992. This approach 
has permitted us to accelerate infrastructure development and 
maximize the timely use of Federal funds for this purpose. Our suc­
cessful experience in this area has allowed for the timely consider­
ation of infrastructure needs because funds were up-fronted rather 
than waiting on annual payments during the 7-year period to com­
plete development. Thus, the construction of basic infrastructure 
was undertaken on a cost effective basis and permitted for better 
planning to permanently solve problems instead of temporary 
"band-aid" solutions. 

Furthermore, Mr. Chairman, bond legal requirements and use of 
trustee bank imposed certain fiscal disciplines on the use of bond 
construction funds. Project were prioritized. Economic benefits ac­
celerated as infrastructure improvements occurred faster than if 
projects waited for funding over a 7-year period. I might note that 
this approach to financing capital improvement projects has en­
sured the emplacement of basic infrastructure well before the end 
of the 7-year period. 

For us, the "Capital Improvement Bonds" we issued in 1986 
through the Commonwealth Development Authority provided eco­
nomic benefits that we had never experienced before. We now wish 
to build upon this successful experiment by launching a well-con­
ceived financing program during the early years of the third finan­
cial assistance program. We are committed and prepared to share 
the cost of improving our islands' infrastructure. In fact, we have 
already been budgeting several local sources of revenue to pledge 
toward bond repayment which would count toward our share of 
matching fund revenues in order to qualify for the Federal match. 
We request your distinguished subcommittee, Mr. Chairman, to 
allow us some flexibility in creative financing plans premised on 
the second 7-year bond financing in order that we meet our obliga-
tions. · 

I wish to note too, Mr. Chairman, that other revenue generation 
measures are under serious consideration which should enable the 
C.N.M.I. to meet financing of capital improvement projects during 
and beyond the third year of CIP financial assistance program. 

In other words, we are equally wary that this could just as well 
be the last CIP financial assistance coming from the Federal Gov­
ernment, given the widely publicized commitment by President 
Clinton to reduce the national deficit substantially over the next 4 
years. Thus, the need for us to engage in considering creative fi­
nancing measures that could eventually provide the financial cush­
ion when this eventuality becomes reality. 

The C.N.M.I. House of Representatives has approved a devel­
oper's fee legislation, as recommended by our chief executive. How­
ever sound the intent of this measure may be, the recent economic 
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downturn requires that we carefully deliberate on the impact of 
this measure on prospective investments for the Northern Mari­
anas. Thus, the need to review whether the percentage we propose 
to levy investors and developers would further discourage invest­
ments in the C.N.M.I. 

We have also approved land leases for large resort developments 
in the Northern Marianas. Included in this pack~ge are developers' 
contributions, portions of which are earmarked to meet urgently 
needed capital improvement projects, especially on the Island of 
Saipan. It is a good approach to development in the sense that 
some of our basic needs missing in out-of-the-way areas are met by 
these developers who also see the benefits of partaking in the over­
all development of our island. In short, we become partners in 
making the Commonwealth of the Northern Marianas a better 
place to live. 

In closing, Mr. Chairman, we request your distinguished sub­
committee to be considerate and flexible in the manner our needs 
and concerns are viewed. In order for the Northern Marianas to 
have a definite handle in building a strong economic base this is 
the opportune time for both the Federal and local governments to 
jointly finance our most basic needs in terms of infrastructure de­
velopment. In fact, we wish to recommend too that other territories 
explore the success of the C.N.M.I. in this area so they too can ben­
efit from our successful experiment. This approach has worked and 
will eventually permit the C.N.M.I. the opportunity to dictate the 
quantity and quality of development in our islands. 

With this, Mr. Chairman, I thank you for the opportunity to join 
with you here today, and I shall be most happy to answer any 
questions that you or members of your subcommittee may have. 
[Chamorro spoken.] Thank you very much. 

Mr. DE LUGO. Thank you very much, Mr. Speaker, Representa­
tive Babauta, Governor Guerrero. I want to thank all of you for 
your presentations here before this committee. 

In looking at the figures back in 1975, the per capita income in 
the Northern Marianas was $2,418. In 1980, it had risen to $7,199. 
I'm sorry. Let me do that again. The per capita income, which was 
$2,418 in 1980, has risen to $7,199 in 1990. But that figure, the 
$7,199 per capita income in 1990, is deceptively low because it in­
cludes the income of half of the population of the Northern Mari­
anas which are low-paid alien workers. So, it would appear that 
the per capita income in reality for the citizens of the Northern 
Marianas would be substantially higher than that. 

Business income, which in 1987 was $420.7 million, rose in 1991 
by $1.4 million. 

Now, the standard of living in the Northern Marianas is dra­
matically higher than it was in 1975. However, the committee lis­
tened to the Governor's and your presentation here this morning, 
and we heard of a great number of needs that still have not been 
met. The concern of the committee is that the Northern Marianas 
do its share in meeting the needs of its people. 

For instance, according to Commonwealth officials, the tax bur­
den in the N .M.I. is a fraction of the 36 percent tax burden that 
is shared by taxpayers on the U.S. mainland. Congressional Re­
search Service calculates that the tax burden in the Northern Mar-
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ianas is one-third of that of the U.S. mainland and probably less 
than half of that of the people of Guam, which is right next door. 

My question to you, Governor, would be: why shouldn't the 
N.M.I. taxpayers pay at least what U.S. taxpayers do to meet their 
needs if the Commonwealth is to get special assistance from U.S. 
taxpayers. 

Governor GUERRERO. Mr. Chairman, I have with me, of course, 
the Director of Finance. Perhaps I would like to yield the questions 
and he can respond very eloquently to your questions regarding the 
tax matters that you are referring to. 

Mr. DE LUGO. That would be Mr. !nos? 
Governor GUERRERO. That's correct, sir. 
Mr. DE LUGO. We welcome him at the table. 
My question to the Governor, Mr. !nos, is that it appears that 

while there are needs which continue in the Northern Marianas, it 
would appear that there are resources in the Northern Marianas 
which are not being used to meet these needs. According to Com­
monwealth officials, the tax burden in the N.M.I. is a fraction of 
the 36 percent tax burden that is borne by the taxpayers on the 
U.S. mainland. The figures we got from the Congressional Research 
Service show that the N.M.I. is paying less than a third of what 
we pay here on the mainland in taxes. 

Now, with the needs that the people of the Northern Marianas 
have, why shouldn't these resources that are right there, these tax 
resources, be used to help meet these needs? That would be our 
question. 

Mr. !Nos. Well, thank you, Mr. Chairman. 
Yes, the Governor recognizes the significant disparity in the bur­

den that taxpayers in the Northern Marianas carry versus the tax 
burden that taxpayers on the mainland carry. In recognition of that 
great disparity, the Governor has commissioned and fully supports 
the existing effort to reform the tax system in the Northern Mari­
anas in the hope that that disparity could be narrowed down, the 
objective being that the C.N.M.I. residents will carry a greater bur­
den of their tax. 

Of course, there are other elements that play into the calculation 
of the effective tax rates and the tax burden, but in its simplest 
form, we are looking at a significant variation from an approxi­
mately 4.8 percent effective tax rate in the N.M.I. as compared to 
around 35 percent effective tax rate in the United States. There are 
other factors that still have to be cranked in like a sales tax, excise 
tax, Social Security contributions and so forth, but even if those ad­
ditional taxes are added into the C.N.M.I. tax model, the difference 
in tax burden will still be significant. 

So, yes, the Governor and the leadership recognize the significant 
variation in the tax burden which suggests that there is quite a bit 
of untaxed base out there that the tax reform effort is trying to 
capture so that we can diminish the gap. 

Thank you, Mr. Chairman. 
Mr. DE LUGO. Thank you, Mr. !nos. 
I note that there are a great number of taxes that are common 

under the U.S. flag which as you noted, are not applied in the 
Northern Marianas, such as property taxes. In addition, the full 
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cost for infrastructure and other services, such as the power system 
that is heavily subsidized, are not recovered. 

In the Governor's presentation, he spoke about the tax reform 
package, and said that the committee need not worry, because the 
tax reforms would generate this $120 million in added revenues. 

But, on the other hand, the committee has a resolution that was 
passed by the Eighth Legislature of the Northern Marianas, signed 
by a majority of the House and a third of the Senate, which op­
poses any tax reform. It says a third delegation resolution advising 
the executive branch will not support any proposal by the executive 
branch with respect to tax increases and reductions on the percent­
age of income and corporate withholding rebates. 

Now, in light of this, why shouldn't the committee be concerned 
that we are not going to see tax reform in the Northern Marianas? 
Governor? 

Governor GUERRERO. Mr. Chairman, I think that particular an­
swer would be best responded to by the Speaker of the legislature 
since that particular opposition or objection on raising taxes is from 
the Third Senatorial District, and the Speaker is here. It would be 
nice to hear the reservations they have. 

But as I stated, Mr. Chairman, it has left us no choice. The exec­
utive branch has to come in with a proposal for a tax reform and, 
in fact, the day of my departure, I did submit to the legislature 
leadership the package of such proposed tax reform. Hopefully 
upon return we can all get together and discuss that particular 
issue with the leadership. 

So, may I yield the questions? 
Mr. DE LUGO. Well, Governor, let the Chair just note that this 

is progress, and I commend you for having done this. But we have 
heard I believe from the administration downtown and others who 
said that the Government of the Northern Marianas has committed 
itself to take certain steps. Well, the executive branch is only one 
part of the government. The legislature too is part of that govern­
ment, and the committee is not aware that the legislature has com­
mitted itself to anything. In fact, we have this resolution before us. 
The only thing the legislature is committing itself to is to oppose 
any additional tax reform. 

Mr. Speaker, would you like to comment? 
Mr. VILLAGOMEZ. Yes, thank you, Mr. Chairman. 
For the record, that resolution comes from the Saipan delegation, 

not from the House of Representatives. 
But in any case, the position that was taken by the delegation 

was on the proposed tax reform that was presented by the execu­
tive branch. 

Mr. DE LUGO. Well, Mr. Speaker, yes, this resolution does come 
from the Saipan legislative delegation, but according to what I 
have here it is also supported by a majority of the members of the 
House of Representatives, including yourself. 

Mr. VILLAGOMEZ. Yes. Like I pointed out, the opposition that was 
taken was more on the presentation of the so-called tax task force 
that was presented by the executive. 

Mr. DE LUGO. How does the economy of the Northern Marianas 
compare with Guam? Of course, Guam is booming along, or at least 
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it was until just recently. Has your standard of living been raised? 
Is it fairly comparable today with that of Guam? 

Mr. VILLAGOMEZ. Well, I should say it this way that it was better 
than it was in 1975, but I still believe that we still need a lot of 
infrastructure to help out the standard of living in the C.N.M.I. 

Mr. DE LUGO. Well, I don't think we can really measure it by 
1975 because everybody knows that in 1975, the economy was al­
most nonexistent. There has been a dramatic change in the North­
ern Marianas. This is common knowledge. 

I think what we have to measure is whether or not the Northern 
Marianas have caught up with their brothers and sisters in the 
other territories and, in fact, surpassed some of them. 

How do you think the resources and economy of the Northern 
Marianas would compare, for instance, with American Samoa? 

Governor GUERRERO. Mr. Chairman, let me try to respond to 
that. Comparing the economy, of course, of the C.N.M.I. versus 
Guam, we must realize also that the N.M.I. has solely relied on its 
tourism and the garment industry of our economy versus Guam 
where they have tourism plus the military installations. They have 
a stable economy in Guam that is supporting the needs of Guam. 

Now, in terms of the Island of Saipan or the Marianas versus 
Guam economy, it is almost the same, but as I stated, the commit­
tee has to take serious consideration as well because we are only 
relying on the so-called tourism industry. The tourism industry, for 
your information, is increasing, of course, and it is substantially 
supporting the economy of the N .M.I. 

So, I hope that I responded in part, sir. 
Mr. DE LUGO. Well, Governor, the people of the Northern Mari­

anas know that this committee and this Chairman have been 
among the strongest supporters of the people of the Northern Mari­
anas. We are your ally. We have helped at every turn. 

But now we are in 1993, we have to look at what we are asking 
the U.S. taxpayer to do, because there is a tremendous budget defi­
cit here on the mainland. Knowing this we have to ask ourselves, 
how far has the Northern Marianas come since 1975? A long way. 
Has the Northern Marianas done enough to help its own people? 
Are their resources being used to help the people of the Northern 
Marianas and the economy? 

I asked about comparing where we are today in the Northern 
Marianas with, for instance, Guam or American Samoa. Currently 
the mean income in the N.M.I. is $16,000, whereas in American 
Samoa it is only $10,000. I do not think that American Samoa has 
the resources which the Northern Marianas does. Let's compare 
this with Guam. Guam's at $18,000 is higher. That is very close, 
virtually the same. 

Therefore, the Northern Marianas that we see today is a strong 
U.S. territory. It has moved up into a position which is comparable 
to the Virgin Islands and Guam. It is ahead of American Samoa 
and it is certainly ahead of Palau, which is not a U.S. territory, but 
in another category. 

At this time, let me recognize the gentleman from Guam for any 
questions he might have. Mr. Underwood. 

Mr. UNDERWOOD. Thank you, Mr. Chairman. 
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[Chamorro spoken.] I appreciate the opportunity to interact with 
you on these issues. 

I am glad that the Chairman's questions about comparisons be­
tween Guam and the C.N.M.I. relate to issues of standard of living 
rather than quality of life because both you and I know what the 
answer to that question would be. 

The issue, as I am trying to collect it and gather it, is we have 
some data here that the effective U.S. tax rate is 15.4 percent and 
the effective tax rate in the C.N.M.I. is 4.8 percent. Then we have 
an interesting comparison of data and information presented by 
Mr. Babauta regarding the amount of per capita revenue, the rela­
tionship between Federal funds and the dollar of State and local 
revenue raised. In that, the Northern Marianas comes out looking 
pretty favorably at 59 cents. Guam comes out a little bit more fa­
vorably at 41 cents. 

But along that line, I am curious to try to understand that as 
long as we deal with these facts and figures, I think we can cut 
them in a way to make the issue look favorable at any given point 
to a given position. 

What I am most interested in is that in the Governor's presen­
tation, in the prepared remarks presentation, he indicates that 
there has been a continual decline in the Federal expenditures in 
the Northern Mariana Islands, about 3.4 percent per year since the 
last decade, and there is a lot of discussion about the amount of 
funding for this specific program. What I am most interested in is 
just to hear your ideas, and perhaps all three of you can respond 
to this in a very general way. 

What would be the end point? What do you see as the appro­
priate relationship of Federal assistance and responsibility and aid 
in terms of local government activities and local government ex­
penditures? It is clear that if it keeps going down at 3.4 percent 
per year, there is going to be an end point at which there is noth­
ing. Is that the objective? Do you gentlemen and does the political 
leadership of the Northern Mariana Islands see an emerging con­
sensus about what is that appropriate relationship between the 
Federal Government and the local government in terms of Federal 
assistance? Is it seen as welfare, a kind of a government welfare? 
Is it seen as an obligation of the Federal Government? Is it seen 
as part of an emerging partnership? What is that precise relation­
ship? 

Because I think unless we kind of understand that globally and 
philosophically where we articulate those positions, I think we are 
going to end up being a little confused sometimes as policymakers 
by the figures that are presented, and at times I feel that perhaps 
the person who is most clever at manipulating these figures wins 
rather than the person who articulates the clearest vision as to 
what that appropriate relationship is. 

So, I would like to ask that in a very general way and please ex­
cuse me if the question is a little broad. But certainly that will in­
crease my understanding not only of the situation in terms of the 
political leadership of the Northern Mariana Islands, but certainly 
in terms of general Federal and insular issues. 

Governor GUERRERO. Thank you, Delegate Underwood, for your 
questions. Let me try to respond. 
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Of course, as we present before your committee this morning, our 
approach is to be less Federal dependency and be more local inde­
pendent-I mean, dependency rather than Federal independency. I 
think the approach here that what we like to present before you 
is that we want to assure your committee that perhaps this may 
be the last Federal assistance that we are seeking from the U.S. 
Federal Government under the agreement of our covenant. Hope­
fully we have fulfilled that commitment based on what we pre­
sented before you, that by having this $120 million that we are 
asking you for, it would certainly help us in building the founda­
tions of our infrastructure requirement so we can better stabilize 
and develop our economy and the future needs of the C.N.M.I. So, 
again I must say in general terms this is the objective of our pres­
entation this morning. 

We do not want to continue to come back here before your com­
mittee or before the Federal Government to ask for more assistance 
to the C.N.M.I. We understand the obligations, as the leaders of 
our islands, that we must stand up and try to come up with our 
own resources, at least to meet our own obligations. We do hope 
that this, of course, would be maybe the last financial assistance 
that we ask from your committee. 

There is no question that the conditions of the economy, no dif­
ference to Guam as well, is being hurt at this time. We are relying 
ourselves in terms of the tourism industry. So, this is something 
that we may have-it is a different economy in Guam than us in 
the Northern Marianas because, as I stated earlier, you have two 
different types supporting the economy of Guam versus the 
C.N.M.I. is nothing more than the industries that we have, tourism 
and the garment industry. 

Mr. UNDERWOOD. The point that I am trying to reach here is to 
see if there some kind of-with respect to the particular legislation 
that is in front of us, I would gather than what you are stating is 
that this is a Federal obligation. Correct? That is my understand­
ing of the statement. 

But with respect to the broader issue of Federal assistance or 
Federal expenditures in the C.N.M.I., how is that conceptualized 
generally? If I followed your thinking all the way through, the ob­
jective is never to ask for money again. I would say that that is 
probably, judging from my point of view, not a realistic objective, 
one, and maybe not even a desirable objective. 

But more or less, we have to find a framework through which to 
fit in the general issue of how Federal assistance and Federal ex­
penditures are seen in the context of Federal and territorial rela­
tions. With respect to this particular issue, I think it is clear that 
there is a Federal obligation here. 

Governor GUERRERO. That is correct, Delegate Underwood, that 
under the covenant agreement, of course, the so-called 702 provi­
sions of the covenant, C.N.M.I. will continue to receive Federal as­
sistance until such time that, of course, the Congress basically re­
scinds this public law. Like I said, we are here this morning, and 
we certainly hope to see that our dreams will come true that we 
will be self-sufficient in terms of our own local resources to meet 
our local government obligations in the future. So, that is the objec­
tive. 
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I am sure that the leadership of the C.N.M.I. must get together, 
and we have to make that decision. Thank you. 

Mr. UNDERWOOD. Perhaps a response from the Resident Rep­
resentative. 

Mr. BABAUTA. Congressman, I like your question on the standard 
of life versus that of the quality of life. I have heard that you are 
a philosophical man who comes from Guam, and you are, indeed. 

I think that although we view some sections of the covenant as 
an obligation, I do not see that as one that we have to hold each 
other against in any given situation. I think that this relationship 
has to be viewed as a partnership, and it has to be a continuing 
partnership beyond the particulars of the particular sections of the 
covenant. We speak of the issue of whether the first 7 years was 
the only commitment that the United States made to providing fi­
nancial assistance to the Northern Marianas. Well, in the view of 
Congress and people in the Federal Government, they see that as 
their only obligation. But I think that the obligation must continue 
beyond that and that this relationship be a partnership rather than 
going back and forth trying to figure out whether one has the obli­
gation to do a certain thing. 

The question of whether we ought to strive for a certain level of 
standard of quality of life is one that is quite elusive. What stand­
ard? What kind of measure do we use to measure where we are in 
the C.N.M.I. with respect to the quality of life and the standard of 
living that we have acquired? I don't know. I don't know where to 
go in the United States to take a mean standard of life to measure 
that against what we now have acquired in the C.N.M.I. But we 
have gone a long way thanks to the support of the United States 
Congress, this committee over the years. Yes, the people of the 
Northern Marianas are a lot better off than they were 10, 15 years 
ago. 

I also want to make the comment that when we look at the sta­
tistics, we have to be able to be all-inclusive. We cannot exclude 
people who are non-U.S. citizens I think in the same manner that 
Guam cannot exclude people who are not U.S. citizens that are 
from the FSM with respect to its population base and the quality 
of life and the people there in general, just as American Samoa 
cannot exclude the people there who come from Western Samoa, or 
the Mexicans in California, or the Caribbeans and Cubans who are 
in Florida. So, we have to be sure that when we talk about Federal 
funds, that the Federal funds are not distributed on the basis of 
nationality and citizenship. 

So, I agree with you, Congressman, that we ought to look beyond 
just purely what is an obligation of one over the other, and that 
this relationship is a full partnership that will linger for as long 
as it exists. 

Mr. UNDERWOOD. Well, the wording in the covenant is very inter­
esting in terms of raising the standard of living, and I meant the 
comment about the quality of life and the standard of living as a 
little gesture of competition between Guam and the C.N.M.I. Obvi­
ously, people in the C.N.M.I. perceive the quality of life much bet­
ter than it is on Guam. They can rest assured I suppose in that 
sense. 
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But clearly in this document, if we are looking for the standard, 
I noticed that a comparison was given out of the Governor's office 
of Walnut Creek, California. In looking at that prepared testimony, 
I was curious as to find out why Walnut Creek, California was se­
lected as a basis for comparison on a number of criteria in terms 
of the C.N.M.I. Perhaps Mr. !nos or somebody from the Governor's 
office could respond to that. 

I think the question, as well, in terms of raising the standard of 
living in terms of immigrant populations is a little bit perhaps dif­
ferent in the case of the N.M.I., although I respect the authority 
that the N.M.I. has over immigration. In other areas, in other ju­
risdictions, we don't share that same kind of control. So, obviously, 
the perception of the population base is a little bit different. Per-
haps someone would like to respond to that. · 

Mr. !NOS. Mr. Chairman, let me respond to the question as to the 
comparability, why Walnut Creek, California was chosen as the lo­
cation to compare standard of living or quality of life. 

Mr. UNDERWOOD. Don't we all know the answer to that? 
Mr. !NOS. I don't know. Let me just say that I think it was the 

choice of the economist, but I don't have the answer why Walnut 
Creek, California was chosen. Obviously, if we are to make some 
valid comparability, Guam would probably be good. 

Mr. UNDERWOOD. Just a couple of quick questions. I read in the 
PDN that Tinian is now considering opening up some garment 
manufacturing plants. Is there some concern in the C.N.M.I. lead­
ership about that? Excuse my own misunderstanding. I don't quite 
understand how the relationship of island to island and how auton­
omous they are. But I hope that there is some concern that perhaps 
some of the negative experiences which had been experienced ear­
lier will be guarded against in case these facilities are built on 
Tinian. 

Governor GUERRERO. The issue of the garment that you have just 
raised, Delegate Underwood, basically under the local statute that 
we have, it allows that particular senatorial district that they may 
have, should they decide, additional garment factories. That is the 
prerogative of that senatorial district. But we have set up a mora­
torium basically on garment, and that moratorium has included the 
one allowable to Tinian, as well as Rota. 

Again, how serious is this garment issue? I think it is a question 
that we must address, the impact that there will be in Tinian. I 
share the concern of what you are saying that we do not want to 
repeat the same problem as what we had perhaps in Saipan. That 
is exactly my position. I am very much concerned over what will 
happen in Tinian if they continue their intent in building the addi­
tional garment factories. 

So, like I said, under the existing moratorium statute or the con­
sensus of the legislature and the C.N.M.I. Government, basically it 
allows both Tinian and Rota additional factories . 

Mr. UNDERWOOD. Just a question on C.N.M.I.'s representation in 
the House of Representatives. I know that Resident Representative 
Babauta has indicated his preference for this idea, and I under­
stand now that you are in favor of it, Governor. Perhaps the Speak­
er would like to address the issue, whether there is some kind of 
emerging consensus in the C.N.M.I. regarding delegate representa-
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tion for the N.M.I. and if there is not, perhaps he could explain 
some of the stumbling blocks in that matter. 

Mr. VILLAGOMEZ. Thank you, Congressman Underwood. 
The issue of the delegate is being addressed with the House 

Committee on Federal and Foreign Relations. The committee is 
ready to present it out to the floor to be discussed and debated. I 
believe there is consensus that it will be supported. That would be 
the last obstacle. 

Mr. UNDERWOOD. Very good. 
Mr. DE LUGO. Any further questions? 
Mr. UNDERWOOD. I will wait until OTIA comes up. 
Mr. DE LUGO. You are going to wait for OTIA. Save your energies 

for them. You guys better watch out. [Laughter.] 
I have a·few more questions here. 
The alien workers were a tiny portion of the-before I continue 

the discussion about quality of life and standard of living, I must 
acknowledge the philosophical nature of the question Representa­
tive Underwood has propounded here. Quality of life is vastly dif­
ferent than what we refer to as standard of living. In my own case, 
I could go back to when I was a boy and say that the quality of 
life in my home, the Virgin Islands, was far superior to what it is 
today. Yet, we were a very poor community, considering economic 
measurements. 

As we overcame poverty-these serene, beautiful islands-and as 
we raised the standard of living. And, as we moved into better 
houses, got electricity and all those good things, we also got traffic 
jams and, of course, what has come along with a higher standard 
of living in many areas, crime. I guess that comes from travel. As 
our standard of living went up, it attracted all kinds of people. 

So, I would say that I would opt for the quality of life that we 
used to have, with some of the of the benefits which accompanied 
an increased standard of living-like the opportunity for our chil­
dren to go to the best universities in America or the world. There 
is universal education, and better health care than we had in the 
old days. So, there are tough tradeoffs in this world that we live 
in. However, I still enjoy going sailing and fishing. Those things do 
not cost a lot of money. But whenever one speaks about quality of 
life, a lot of us would like to make the problems go away. 

The Chair was just rambling there. [Laughter.] 
Let us get back to the purpose of this hearing, and let me pro­

pound this question. Alien workers were a tiny portion of the popu­
lation when the covenant commitment of assistance was made. 
They are now just slightly less than half of the population. Their 
presence is essential to much of the economic activity that has oc­
curred in the Commonwealth, but even local business leaders, such 
as Joeten, have questioned whether this activity and their presence 
has generated more benefits than the cost that it has imposed. 

The Chair's question would be how much of the need for infra­
structure that the Governor mentioned here today is related to this 
economic activity in the presence of so many alien workers. Gov­
ernor, let me put that question to you. 

Governor GUERRERO. If I read you correctly, Mr. Chairman, this 
relates to the alien workers? 
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Mr. DE LUGO. Yes, it does. How much of the additional infra­
structure that the Northern Marianas need is brought on by this 
tremendous increase in population, and alien workers? And, are 
those needs being met? 

Governor GUERRERO. Yes. Basically, Mr. Chairman, the increase 
of the population of the alien workers is not foreseeable at this im­
mediate future. In fact, for your information, it is rather decreas­
ing. Therefore, we want to maintain that course and hopefully 
would not increase the numbers, as we can see the economic down­
fall at this time. 

Mr. DE LUGO. I'm sorry, Governor. Perhaps I didn't state the 
question properly. The question was not about alien workers in the 
future. The Chair's question was about the policies that have been 
followed up to this time that brought on this explosion in the popu­
lation, the explosion of alien workers that are presently in the 
Northern Marianas, which are approximately slightly less than 
one-half of the population. Therefore, how much of the additional 
infrastructure needs or how much of those infrastructure needs 
that have not been met can be laid at the doorstep of this alien pol­
icy and the needs or the burden that it puts on the rest of the com­
munity? 

Governor GUERRERO. Well, Mr. Chairman, the overall needs of 
this infrastructure is basically not only on account of the number 
of aliens or the needs of the local people. Basically the estimate 
that we give you before your committee is basically what we see 
we need to develop such infrastructure in the immediate future. 
That, of course, would include the present number of aliens, as well 
as the local requirements, as well as the anticipated future devel­
opment in terms of additional businesses that may come to the is­
land. So, the figures, as we present them before you, would cer­
tainly accommodate hopefully in the next 7 years. So, as I said, the 
policy that we are trying to accomplish is to continue the trends of 
the number of alien workers that come through while the local pop­
ulation is increased. 

Mr. DE LUGO. Governor, you said you did not foresee an increase 
in alien population, and in fact, the population is decreasing. But 
in the budget summary that you have submitted for fiscal year 
1994, you project by the year 2000, which is just around the comer, 
that the C.N.M.I.-this is on page 7-would have a daily popu­
lation of between 68,700 to 95,600 people. Now, where are all those 
people going to come from? Your population right now is approxi­
mately 45,000. So, are you going to almost double your population 
in the next 7 years? Local people are only 20,000 some. 

Governor GUERRERO. Yes. Mr. Chairman, we must have to real­
ize also that the increase of population, the growth of the popu­
lation, by our indigenous alone is approximately 3 percent, and on 
top of it, we have also people from Micronesia, as well as the/'oten­
tial growth of the economy that would continue in needs o addi­
tional workers. So, the total population, as we project it, will in­
crease approximately 7 percent over this year. I believe that is the 
calculations that were, of course, estimated. We have been given by 
the statistics office the projection of the number of aliens that may 
continue to come on the island, provided of course that the economy 
will continue to build. 
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Mr. DE LUGO. Well, Governor, that is why I asked a moment ago 
about the infrastructure. If you are pursuing a policy which has 
taken the Northern Marianas from a population of-what was it? 
In 1975 it was around 15,000 people. 

Governor GUERRERO. Approximately 14,000. 
Mr. DE LUGO. All right, 14,000 people in 1975. Compared to your 

present population, which is about 45,000 people, half of which are 
alien laborers, are you projecting that within the next 6 years, your 
population will double? 

The committee wonders where the influx of people is going to 
come from. You say that your local population increases by 3 per­
cent. If your local population is 45,000 people, a 3 percent increase 
will not get you up to these figures. Are all these people going to 
come from the Marshall Islands and the other islands of the Pa­
cific? What is going to happen here? 

Governor GUERRERO. Mr. Chairman, I think the figures of popu­
lation, of course, that we give you basically includes the daily that 
comes through the islands. As I stated earlier, the projected local 
indigenous population, as I pointed out to you, hopefully within the 
next 7 years would only increase approximately 3 percent. But that 
figure does not include people from Micronesia. As I stated, the fig­
ure that we gathered or we computed is a 7 percent increase over 
the next 7 years, the 2000. 

Mr. DE LUGO. Governor, if you look on page 8, you will see your 
estimate of your population by the year 2000. Fact is, you are esti­
mating a nonresident population-well, let's look at these figures. 
On page 8 of your budget summary, you are estimating that the 
population of the N.M.I., the resident population, and the 
Chamorro population, would be from 20,000 to a high of 22,000 or 
23,000. That includes the Micronesians who are included in that 
count I am informed. Nonresidents or aliens are shown at a low of 
approximately 40,000, or just about double the number of native 
N.M.I. residents, or a high of approximately 59,000 or 60,000. Your 
tourists are a completely different category. They are not staying. 
They come and go. You project tourists from a low of 9,440 to a 
high of 13,000. 

So, what you see here is a policy that is being pursued that will 
create a situation 'where you will have twice as many aliens or non­
citizens in the N.M.I. as you will have citizens of the N.M.I. Is the 
Chair correct in that? That is what I get from these figures. 

Governor GUERRERO. Yes. I see what you are reading, Mr. Chair­
man. These figures, of course, are prepared by our planning and 
budget office with the projections on the previous year as reported, 
of course, from 1990 as well. We will continue to increase the num­
ber of workers, and we will continue to develop the island. But the 
condition today is changed. 

Mr. DE LUGO. Governor. 
Governor GUERRERO. Yes, sir. 
Mr. DE LUGO. I have great concerns about this policy if it is pur­

sued. If we are going to pursue a policy where we, within 6 or 7 
years, are going to have twice as many aliens in the N .M.I. as citi­
zens of the N.M.l. and of this country and count on these aliens 
to keep the economy of the N.M.I. going, I think it is a prescription 
for disaster. It is a prescription for great social unrest. It is a pre-
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scription for the people of the C.N.M.I. losing control of their own 
community. It is a very, very serious situation that I would urge 
the leaders of the N.M.I. to study most carefully, and I would say 
to my friends from the Interior Department that this policy has to 
be of great concern. 

AB you have this kind of growth, naturally there is a tremendous 
need for additional infrastructure because if people are going to be 
brought in, to provide labor, then they have to live in conditions 
which are acceptable to the standards of the United States. The 
United States meaning the N.M.I. because the N.M.I., of course, is 
a part of the United States today. 

Governor GUERRERO. I would like to have the Director of Finance 
respond to that question. 

Mr. DE LUGO. All right. Let us hear from Mr. !nos, the Director 
of Finance. 

Mr. !NOS. Thank you, Mr. Chairman. 
I will not dwell on the policy side of it. I realize there are a lot 

of merits to what you just mentioned. 
But in defense of the numbers here, the nonresident population 

here was estimated based on the anticipated number of additional 
hotel rooms that will be built during the period. So, the significant 
increase in the number of nonresident workers has a lot to do with 
the construction industry, the need for alien labor who will have 
to be brought in to build the additional rooms, and when those 
rooms are built, then of course, those workers would have to re­
turn. Now, it is not an absolute reduction because I guess they will 
have to be replaced by foreign workers, nonresident workers, who 
work in the hotel industry, but at least that is some explanation 
as to why we see the huge numbers. If we are looking at increasing 
the number of hotel rooms, the construction period then will com­
mence. That is just part of the explanation. 

Mr. DE LUGO. Well, Eloy, let me say this. We were almost in a 
lighthearted way kidding around a little while ago regarding the 
question that was raised by my good friend from Guam, Delegate 
Underwood, about the quality of life. Can anyone believe that the 
quality of life for the people of the N.M.I. will improve by pursuing 
a policy which will double the population of aliens in the N.M.I.? 
The aforementioned is going to put the kind of strain on your infra­
structure, which will result in an increased demand for taxes to 
provide the infrastructure, education, hospital facilities and other 
necessary things. 

I understand that in response to the hearing this committee held 
on this very issue last year, regarding the impact of alien labor in 
the N.M.I., that as a result the Department of the Interior and the 
N.M.I. are doing a study on said impact. Am I correct in that as­
sumption, Governor? 

Governor GUERRERO. That is correct, Mr. Chairman. 
Mr. DE LUGO. Could you tell us when you would expect to have 

that study and the results completed. 
Governor GUERRERO. Well, Mr. Chairman, the C.N.M.I. Govern­

ment and the OTIA, of course, as I said, just recently signed that 
agreement. Hopefully, the studies will be made available to your 
committee sometime soon. But I hope within the next couple of 
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months, these particular studies will be made available because, as 
I said, we already reached an agreement between the OTIA. 

Mr. DE LUGO. The obligation of the United States to assist the 
N.M.I. was based on the 14,000 residents of the N.M.I. who were 
there in 1975 when that agreement was entered into. Now, if a pol­
icy is pursued which is going to bring in more aliens into this com­
munity heaping more problems on the N.M.I., that is against the 
spirit of the agreement. 

This committee is seriously concerned about what is being pur­
sued here. We will be speaking to the representatives of the Inte­
rior Department in just a few minutes. The whole purpose here is 
to create a higher standard of living for all people who are resi­
dents of the community. Therefore, policy is of great concern to the 
Chair. 

Mr. Speaker, I see you want to make a statement? 
Mr. VILLAGOMEZ. Yes, Mr. Chairman. On your concern about the 

additional influx of nonresidents, for your information, Mr. Chair­
man, my position as the House Speaker of the House of Represent­
atives is I have formed a special committee on labor and immigra­
tion to look into the concerns of the influx and maybe a possibility 
of capping the influx through a quota. The committee will be re­
porting back in about 3 to 4 months, for your information. 

Mr. DE LUGO. We have to remember that the N.M.I. was given 
control over immigration by the Congress of the United States to 
protect the people and community of the N.M.I. so that they would 
not be overrun by persons coming in from the outside who do not 
have a similar background. It seems as though this policy has been 
interpreted in exactly the opposite fashion. While at the hearing 
last year we heard you saying that you were going to take a look 
at this issue, perhaps to cut it back, I don't know. However, the 
point remains that your policy lacks potency. 

Let me recognize at this time the gentleman from Guam, Dele­
gate Underwood. 

Mr. UNDERWOOD. Thank you, Mr. Chairman. 
Thinking along the same issue, I just want to share a major con­

cern with you. Obviously, we on Guam in the Commonwealth draft 
act are seeking relatively the kind of management of immigration 
policy which you already enjoy. By reason of example, it might cre­
ate difficulty for us. But putting that issue aside, let me just ad­
dress the question. 

Indeed, it is no longer a philosophical question. It becomes a 
question of the meaning of economic development and the meaning 
of the quality of life. We have initially very unclear discussion 
about the number of aliens that we are talking about. In the course 
of oral presentation, we hear in response to inquiries and concerns 
about the number of aliens, that indeed the number of aliens are 
declining, and then you see in projections, the low projection here 
is-I think the current numbers are approximately a 60-40 rela­
tionship between residents and aliens. I wish we could find another 
name than aliens, but nonresidents. 

Mr. DE LUGO. Non-citizens. 
Mr. UNDERWOOD. Non-citizens. Thank you, Mr. Chairman. That 

is why he is Chairman. [Laughter.] 
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In terms of the low estimate given here by the projection of the 
Governor's office, it is a 2-to-1 ratio and the high estimate is a 3-
to-1 ratio. It raises the meaning of what is the quality of life in 
that context. What is the meaning of economic development in that 
context? 

I do not presume to want to answer that question from the 
C.N.M.I., but it is important I think that the C.N.M.I. come up 
with an answer themselves so that the question does not become 
addressed in the context of this discussion where kind of a carrot 
and stick are constantly being used to get policymakers to address 
those issues. To date I have not seen that. Admittedly I am a new 
member, and I am not as conversant with the issues on this par­
ticular matter as other members of the committee, but certainly I 
have been trying to keep on top of this issue and trying to be aware 
of this issue inasmuch as it does have impact on Guam in particu­
lar, but also just the general issue of what does this mean. 

I go to the Northern Marianas frequently and I interact with 
many citizens from the Northern Marianas. To a person, it seems 
to me a great deal of concern is expressed over this, and yet it 
seems almost like addictive-compulsive behavior. People are all 
aware of the problems that are attached to this issue. Yet, it con­
tinues to go on and on, and it seems to create its own logic as it 
goes on. 

Perhaps this is a legitimate point on which to raise the issue of 
the standard of living in terms of what kind of financial gains a 
process like this brings, which is a high level of per capita income, 
and yet to raise the issue of the quality of life. But those are issues 
that you should be deciding and shouldn't really be discussed in the 
context of this. Yet, the lack of attention and clarity exactly on 
what is the position in a sense almost obligates people who are in­
volved in an oversight process to ask the question and to repeat­
edly ask the question. 

Governor GUERRERO. Mr. Chairman, thank you, Delegate 
Underwood, for your concern. I am sure that it is equally important 
for us as what you are raising your concern as well. Like I said ear­
lier, this is just merely a projection of what we see if the economic 
stimulation were continuing in the C.N.M.I. 

Again, you, as well as the Chairman, pointed out that this is a 
very important question that should be addressed as a policy. I am 
sure that we can look into it seriously and try to diminish the un­
necessary influx of it. 

Thank you. 
Mr. DE Luoo. Governor, let me simply state that I do not recall 

when I have been as upset or concerned at a hearing. I must say 
that I think that this policy is disastrous. I have to say, as Chair­
man of this committee, a Member of Congress, and as one who 
comes from a United States territory and has had some experience 
with development, that I cannot support in any way the continu­
ance of a policy that I am convinced is disastrous to the best inter­
est of the people of the N.M.I. and the United States. I feel that 
we are legitimizers because we are subsidizing a policy that con­
tradicts everything we believe in. It is a policy-with growth fig­
ures, projecting the makeup of the community in the N.M.I. by the 
year 2000-for social disaster. 
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We have been joined by the Chairman of the full committe, and 
let me recognize him at this time. Let me say, that Chairman Mil­
ler was the first who became concerned about the policy which is 
being pursued out there, and I am sure he remains concerned. Cer­
tainly nothing at the hearing this morning should lessen the Chair­
man's concern. Mr. Chairman, thank you for joining us, and we rec­
ognize you at this time. 

Mr. MILLER. Thank you, Mr. Chairman, and Governor, welcome 
to the panel. My apologies for not being here at the first part of 
the hearing, but I wanted to make sure that I had an opportunity 
to stop by. I thank you, Mr. Chairman, and I am glad I came in 
when I did because your statement says much of what concerns 
me. 

I think we have probably already arrived at a point where this 
program cannot be allowed to continue in its present form. I say 
that after struggling a great deal-many, many months with trying 
to appreciate and understand the problems of the Mariana Islands 
and to appreciate and understand cultural differences and the 
problems that are inherent in the distance between Washington, 
D.C. and the Commonwealth. But as I read through what are 
now-I don't know-in excess of 15 or 20 IG reports, it would be 
impossible for me to recommend to this committee or to the Appro­
priations Committee that this program continue in its current 
form. 

Having said that, the flip side of the question is then what form 
should it continue in because I think there has to be serious discus­
sions. But I think we are at a point now where the Government 
of the Commonwealth has just flaunted his own laws and the laws 
of this country. You have ignored repeated efforts by the Inspector 
General and others to get answers, to negotiate outcomes, to follow 
guidelines. I certainly would not recommend to my committee and 
to the Appropriations Committee or to the House that we just give 
the Marianas another 7 years of money because I think that is just 
ludicrous. I couldn't go home and tell the people I represent that 
I would be prepared to do that. 

The record, without going into detail after detail, having gone 
through this over the last couple of weeks, item after item after 
item shows where the concerns of this committee, of the Depart­
ment of the Interior, of the Inspector General, of the GAO, the De­
partment of Labor have simply been flaunted and ignored. It has 
been business as usual. Well, I can guarantee you it will not be 
business as usual henceforth. I expect to, as soon as I possibly can, 
meet with Chairman Yates to discuss this entire matter, and I 
think that Chairman de Lugo appreciates the need to do this. 

This committee I think has done a very thorough job of looking 
at this problem, but there is no way that you can justify the contin­
ued failure to comply even for simple requests for information, even 
for requests for appointments with officials from the Federal Gov­
ernment. That is just not the way we do business. I think it is 
going to be a long and difficult struggle to put this thing back to­
gether. 

Thank you, Mr. Chairman. 
Mr. DE LUGO. Thank you. 
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Does anybody want to respond or have something to state for the 
record? 

[No response.] 
Mr. DE LUGO. Does the gentleman from Guam have any addi­

tional questions? 
Mr. UNDERWOOD. No, Mr. Chairman. 
Mr. DE LUGO. Well, Representative Babauta, Governor, Mr. 

Speaker, thank you very much for having joined us. I know it has 
been a difficult hearing for you. There is much for us, all of us, to 
think about, and I hope that we will think of the questions that 
have been raised, the discussions which have transpired here, and 
that we will fully realize the seriousness of the situation that we 
have found ourselves in. Thank you very much. 

Our next witness is going to be David Heggestad. Mr. Heggestad 
will be representing the Interior Department, and I might suggest 
that our visitors from the N.M.I. remain for a moment or two while 
we hear from Mr. Heggestad. Mr. Heggestad, I see you are joined 
at the table by Larry Morgan and Rich Miller, well-known to the 
committee and all. So, welcome gentlemen, and please proceed. 

STATEMENT OF DAVID H. HEGGESTAD, BUDGET OFFICER, 
TERRITORIAL AND INTERNATIONAL AFFAIRS, DEPARTMENT 
OF THE INTERIOR, ACCOMPANIED BY LARRY MORGAN, DI­
RECTOR OF LEGISLATIVE AND PUBLIC AFFAIRS, AND RICH 
MILLER, ECONOMIST 
Mr. HEGGESTAD. Thank you very much, Mr. Chairman. I am 

here substituting today for our extremely able and knowledgeable 
acting Assistant Secretary, Ruth Van Cleve. You know Ruth very 
well. She deeply regrets that she was unable to attend this hear­
ing. She wanted very much to be here. Unfortunately, she has 
strep throat, and that is the only reason she is not here and I am 
sitting in this chair right now. 

Mr. DE LUGO. Please tell Ruth that I hope she recovers swiftly 
and that we missed her. 

Mr. HEGGESTAD. Mr. Chairman, it is a pleasure to appear before 
you today. It is also a pleasure for me to have the opportunity to 
represent the Department of the Interior and to discuss H.R. 1092 
and the Agreement of the Special Representatives on Future Fed­
eral Financial Assistance for the Northern Mariana Islands, an 
agreement that was signed on December 17 of 1992. 

The agreement, which is now before you, is a result of disc1s­
sions that began in April of 1991 between the special representa­
tive of the President of the United States, and the special rep­
resentatives of the Governor of the C.N.M.I. This third agreement 
focuses on capital infra1,tructure and provides that the C.N.M.I. 
will increasingly match every Federal dollar. This results in a com­
plementary decrease in Federal funding over the 7 year period. 
President Clinton endorsed this agreement as part of his economic 
plan, Vision for Change in America. 

The special representative of the President approached the dis­
cussions leading to the agreement with a number of concepts and 
goals in mind. 
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One-renewed emphasis should be placed on economic resources 
to pay" for local self-government with the intention that this will be 
the final multi-year funding agreement. 

Two-Federal support can best meet the covenant section 701 ob­
jective of developing economic resources by targeting such support 
on capital infrastructure projects. 

Three-Federal monetary and policy assistance have helped 
produce tremendous economic growth that now permits full 
C.N.M.I. funding of government operations. 

From the very beginning, the special representatives' discussions 
centered on infrastructure needed to keep pace with growth in the 
C.N.M.I. The C.N.M.I. representatives enumerated many vital 
projects, with sewer and water heading the list. The discussions re­
sulted in a relatively short agreement which incorporated all of our 
objectives. 

MT. Chaii1nan, consistent with President Clinton's economic mes­
sage, the Department of the Interior urges approval of H.R. 1092. 
We look forward to further improvement in the Northern Mariana 
Islands' economy that will yield new resources to meet the financial 
responsibilities of local self-government. 

That concludes my statement. 
I would like to add, as you already mentioned, Rich Miller, who 

is what I call our house economist, is here with me, and Larry Mor­
gan, who is our Director of Legislative and Public Affairs. Larry 
has also been acting as Assistant Secretary, along with Ruth Van 
Cleave, and particularly right now in Mrs. Van Cleve's absence. 

[Prepared statement of Mr. Heggestad follows:] 
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DAVID H. HEGGESTAD, BUDGET OFFICER, OFFICE OF 
AND INTERNATIONAL AFFAIRS, BEFORE THE HOUSE 

ON INSULAR AND INTERNATIONAL AFFAIRS, REGARDING H.R . 
FEDERAL FINANCIAL ASSISTANCE FOR THE COMMONWEALTH OF 
MARIANA ISLANDS, MARCH 18, 1993. 

Mr. Chairman and members of the Subcommittee on Insular and 
International Affairs, it is a pleasure to appear before you today 
to discuss H.R. 1092, a bill that would authorize $120 million in 
Federal financial assistance, with a full faith and credit 
guarantee, for the commonwealth of the Northern Mariana Islands. 

Before detailing the Department's views on the bill, I would l ike 
to state that we in the Department of the Interior look forward to 
a cooperative relationship with the Congress, especially on iss~es 
relating to the insular areas. We are encouraged by President 
Clinton's stated intention to nominate persons of accomplishment to 
head the territorial office at Interior. We anticipate the 
confirmation and installation of Leslie M. Turner as Assistant 
secretary of the Interior for Territorial and International Affairs 
as an essential step in establishing a cohesive territorial pol i cy , 
complementary of action in Congress. 

History 

Turning to H.R. 1092, and the Agreement 2.t: the Special 
Representatives 2Il ~ Federal Financial Assistance 1Q..i:: the 
Northern Mariana Islands (Agreement), signed December 17, 1992, 
some historical perspective may be useful. The first financial 
agreement was an integral part of the Covenant to Establish tM 
commonwealth Q!. tru:. Northern Mariana Islands .in Political Union 
~the~~ 2.t: America (Covenant). It provided full 
faith and credit for multiple-year funding for the Commonwealth of 
the Northern Mariana Islands (CNMI) for 1978 through 1985 in the 
amount of $192 million. A second agreement was concluded in 1985 , 
which provided $228 million over the 1986 to 1992 period, with 
declining assistance for government operations and increasing 
assistance for capital infrastructure. 

Covenant section 701 has set the tone for the Federal/Commonwealth 
financial relationship since the inception of the Covenant: 

The Government of the United States will assist the 
Government of the Northern Mariana Islands in its efforts 
to achieve a progressively higher standard of living for 
its people as part of the American community and t.o 
develop the economic resources ~ tQ ~ the 
financial responsibilities 2.t: local self-government. 
(emphasis added) 
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The Covenant requires that Federal and CNMI representatives meet at 
seven year intervals to discuss financial arrangements. The 
Agreement now before you is the result of discussions that began in 
April 1991, between the Special Representative of the President of 
the United States and the Special Representatives of the Governor 
of the CNMI. Economic development and self-sufficiency have always 
been the goal of Federal financial assistance for the CNMI. This 
third, seven-year Agreement focuses on capital infrastructure as 
the most effective way for the CNMI to meet its goals and achieve 
fu :..1 economic potential. A unique, first-time aspect of the 
A,:, reement is that the CNMI will increasingly match every Federal 
<lollar, with a complementary decrease in Federal funding over the 
r,even-year period. 

H. R . 1092 like its 1986 predecessor provision in section 10 of 
l?ub l ic l 99-396, provides full faith and credit funding by the 
Federal gc., errunent to the Government of the Northern Mariana 
Islands. The $120 million would be expended over the period of 
f iscal years 1994 through 2000. The Office of Management and 
Budget advise s that H.R. 1092 would result in a decrease in direct 
spending. Thus, it is subject to the pay-as-you-go provision of 
t h e Omnibus Budget Reconciliation Act of 1990. President Clinton 
endorsed this Agreement as part of his economic plan, Vision Qi 
~ !.21: America. 

Federal Government Objectives and Assumptions 

The Special Representative of the President approached the 
discussions leading to the Agreement with a number of concepts and 
goals in mind. Among them were the following: 

o Renewed emphasis should be placed on the covenant section 701 
injunction to develop economic resources to pay for local 
self-government, with the intention that this will be the 
final multi-year funding agreement. 

o Full economic potential cannot be achieved without adequate 
capital infrastructure. 

o Federal support can best meet the Covenant section 701 
objective of developing CNMI economic resources by targeting 
such support on capital infrastructure projects. 

o Decreasing reliance on Federal money (which usually carries 
conditions) will bring a complementary increase in self­
sufficiency and self-government to the CNMI. 

o Federal assistance pledged in Covenant section 701 need not be 
direct monetary assistance; it can be in the form of policies 
that aid or stimulate the economy. 

o Since the 1978 implementation of the covenant, both monetary 
and policy assistance have helped produce tremendous economic 
growth that now permits full CNMI funding of government 
operations, without the $10 million to $17 million annual 
Federal subsidies provided in the 1986 to 1992 period . 
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o With decreasing Federal assistance to the year 2000, the 
maturing CNMI economy and government will become increasingly 
more comfortable with the financing methods they adopt for 
infrastructure construction and maintenance. 

o The goal of increasing self-government requires that the CNMI 
be given maximum latitude allowed by the Covenant in 
determining the best way to meet CNMI commitments under the 
Agreement. 

These concepts guided the President's Special Representative in the 
discussions with the CNMI. The Agreement reflects these concepts. 

Agreement -- Basic Provisions 
From the very beginning, the Special Representatives• discussions 
centered on infrastructure needed to keep pace with growth in the 
CNMI. The CNMI Representatives originally enumerated $800 million 
in vital projects, with sewer and water heading the list. They 
requested that the Federal government fund $500 million worth of 
these projects. 

The discussions resulted in a relatively short Agreement, which 
includes the following major provisions: 

o An expectation that local resources will be able to finance 
the needs of local self-government by the year 2000. 

o Full CNMI financing of government operations. 
o Equal Federal and CNMI contributions to infrastru,::;ture of $120 

million each over the seven-year period. 
o Phased-in CNMI financing of infrastructure, backed by a 

matching requirement: 

Fiscal Federal Commonwealth Matching Capital 
Year Contribution Contribution I Ratio Fund 

1994 $22,000,000 $9,000,000 71/29 $31,000,000 
1995 21,000,000 14,000,000 60/40 35,000,000 
1996 20,000,000 16,000,000 56/44 36,000,000 
1997 18,000,000 18,000,000 50/50 36,000,000 
1998 16,000,000 20,000,000 44/56 36,000,000 
1999 14,000,000 21,000,000 40/60 35,000,000 
2000 9,000.000 22,000.000 .2..9L1.l 31,000,000 

Total $120,000,000 $120,000,000 50/50 $240,000,000 

0 The provision for withdrawal from the Agreement ensures that 
each party will act in good faith in promoting the Agreement 
through the legislative process. 
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Other Issues 

On July 30, 1992, this subcommittee held a hearing dealing with 
important issues of labor conditions, immigration policy, trade 
policy and taxation in the CNMI. These issues are of serious 
concern to us because they deal with questions of fairness and 
fundamental rights. 

At the July 30 hearing, the Department of the Interior proposed a 
full review of these issues with the CNMI prior to consideration of 
remedial legislation. We signed a memorandum of understanding with 
the Governor of the CNMI, detailing the reviews that would be 
conducted. The CNMI has made substantial progress in providing 
information on the issues and has begun to deal with them, although 
we do not yet have enough information to complete our reviews. 

Regarding labor conditions, the Department of Labor has intervened 
forcefully against unfair labor practices, and this Subcommittee 
has expressed serious concerns regarding labor conditions and 
minimum wage levels in the CNMI. After the July 30 hearing, the 
CNMI prepared a report outlining options for raising the minimum 
wage and has proposed legislation to increase the minimum wage to 
the current mainland level by the year 1999. The legislation has 
been passed by the CNMI House of Representatives. We are pleased 
with the CNMI efforts in this regard, but believe that the data 
gathering process needs to be improved. To gather the needed 
information, we will assist the CNMI, beginning in April 1993, in 
the preparation of a report on wages and benefits by industry, 
similar to the report prepared by the United States Department of 
Labor in its biennial review of minimum wages in Am·erican Samoa. 
This report will assist both the CNMI Government and the Federal 
Government in assessing the adequacy of the minimum wage process 
and minimum wage level in the Commonwealth. 

Another review which we and the CNMI have agreed to perform is a 
cost-benefit analysis of the presence of aliens in the 
Commonwealth. We have agreed on terms of reference for the review 
and expect to begin analysis after the report on wages and benefits 
is completed. 

In the area of taxation, the CNMI has also made a good beginning, 
although progress seems to have stalled. The CNMI Tax Task Force 
prepared a report with a thorough analysis and alternative 
recommendations for improving equity and increasing revenues. 
Unfortunately, however, the report was not finalized nor released. 
More disturbing are recent news reports that members of the CNMI 
legislature have stated that no modifications in the tax system 
will be considered. 

We consider it a high priority to obtain the Tax Task Force report 
and evaluate the CNMI tax system with regard to equity and its 
capacity to raise adequate revenue. The CNMI contends that its tax 
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system, with a 95\ rebate of the "mirror" income tax and offsetting 
taxes on wages, salaries, and gross business revenue, can raise as 
much revenue as the "mirror" tax without any rebate. we are not 
convinced that this is the case, but believe that the CNMI should 
be given an opportunity to propose a tax system that, with 
modifications, can meet the test of fairness and raise adequate 
revenues. 

It is important to understand that in proposing a financing 
agreement that contains no payments for operations of the 
government and requires a 100\ local match for capital 
expenditures, we have made the availability of Federal funding 
contingent on an adequate system of raising local revenue. The 
burden of deciding how to raise this revenue will be where it 
belongs, with the government representing the people of the 
Commonwealth of the Northern Mariana Islands. 

We remain hopeful that the CNMI will continue to cooperate by 
providing important information necessary for making informed 
decisions, and will continue to utilize the resources of the Office 
of Territorial and International Affairs and other Federal agencies 
as the issues of labor, immigration, trade and taxation are 
addressed. We understand the Subcommittee's concern with a number 
of Commonwealth issues, and we understand that unless sufficient 
progress is made toward resolving these issues, the Congress may 
decide that legislation is necessary. The Congress, of course, has 
the power to legislate on these issues and the financing agreement, 
either together or separately. We urge that H.R. 1092 and the 
financing Agreement be considered solely on their own merits. 
Please be assured that we stand ready to work with you in resolving 
any issues that might stand in the way of enactment of H.R. 1092 
and implementation of the Agreement. 

Consistent with President Clinton's economic message, the 
Department of the Interior urges approval of H.R. 1092. We look 
forward to further improvement in the Northern Mariana Islands' 
economy that will promote self-government and yield new financial 
resources needed to meet the financial responsibilities of local 
self-government. 



84 

Mr. DE LUGO. It is good to see you all here this morning. 
I want to make some observations about two points made in your 

statement. One, is the statement which states that the commit­
ment is "contingent on an adequate system of raising local reve­
nues". Now, as you know, there is also a so-called side bar agree­
ment to study the adequacy of the local tax system. The agreement 
you support would not condition assistance on the study's finding. 
The Governor's tax reform proposal states that the effective tax 
rates in the Commonwealth of the Northern Marianas are consider­
ably less than the United States, two-thirds less, and with the re­
forms the Governor has suggested-and certainly it is questionable 
whether the legislature is even going to support those reforms-the 
tax rates would be 33 percent less than the United States. So, I 
think that it is stretching the point to say that the commitment is 
contingent on an adequate system of raising local revenues. 

The other statement is that the bill and the agreement should 
be considered solely on their own merits, and I can assure you that 
they will be. 

Let me ask some questions about OTIA's overall responsibility 
for its priorities regarding the insular areas. All of the insular 
areas have inadequate infrastructure. On a relative basis, Amer­
ican Samoa and Palau may have greater needs than the N.M.I., 
and lesser ability to finance them. 

The proposal would provide $22 million for the Commonwealth 
of the Northern Marianas. Has your office proposed an equivalent 
amount for American Samoa or for Palau? If not, how much? 

Mr. HEGGESTAD. Mr. Chairman, I regret that I cannot discuss 
and have been asked not to discuss the specific details of President 
Clinton's budget until it is officially transmitted to the Congress. 
I can say that our overall commitment to American Samoa is cer­
tainly comparable to our commitment made here to C.N.M.I. It is 
a different kind of commitment, though. American Samoa has a 
much greater need for assistance in meeting basic operational re­
quirements. There is a continuing and ongoing commitment and it 
has been discussed with our Secretary for infrastructure needs in 
American Samoa as well, and they will be addressed in the budget 
for fiscal year 1994. 

Mr. DE LUGO. If you compare the overall assistance, in American 
Samoa that includes the actual operations of the government. 

Well, let me ask this. You cannot comment on the Clinton pro­
posals. What about the Bush proposals? What about the last ad­
ministration? What did the last administration recommend before 
it left office? 

Mr. HEGGESTAD. Well, again--
Mr. DE LUGO. Amazing things that we are aware of have oc­

curred in the last day or so. Maybe they will continue to amaze me. 
Mr. HEGGESTAD. There were no final decisions made on a Bush 

budget per se. He submitted what I would refer to as a current 
services budget so that there was a point of comparison by essen­
tially inflating the 1993 enacted levels, and under that level, I 
think in 1993 American Samoa received about $6.2 million in as­
sistance for capital improvement. If you broke the Bush budget 
that was transmitted in January down to a line item level, then 
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American Samoa construction in that budget would have been 
about $6.2 million, with an inflation adjustment attached to it. 

Mr. DE LUGO. So, it actually went down? 
Mr. HEGGESTAD. No. It would be a little bit higher, adjusted for 

inflation, than the 1993 enacted level. 
Mr. DE LUGO. The figure you said was $6 million? 
Mr. HEGGESTAD. Yes. That was just for infrastructure. 
Mr. DE LUGO. Well, that is what I am talking about, infrastruc­

ture. So, that is $6 million. 
Mr. HEGGESTAD. It was approximately $22 million for operational 

needs as well. 
Mr. DE LUGO. We are talking about infrastructure. 
What about Palau? 
Mr. HEGGESTAD. Again, the only thing that was done by the past 

administration was essentially a current services level based on the 
1993 appropriations. Palau I think had-I do not have it in front 
of me. I think they received about $4.5 million in infrastructure 
needs in the 1993 enacted budget. We would be looking at some­
thing comparable. 

I would point out too, though, that Palau has received a great 
deal of assistance over the last 4 years, well in excess of $25 mil­
lion. 

Mr. DE LUGO. It was $25 million cumulative. 
Mr. HEGGESTAD. Yes, cumulatively over the last 3 to 4 years. 

Palau has a limitation on how quickly it can spend some of that 
money. One big project, the hospital, is now complete, and an ex­
tremely good job has been done on that hospital I would add. 

Mr. DE LUGO. Perhaps if they instituted a policy of bringing in 
enough non-Palauans, they could spend that money faster. 

Mr. HEGGESTAD. That is possible. 
But there is I think close to $20 million worth of unobligated and 

unused money now in Palau for infrastructure assistance. 
Mr. DE LUGO. In light of the needs of the other areas and their 

lack of resources, why should so much be provided for the N.M.I.? 
Mr. HEGGESTAD. I think I would have to point first at the cov­

enant itself and section 702 and 701, the entire article 7 of the cov­
enant, which calls for assistance and ongoing discussions on the 
continuing need for assistance. There was a discussion that took 
place beginning in 1991, and at least a determination was made 
there that there needed to be continuing financial assistance, that 
there still were needs in the C.N.M.I. for CIP. 

I could go on, though, and say that we view section 701 as a com­
mitment on our part to assist the Government of the C.N.M.I. to 
achieve a progressively higher standard of living, not necessarily to 
pay for it. That was something that was taken into account 
throughout. 

Mr. DE LUGO. Well, let me say that I support the commitment. 
I was one of the supporters, and I am committed to it and support 
it. But do you currently have a greater commitment to the N.M.I. 
than you have had in the past-what does OTIA see as its commit­
ment to the people of American Samoa? 

Mr. HEGGESTAD. Well, I do not think we can say it is the same 
kind of commitment because we do not have the same kind of stat­
utory or legal basis for it, but we certainly have a strong commit-
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ment to American Samoa, as we do to all the United States insular 
areas. I think it is reflected in their needs and how we adapt to 
that commitment. The needs in American Samoa are somewhat dif­
ferent than they are in the C.N.M.I. They have much more basic 
needs in terms of basic operational assistance, and their economic 
development is progressing at a much slower rate. That is a frus­
tration to us and I am sure to the American Samoa Government, 
but it is also a fact. 

Mr. DE LUGO. In the last administration, the Office of Manage­
ment and Budget blocked your office's efforts to develop a multi­
year assistance commitment to Samoa, a commitment that the 
committee had recommended. Has the new administration consid­
ered making a multi-year commitment of development assistance to 
Samoa? 

Mr. HEGGESTAD. I can't say that it has. I have to point out that 
we do not have a policy official on board for territorial issues. We 
have a designated Assistant Secretary nominee, and that kind of 
review will be occurring. It would be one of the first items on the 
agenda, I am sure, of the new Assistant Secretary. 

Mr. DE LUGO. Well, you are here to make a policy proposal with 
the Northern Marianas. 

Mr. HEGGESTAD. That is correct, and we are doing that, though, 
on the basis it was an item specifically raised for review before the 
new administration. At the beginning of the administration, it was 
brought to the attention of the Secretary and to the attention of the 
Office of Management and Budget and was reviewed and was in­
cluded in the President's economic plan. 

Mr. DE LUGO. Well, given the constraints of the budget, is it like­
ly that we could make a commitment of assistance for infrastruc­
ture in American Samoa or other areas equivalent to the commit­
ment which this prorosal would make to the N.M.I.? 

Mr. HEGGESTAD. could not promise that we would do that, if 
equivalent means the exact, same amount of money. 

Mr. DE LUGO. Would you expect it? I am not asking you to prom­
ise that you would do it. Do you think it is reasonable to expect 
that that would occur--

Mr. HEGGESTAD. No. 
Mr. DE LUGO [continuing]. Or not really realistic to expect it? 
Mr. HEGGESTAD. I do not think it is realistic in the budget envi­

ronment that we face, and not necessarily realistic when you look 
at the differing needs as well. 

Mr. DE LUGO. Infrastructure in other insular areas is financed on 
an annual discretionary basis. Should it be financed on a multi­
year commitment basis in the N.M.I., but not in other insular 
areas? 

Mr. HEGGESTAD. I would have to say yes at this time. Again, we 
have a mutual goal expressed in this agreement that this will be 
the last such. guaranteed multi-year assistance period, and after 
that we would be looking at annual discretionary assistance to the 
extent it is necessary, as we do in the case of American Samoa, 
Guam, and the Virgin Islands. 

Mr. DE LUGO. The Chair has additional questions and will ask 
them after we recognize the Delegate from Guam for any questions 
that the Delegate might have. 
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Mr. UNDERWOOD. Thank you, Mr. Chairman, and good afternoon 
to you. 

The questions that I have relate to a general question that I 
asked about the relationship between Federal assistance and par­
ticipation in the local governments and in the insular areas. I 
asked the question in a general sense to the panel of officials from 
the C.N.M.I. whether they see this kind of assistance as part of an 
obligation or whether they see it as a kind of an emerging partner­
ship, or perhaps do they see it as a kind of a form of government 
welfare. I was just wondering whether this kind of issue has been 
raised at OTIA. I know you have had a chance to think about it 
since I asked the question. I would like to put that question to you. 

Mr. HEGGESTAD. Thank you for the question, and I will try to re­
spond. 

I see it as a partnership, and I think the covenant section 701 
and the negotiated covenant also saw it as a partnership. It talks 
about the commitment of the United States Government to assist 
the Government of the Northern Mariana Islands achieve a pro­
gressively higher standard of living. It does not speak to, in fact, 
a specific standard or measurable standard. It talks about a pro­
gressively higher standard of living, but it also talks about assist­
ance in doing that. 

Within the covenant, there are obligations, but those obligations 
were subject to periodic reviews to the extent that there is any 
kind of guaranteed assistance. In other words, the original assist­
ance spelled out in the covenant was for a 7-year period, and the 
covenant did not speak beyond that other than to say 1 year prior 
to the end of each such period of assistance special representatives 
would look and make recommendations as to whether we create a 
new guaranteed period. 

So, I see it more as a partnership with certain obligations at­
tached to it. Those obligations at this point are primarily to sit 
down on a periodic basis and reach a mutual decision as to where 
we go next. That is what we are presenting to the Congress now. 

Mr. UNDERWOOD. In a broader framework, for those insular 
areas without covenants, would you see the framework of Federal 
assistance and participation along the same lines, a kind of emerg­
ing partnership? 

Mr. HEGGESTAD. That is the way I perceive it and more so evolv­
ing more and more in that direction. 

Mr. UNDERWOOD. So, would it be fair to say-I don't know given 
the stronger statements made earlier in this hearing, perhaps some 
of these questions relative to the specific assistance to the C.N.M.I. 
in jeopardy now. Would it be fair to say that OTIA sees this par­
ticular $120 million assistance package as part of that emerging 
partnership as opposed to an obligation that is responsive to the 
covenant? 

Mr. HEGGESTAD. Well, I think the overall theme is one of a part­
nership, and I think that is what the covenant intended to lay out. 
The covenant itself was a negotiated document that was then en­
acted into United States law. So, the theme is one of a partnership. 
I think within that, there are specific commitments that are made. 
In the case of the covenant, though, those financial commitments 
are subject to renewal. It wasn't a permanent and definite type 
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commitment. There are also similar type obligations by the Federal 
Government to Guam and the Northern Mariana Islands in the 
terms of the cover-overs, for example. But that doesn't mean that 
the overall framework cannot be one of a partnership and recogniz­
ing that there are certain commitments that are made and spelled 
out in law. 

Mr. UNDERWOOD. In the schedule that is outlined in your presen­
tation, the Federal contribution is significantly more in the earlier 
years in anticipation that the N.M.l.'s contribution to this capital 
improvement package will be significantly more in the end years. 
How do you see monitoring then? What happens in the scenario 
that perhaps the N.M.I. does not come up with-not that I antici­
pate that it won't, but I am just saying have you thought this issue 
through. What happens in the event that the N.M.l.'s share is not 
as planned? 

Mr. HEGGESTAD. Well, the inverse relationship-our funding be­
ginning at higher levels and decreasing and their match beginning 
at lower levels and increasing was certainly a purposeful policy in 
order to give the C.N.M.I. time to develop some kind of tax reform 
initiative. There are mechanisms, though, built into the agreement 
that protect our interests and essentially would require that some­
thing be done in the way of meeting the matching requirement. 

You might recall in the agreement it says that all funds will be 
made on a grant basis. Each grant for each project will spell out 
a specific matching requirement. If the C.N.M.I. does not come up 
with their matching share on that project, there will be no Federal 
funds available either. So, Federal funds are actually only passed. 
There is no passage of cash until the matching share is essentially 
put on the table as well. 

I have to say, though, that we are extremely disheartened by the 
action taken by the Saipan legislative delegation to quickly disavow 
the tax reform effort. That was our purpose in the matching re­
quirement, to maximize self-government, to give the C.N.M.I. the 
maximum opportunity to seek their own reforms rather than trying 
to negotiate or mandate something in advance. But it is very dis­
appointing to see that rejected by a large portion of the legislature 
before it even has a chance to be debated or seriously considered. 
I hope that is reversed. 

Mr. UNDERWOOD. On the MOU signed between OTIA and the 
N.M.I., what is your sense of the progress of the review of these 
labor, alien, and tax issues, and how has that been affected by the 
changeover in administration? Perhaps you could just give us a 
reading on the amount of progress OTIA feels has been made in 
that review process, notwithstanding the resolution. 

Mr. HEGGESTAD. Just a little historical perspective. The need for 
a cost-benefit analysis on alien labor is something that we started 
raising back in 1985 or 1986. I think Steve Sander is one of those 
who was very outspoken trying to get that type of analysis done. 

It was a major issue throughout our discussions that began in 
April of 1991 and, in fact, was written in as an actual provision of 
the agreement in our proposal. It was removed from the agreement 
itself only based on the insistence of the C.N.M.I. special represent­
atives and their agreement that we would have a separate agree-
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ment on the side that addressed the issue. We desperately think 
that this cost-benefit analysis has to be done. 

The C.N.M.I., I would say about 4 to 5 months ago, sent us a 
scope of work and a technical assistance application. We have 
agreed to pay for the cost of this analysis under our technical as­
sistance program. They sent us a scope of work that had been pre­
pared by a contractor. We have reviewed that scope of work and 
made several comments to it. One, we thought it was far too broad. 
We were looking at something that is a much more narrow, pure 
cost-benefit analysis. The N .M.I. proposal got into a lot more eco­
nomic planning activities as well. We made some suggested revi­
sions to the scope of work, sent that back to the C.N.M.I. Govern­
ment, and are still awaiting their response to that. 

So, there has been no specific activity yet. There is no contract 
out, and we do not yet have agreement on the scope of work. We 
do have agreement that we are going to pursue this, but there is 
no specific agreement on the scope of work. 

Mr. UNDERWOOD. Did you anticipate that it would move faster 
than it has? 

Mr. HEGGESTAD. Yes. We definitely hoped it would move faster. 
Maybe I shouldn't say we anticipated it would move faster, but we 
certainly hoped it would move a lot faster than it has. 

Mr. UNDERWOOD. One last question. In the Governor's prepared 
presentation, he mentioned the issue of compact impact aid as a re­
sult of FSM inmigration to the C.N.M.I., which is a problem, of 
course, that affects Guam as well. Has OTIA thought about the 
compact impact aid issue, and what is the current thinking on 
that? 

Mr. HEGGESTAD. Well, the current thinking is financially we feel 
we have a commitment at least to provide technical assistance, 
which Congress has done over the last 2 years using the technical 
assistance program to provide some assistance to both the C.N.M.I. 
and Guam to address the impact issue. 

I do think-and I guess we have stated this on many occasions­
that we still need to pay more attention and focus more on develop­
ing good information, again cost-benefit type information, on the 
impact of the Micronesian immigrants. For example, in the 
C.N.M.I. data that is presented in the Governor's testimony, it uses 
figures that incorporate a large number of Palauans who live in the 
C.N.M.I. While they are Micronesians, they are not per se an im­
pact to the compact since there is no compact yet with the Republic 
of Palau. Also, there is no data showing the offsetting contributions 
to the economy. Many of these Micronesians are taxpaying work­
ers. There is essentially no unemployment in the C.N.M.I., as is 
somewhat the same case in Guam. 

Mr. UNDERWOOD. So, is it OTIA's position that this kind of tech­
nical assistance or study grants fulfills the Federal obligation with 
respect to compact impact aid, or do you see it as a financial obliga­
tion? 

Mr. HEGGESTAD. At this point, I have to say we see it more as, 
if you want to call it, a financial obligation. It is confined to provid­
ing assistance to deal with the impact as opposed to paying some 
kind of formula payment. 
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Mr. UNDERWOOD. As I understand the law, the law says that the 
affected areas will be financially compensated, not studied. I know 
that study is a prelude to compensation perhaps, but I am just cu­
rious. Is this issue going to be revisited? I hope so. 

Mr. HEGGESTAD. I would guess that the issue would be revisited. 
I am going to say that it is addressed in the President's budget, 
and you will see how it is addressed in the President's budget. I 
am not saying whether you will like that or not like that. 

Mr. UNDERWOOD. Well, do you think I would like it? [Laughter.] 
Mr. HEGGESTAD. But it has been addressed to that extent in the 

President's budget. 
But as to the law itself too, I don't want to get into legal argu­

ments, but the law essentially authorizes that kind of payment. It 
does not mandate that kind of payment. 

It is a matter of tremendous concern. Guam, for example, has 
talked about an annual impact that may be as high as $8 million 
to $10 million a year. It is not an easy issue for us to deal with 
in the current budget climate, nor is it an easy issue for the Appro­
priations Committees to deal with. We have had meetings and dis­
cussions with them on how we deal with that. The problem is ev­
erybody looks and stares at each other and says nobody has that 
kind of money. 

We also look at the nature of the economies that we are talking 
about, Guam and the C.N.M.I., that have extremely strong eco­
nomic bases. These Micronesian immigrants are an integral part of 
that economy. They may be holding minimum wage type jobs, but 
they are part of the fuel to that economy. How do you take that 
into account as well when you look at the overall impact? We see 
it as a net impact figure. You can't just reimburse for impact and 
not look at the benefits that accrue from the presence of these peo­
ple too. 

Mr. UNDERWOOD. Thank you for your answers. 
Mr. DE LUGO. I thank the gentleman from Guam for his ques­

tions. 
I am going to have to leave for a brief period, and I am going 

to ask the gentleman from Guam to assume the Chair. I hope that 
I will be able to return before the conclusion of the hearing. 

Let me say that the representative from the Commonwealth of 
the Northern Marianas here in Washington, Juan Babauta, has 
asked to make a statement to the committee in a moment, and the 
Chair will be glad to receive that statement. 

There are simply so many questions that we have for you. There 
is a lot of frustration here. You testify that OTIA has wanted to 
have a cost-benefit study done on the alien impact since 1985. Here 
we are in 1993, and we still do not have one. When you see what 
is happening out in the N.M.I. and hear what was brought forth 
at this hearing, we cannot help but be very concerned and upset. 

You testify that the administration wanted to include language 
in this agreement related to alien labor reform. Is that correct? 

Mr. HEGGESTAD. It related specifically to the cost-benefit analy­
sis. 

Mr. DE LUGO. To the cost-benefit analysis. Well, it is hardly 
something that is revolutionary or puts anything at risk. The ad­
ministration knew of the concerns of this committee and the House, 



91 

the serious concerns about the situation out there as it relates to 
the impact of the alien labor on the community, and the fact that 
the MIRA system is not applied or has not been applied in such 
a way that shows that the resources of the N.M.I. are being uti­
lized to meet the needs of the citizens of the N.M.I. It would appear 
that there are tremendous rebates given back to certain individuals 
in the N.M.I. There is great concern, and to hear that as mild a 
provision to have a cost-benefit ratio on the impact of alien labor 
was proposed by OTIA and then withdrawn from this agreement 
is troublesome to the Chair. 

There is the question of the subsidy of water and power in the 
N.M.I. and a number of other issues that I could raise. I think we 
will put those forward to you in writing, and we will accept those 
answers for the record. 

At this time, I am going to have to ask Delegate Underwood to 
assume the Chair, and I want to thank you all. If I am unable to 
return before this hearing is concluded, I want to thank you all for 
coming. Lastly, I would like to thank you for the courtesies which 
you have extended to the Chair. I know it has been a very difficult 
hearing. 

I want to commend the Governor for his efforts at tax reform and 
say that it is of great concern. In addition, I am very disappointed 
in the position taken by Saipan delegation. We are at a very seri­
ous point. The policies which are being pursued cannot continue. 
The Chair is convinced they are destructive. You have also heard 
the remarks of the Chairman of the full committee. We have many, 
many responsibilities here, which must be met. 

With that, I thank you all for your courtesies and beg your par­
don that I have to leave at this moment. 

Let me turn the gavel over at this time to Mr. Underwood. 
Mr. UNDERWOOD [presiding]. Thank you, Mr. Chairman. I just 

have a couple of questions to continue along the same line. 
The Inspector General said last year that the lack of adequate 

oversight by your office over covenant grants contributed to the ex­
tensive questionable use of funds. The IG recommended that assist­
ance be withheld until the CUC, the Commonwealth Utilities Com­
mission, set adequate rates and collected fees adequately. 

Does this agreement condition the $120 million on adequate util­
ity rates and collections? 

Mr. HEGGESTAD. Not specifically, but it is tied into the agree­
ment. I can maybe give you a little more detail on that. The full 
cost recovery rates instituted in the area of water, sewer, and 
power was a condition of the second 7-year agreement entered into 
in 1985. It was then repeated in what was called the grant pledge 
agreement, which was the basis on which we used the covenant 
funds to back a bond issue by the Northern Mariana Islands. Once 
again, it mandated full cost recovery rates be put into place. 

There has been progress by the C.N.M.I. in that on January 1 
of 1989, a new rate structure was put into effect, which signifi­
cantly raised utility rates to a level of 16 cents for commercial and 
11 cents for residential users. 

It was based on a rate study as well that had developed that as 
a full cost recovery level. I think there were two problems with it. 
One is that the rates had been completed 2 years before the rate 
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was ever instituted, and second, there has been no adjustment to 
the rates since January 1 of 1989, although there has been signifi­
cant investment, including more than $40 million worth of capital 
investment in new generation capability. So, the rates are certainly 
out of date now. That is why we raised it as an issue in this new 
agreement. 

There is still approximately $34 million in bond money, that is, 
interest money and unused debt service retirement money, sitting 
in the Bank of New York as a result of the bond issue under the 
second agreement. In response to the Inspector General's audit, we 
have placed a hold on that money on approval of the use of that 
money until something is done to correct the problems of full cost 
recovery. 

Given the events of the last few years, full cost recovery is not 
something that can be done quickly though. The utility corporation 
financially is in dire straits right now. There is even very little 
good information to make decisions on. So, what we have told the 
C.N.M.I. is that we are willing to release the $34 million as a full 
cost recovery plan is developed and implemented that will ulti­
mately lead to the existence of full cost recovery rates in the utility. 

We have also provided technical assistance and specific expertise 
in the utilities area to help them develop that plan and to carry 
it out. About a month ago, we signed a grant agreement with the 
C.N.M.I. that over a 3-year period will give them approximately 
$1.1 million in technical assistance. That will be matched, actually 
about $550,000 from us and about $550,000 from the C.N.M.I., to 
develop a plan and implement it for full cost recovery. So, it is tied 
in in that way. 

They can only use the $34 million and interest money that sits 
in the Bank of New York to meet matching share requirements if 
a plan is developed and implemented for full cost recovery. 

Mr. UNDERWOOD. In your discussions with N.M.I. officials on the 
$120 million for 702, did you discuss any possibilities or any sce­
narios on how C.N.M.I. might finance their end of it? Did that be­
come an issue? 

Mr. HEGGESTAD. About how they might raise their matching 
share? 

Mr. UNDERWOOD. Yes. 
Mr. HEGGESTAD. Sure. There was a great deal of discussion on 

that. One item in particular that was raised over and over and over 
again is what we perceive as the need for an impact fee, developers' 
tax, whatever you might want to call it. In fact, the Governor men­
tioned today that such a piece of legislation is now pending in the 
C.N.M.I. legislature. I guess the frustration, again, we have there 
is that that legislation has been pending since early 1991. So, it is 
now more than 2 years. But we see that as essential. 

We already talked about the need for increased user fees. Full 
cost recovery in utilities is essential to good financial management, 
but you also have to look at other areas where there is need for 
user fees, such as the Commonwealth health center. You can also 
look at other things like trash services and other services. 

But finally, I think we saw a general need for tax reform, and 
that was discussed often throughout the discussions. 
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We are very pleased with the efforts that have been made first 
by a task force and now by the Department of Finance on its own 
initiative to undertake a review of taxes and to propose a tax re­
form initiative. Just glancing at it-and we were handed a copy 
yesterday of the full document-it looks like a very comprehensive 
document that we think deserves a great deal of debate and strong 
consideration. Like I said, we are sort of disheartened, though, at 
the sort of dismissal that it has been given at least by part of the 
legislature. 

Mr. UNDERWOOD. I have no other questions. This is not to be­
labor the point on compact impact aid. I fully understand the fact 
that the compact impact aid is not mandated and it is not appro­
priated funds, but it is authorized funds. In the law it reads, there 
are hereby authorized to be appropriated for fiscal years beginning 
after September 30, 1985, such sums as may be necessary to cover 
the costs, if any, incurred, by the State of Hawaii, the Territories 
of Guam and American Samoa and the Commonwealth of the 
Northern Mariana Islands resulting from any increased demands 
placed on educational and social services by immigrants from the 
Marshall Islands and the Federated States of Micronesia. 

My reading on that is that this does not require any kind of cost­
benefit analysis. It simply states that if there are additional costs, 
and I am sure that the local governments can make the case for 
those additional costs, and we will be pursuing that issue a little 
bit further. 

At this time I would like to recognize Resident Representative 
Juan Babauta who would like to make a brief statement. Please, 
Mr. Babauta. 

Mr. BABAUTA. Thank you, Mr. Chairman, for granting me per­
mission to speak to the committee again after having spoken with 
the panel from the C.N.M.I. 

I share the concerns that were expressed by Chairman Miller 
and Chairman de Lugo with respect to the N.M.I. policy on non­
citizens or aliens in the Northern Marianas. This is my first time 
to hear such strong statements coming from both Chairmen. I must 
take seriously their statements not to support the proposed agree­
ment for the $120 million for the N.M.I. 

I sit here before you as a duly elected official representing the 
people of the Northern Mariana Islands and to ask Chairman Mil­
ler and Chairman de Lugo to please reconsider their position. The 
failure of N.M.I. policies should not be allowed to be unfairly puni­
tive to the innocent people of the Northern Mariana Islands. We 
hear your concerns, Mr. Chairman, Chairman Miller, Chairman de 
Lugo, and I am certain that the N.M.I. leadership will reverse this 
policy given the hard reality we have just been presented. 

We all agree that there are problems with the aliens in the 
N.M.I. We have an immigration problem. We have a minimum 
wage problem. We have a problem with the number of non-citizens 
in the N.M.I., but I think that changing the way grants are given 
to the Northern Marianas is not the way to solve this problem. I 
think that the solution should go right to the heart of the problem 
and that is changing the law with respect to immigration. 

Therefore, on behalf of the people of the Northern Mariana Is­
lands, I would like to ask Chairman Miller and Chairman de Lugo 
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to reconsider their statements. We need your support, and we need 
your help. Thank you very much. 

Mr. UNDERWOOD. Thank you. 
At this time, I would like to simply say for the record that we 

will be including the statement of Representative Herman Guer­
rero and the summary of Inspector General findings regarding the 
Northern Marianas. 

[The information referred to follows:] 



95 

Hennan T. Guerrero 
REPRESENTATIVE 

P.O. Box 2051 
Saipan, MP 96950 

Eighth Northern Marianas Commonwealth Legislature 

March 2, 1993 

The Honorable Ron DeLugo 
Chainnan, Subcommittee on Insular 

and International Affairs 
Committee on Natural Resources 
U.S. House of Representatives 
Room 1324, Longworth House Office Bldg. 
Washington, D.C. 20515-9998 

RE: Multi-Year Funding Agreement with Northam Mariana Islands 

Dear Chairman ·oeLugo: 

Tel: (670) 322-5638 
322-7764 

Fax: (670) 322-7055 

. I am pleased to hear that the U.S. Congress is moving ahead to approve 
the next phase of multi-year funding to ttie Commonwealth of the Northern 
Mariana Islands in accordance with section 702 of the Covenant I applaud you 
for stepping f01Ward. to sponsor the legislation. I understand that the. 
subcommittee will be holding a hearing on the measure on March 18. In that 
regard I would like to offer the following comments: 

Although I ~ the intent ot increased autonomy and economic self 
sufficiency for the CNMI, I question whether a one-to-one matching requirement 
is realistic in light ot our current economic downturn. Although the 
Commonwealth legislature enacted a balanced budget for fiscal year 1992, we 
are faced with a $ 7.2 million dafidt, attributable primarily to a shortfall between 
projected and actual revenue collections. This, I believe, is indicative of a 
generalized economic slowdown and of the inescapable fact that the world 
wide recession has finally reached our island shores. In other words, I seriously 
question the ability of the CNMI to generate the matching funds proposed under 
the pending agreement, especially the proportionately increased levels in future 
years. 

I am also concerned about certain ambiguities in the proposed 
agreement. Lets take a worst case scenario: Commonwealth matching funds for 
FY 1994 and 1995 are met with interest earnings on funds derived from the 
prior financial agreement with the United States; in FY 1996, the 
Commonwealth is unable to allocate $ 16 million in matching funds under the 
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proposed agreement. What happens then? Is that year's fedefal contribution 
($20 million) lost to the Commonwealth in its entirety? Does it roll over to the 
next fiscal year to be available pending the CNMl's ability to match? Is it made 
available on a pro rata basis in FY 1995? The proposed agreement is silent on 
these issues. Nor does the proposed agreement provide a mechanism for the 
resolution of such eventualities. 

I am further concerned by the possibility of Congress approving a 1994 
budget prior to approving the Multi-Year Funding Agreement to the Northern 
Mariana Islands. Will OTIA attempt to bind the Commonwealth to providing 
matching funds even in the absence of congressional ratification of the 
agreement? This appears likely in the light of OTIA's insistence that the CNMI 
provide$ 6.25 million in matching funds in order to receive the$ 27.72 
Covenant grant pursuant to U.S. Public Law 102-381 . I serioUSly question 
OTIA's authority to impose such a requirement. Covenant section 704 (d) 
clearly states: 

'Upon the expiration of the seven yeai period of guaranteed direct 
grant assistance provided by Section 702, the annual level of 
payments in eacl) c;ategory listed in Section 702 will continue until 
Congress appropriates a different amount or otherwise provides 
bylaw." · 

Unless the$ 27.72 million appropriated to the CNMI under U.S. Public Law 
102-381 is specifically conditioned by Congress upon the CNMI appropriating 
matching local funds, the OTIA is Without authority to make such a demand at 
this or any other time. 

I am additionally troubled by the Special Representatives' evasion of the 
legislative process. Because the proposed agreement commits the CNMI to an 
expenditure of $ 120 million over a seven year period, these local funds will 
have to be provided in succassive appropriation acts of the CNMI legislature. 
Yet the Executive Branch at no time sought the advice or endorsement of the 
CNMI legislature. I seriously question whether the Special Representatives 
have the legal authority to commit Commonwealth funds without legislative 
approval. I would like to see a rectification of this procedure. 

Chairman Delugo, I welcome the subcommittee's oversight of the 
proposed multi-year funding agreement to the Northern Mariana Islands. 
Through the hard work of our people and the generous assistance of the United 
States, our islands and our people have come a long way toward realizing a 
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first world standard of living. Our aspiration is for full self government and 
economic self sufficiency. It is our goal, it is not yet a reality. We urge your 
committee's assistance in pursuit of that goal. I hope that my comment will 
prove valuable in the committee's consideration of the pending agreement. 

Sincerely yours, 

~✓-~ 
Herman T. Guerrero 
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Commonwealth of ihe ~orthern ;\-lariana Islands 

Since 198~. the Office oi Inspector General has issued 25 aud it reports contai ning 

hu ndreds of recommendations for the Commonwealth to improve its overaJJ focal 

activities aod operations. Our audits have consistently reported instances of fiscal 

irresponsibility and mismanagement of both locally generated revenues and funds 

pro,ided by the Federal Government. In response to our recommendations. the 

Commonwealth government has often promised corrective actions but has taken little 

if aoy substantive actions to improve its overall financial condition . The 

Commonwealth 's failure to address its long-standing financial management problems 

is evidenced by its most recent financial audit. Its fiscal year 1989 single audit, the 

latest available, showed that the Co=onwealth bad an $11.5 million operating 

deficit; carried over from prior years S20.2 million of unresolved questioned costs; 

and did not properly account for its revenue. The audit also showed that the 

Co=oowealth's financial management system bad 65 deficiencies relating to 

inadequate controls over cash receipts, billings, accounts receivable, cash 

disbursements, and cash management 

OIG Report Highlights 

"Review of Mariana Islands Housing Authority's Conn-act Administration 

Procedures." May 1988. Poor contracting and contract administration procedures 

enabled the contractor co the Koblerville subdivision project to overbill the 

Commonwealth S3.2 million . The Housing Authority approved S1.6 million of the 

oYerbillings for payment, recorded them as liabilities, and made payments to the 

contractor. The remaining $1.6 million had not been recorded by the Housing 

Authority. In addition. the Housing Authority"s Executive Director committed the 

Authority to pay $2.3 million in contract price. increases for on-site improvements 

th,1t exceeded available funding . 
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"Review of the Mariana Islands Housing Authoritv's Contract With OCK 

Construction Limited;' May 1988. The Housing Authority obligated $2 million to 

$3.5 million without authorization from the Commonwealth Legislature and awarded 

the Sl5 million to S25 million contract for the construction of low income housing 

on an unj ustified sole-source basis for more housing units than were needed. The 

Housing Authority borrowed funds to advance a SlO million payment to the 

contractor. Subsequently, the Housing Authority borrowed funds t:rom the 

contractor as a me.ans to pay interest on the $10 million borrowed to make the 

advance. The Housing Authority paid $683,000 of interest to finance the $10 million 

advance to the contractor, and home buyers will needlessly pay an additional S3.7 

million to $6.1 million because the contract was awarded sole source. Further, 

members of the Housing Authority's Board of Directors did not exercise due care 

in awarding the contract, and the end result was that contrary to legislative mandate , 

housing units were built that could not be sold because the houses cost more than 

low income families could afford or finance. 

"Commonwealth Utilities Corporation Commonwealth of the Northern l\1ariana 

Islands." June 1989. The Uti1ities Corporation had not identified all consumers of 

utility services; accurately measured the consumption of those consumers it bad 

identified; correctly billed for services, even when consumption was measured; and 

collected all amounts due. The Corporation's records reflected only 5,205 customers 

of the estimated 6,500 power users. Of the 5,205 power consumers, only 2,633 (51 

percent) were metered. Further, less than 2 percent of water u~ers were metered. 

For uometered consumers, consumption was estimated at a constant flat rate each 

month that did not approximate actual use . Because of these deficiencies, the 

Corporation lost S3.7 million in revenue. Also, past-due accounts totaling over S5.5 

million had not been collected by the Corporation. 

"Economic Development Loan Fynd. Commonwealth Development Authoritv. 

Commonwealth of the Northern Mariana Islands." September 1990. Because the 

Development Authority disregarded Federal and Commonwealth laws, policies, and 
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procedures, the Economic Development Loan Fund principal decreased by SS j 

million, thus reducing the amount available to provide financial assistance for 

economic development. This condition occurred for four reasons: First, Loan Fund 

assets were used for purposes other than economic development ($65 million was 

used to make payments on a bank loan obtained to finance a housing project, and 

$1.3 million was used to refinance a Housing Authority debt that was owed the 

Commonwealth government). Second, nine loans totaling $2.2 million were made 

to enterprises that were not commercially feasible or to ineligible applicants or for 

unauthorized purposes. Third, the Authority did not pursue the collection of loans. 

(Thirty-seven loans totaling S5.7 million were in default, and 98 loans totaling S13 

million were revised without improving loan collectibility. Of the Joans in default or 

revised, 17 loans amounting to S3.2 million were held by both current and former 

Government officials or their relatives.) Fourth, loans were not secured by 

collateral ($700,000), and borrowers were not required to obtain insurance for 

property securing loans ($3.6 million). 

"Capital Development Funds, Commonwealth or the Northern Mariana Islands," 

February 1992. The Commonwealth used S6.7 million of capital development fonds 

provided by the Department of the Interior ineffectively or for unallowable purposes 

and has a $59 million shortfall in funding for capital development projects. This 

occurred because the Authority used $5.3 million to build a project of questionable 

benefit and diverted Sl.4 million from specific projects to pay unallowable general 

operating expenses. 

"Fees, Billings, and Collections, Department of Public Health and Environmental 

Services. Commonwealth of the Northern Mariana Islands." May 1992. The 

Department set fees for medical ser.~ces that were too low to recover its cost of 

operations, failed to bill patients for health care services provided, neglected to 

collect delinquent accounts for services rendered, and did not record all amounts 

due. Because of these deficiencies, subsidies from the general fond of $60 million 

for fiscal years 1989 through 1991 were required to support the Commonwealth's 
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health care needs. BiJJings were not issued for $4.3 million of health care services 

provided and collection actions were not initiated on S7.5 millon of delinquen: 

accounts. Further, accounts receivable of $8.7 million were not recorded. 
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Mr. UNDERWOOD. Indeed, today's hearing had a very sobering 
tone to it with respect to some of the issues that were raised re­
garding the policy and the responsiveness perhaps of the C.N.M.I. 
Government to some concerns that were expressed in previous 
times. 

Personally I would like to congratulate Mr. Babauta for his state­
ment because I too personally feel that at times, coming from the 
insular areas, you hate to see funding used as a tool to, in a sense, 
be punitive, but there are serious concerns about the responsive­
ness and the clarity I think with which some of these policies have 
been articulated and whether, indeed, in fact, the policies have 
shifted. 

This is not meant to interpret either Chairman Miller's or Chair­
man de Lugo's points. It simply is a personal reflection of mine 
that it seems that, at least in my reading of some of the directions 
in which the policies are being articulated in the C.N.M.I., it lacked 
the clarity as to whether, indeed, they have been responsive or not. 
In lieu of that fact, I guess there is some level of frustration about 
that. 

Be that as it may, I think that when you reach the point in pol­
icymaking where you start making funding decisions and you uti­
lize them as an opportunity to create new legal structures, it is 
something that is to be taken seriously by all of us. All of us I 
think have had the opportunity as political leaders to participate 
in that. Without making the words perfectly clear, I think the ac­
tion and the anticipated actions are rather obvious. I think there 
is a great deal of work of reconstruction to be done with regard to 
this issue. I would like to say that on behalf of myself, I am quite 
willing to participate in that work. 

So, thank you very much, and this meeting is adjourned. 
[Whereupon, at 1:04 p.m., the subcommittee was adjourned.] 
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MARCH 18, 1993 

ADDITIONAL MATERIAL SUBMITTED FOR THE HEARING RECORD 

United States Department of the Interior 

Honorable Ron de Lugo 
Chairman 

OFFICE OF THE SECRETARY 
Washington, D.C. 20240 

JJN IO !003 

Subcommittee on Insular and 
International Affairs 

Committee on Natural Resources 
U.S. House of Representatives 
Washington, D.C. 20515-6201 

Dear Mr. Chairman: 

·- -- . 

On March 18, 1993, the Subcommittee on Insular and International 
Affairs held hearings on H.R. 1092, a bill to provide further 
financial assistance to the Northern Mariana Islands. 

You requested answers to follow-up questions regarding H. R. 1092. 
The answers are enclosed. 

Sinc•:1 J / L • 
Ra~. Hill, Jr. i 
Assistant Legislative Counsel 

(103) 
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QUESTIONS FOR THE INTERIOR DEPARTMENT OF TERRITORIAL AND 
INTERNATIONAL AFFAIRS BY THE SUBCOMMITTEE ON INSULAR AND 
INTERNATIONAL AFFAIRS - MARCH 18TH LEGISLATIVE HEARING ON H.R. 
1092, A BILL TO PROVIDE FURTHER ASSISTANCE TO THE COMMONWEALTH OF 
THE NORTHERN MARIANA ISLANDS. 

OTIA OVERSIGHT 

1. The Inspector General said last year that the lack of 
adequate oversight by your office over Covenant grants 
"contributed to the extensive questionable use of funds." 
The IG recommended that assistance be withheld until the CUC 
set adequate rates and collected fees adequately. 

QUESTION: Does the agreement condition the $120 million on 
adequate utility rates and collections? 

ANSWER: There is no direct condition requiring adequate 
utility rates and collections before the $120 million may be 
spent. There is, however, a potent indirect incentive for 
implementing full cost recovery by the end of fiscal year 
1995. The second seven-year agreement required full cost 
recovery by 1989, which remains unfulfilled today. Also, on 
orders from the Interior, the Bank of New York is holding 
$27 million in interest and other earnings related to the 
second agreement. The third agreement, now under 
consideration, states that the "interest earnings on funds 
contributed under the Second Financing Agreement may be 
applied to the total of the Commonwealth Government matching 
requirements for fiscal years 1993 through 1995. These 
earnings will be made available when the terms of the grant 
pledge agreements entered into under the Second Financing 
Agreement are met." 

The primary condition under the grant pledge agreements that 
is being referenced above is the requirement for full cost 
recovery rates. Under the third agreement, the $27 million 
can be applied as the CNMI match only in fiscal years 1993 
through 1995. If the full cost recovery plan is not 
implemented in any one of these three years, the CNMI must 
raise its matching requirement from other locally derived 
revenue, imposing an additional, substantial burden on the 
Commonwealth. While this is not a condition precedent to 
receiving the $120 million, the ability to use the $27 
million as a match is a powerful incentive for implementing 
full cost recovery. 

While the CNMI is not in full compliance with the full cost 
recovery requirement, steps taken have been substantial and 
very positive. Since the Second Financing Agreement went 
into effect, the Commonwealth Utility Corporation (CUC) was 
created, power rates were increased from less than 6 cents 



105 

2 

per kwh to 16 cents, and total annual collections rose from 
approximately $5 million to nearly $30 million. 

SAVINGS OR NEW SPENDING? 

2. Both the present and past administrations have suggested 
that the agreement would save some $74 million over the next 
seven years . This assumes, however, that the current 
commitment would not otherwise be replaced. If it were 
repealed, for example , the agreement would repre sent an 
additional $120 million in spending. 

QUESTION: Did the new administration consider replacing the 
current commitment with anything other than the agreement 
negotiated by the last administration? 

ANSWER: Yes, the Administration considered rejecting the 
agreement, as is allowed by its terms, and it considered 
starting over with new negotiations. After consideration, 
it was determined that supporting the existing agreement was 
the best option. 

3. O.M.B. 's explanation of the President's economic plan stated 
that the agreement was with the government of the N.M.I. 
although, of course, it is only joint recommendations made 
by representatives of the past President and the Governor. 

a. QUESTION: Did the new administration believe that the 
agreement was with the government of the N.M.I., as they 
stated, or did they understand that the government of the 
N.M.I. had not approved it and that our government was not 
obligated to? 

ANSWER: This Administration knew that it did not have to 
support the agreement. There is a provision in the 
agreement to that effect. However, the Administration does 
not take lightly the fact that this agreement was reached in 
good faith between Special Representatives of the Governor 
and the President. On that basis, we would not reject the 
agreement for purely partisan reasons. 

b . QUESTION: Did the new administration have full knowledge of 
all of its options on this matter? Did it know, for 
example, that it could have proposed conditions on funding? 

ANSWER: The agreement does contain conditions on the 
funding . It does not allow the money to be used for 
operations; it requires matching contributions from the 
Commonwealth prior to Federal payment; it requires a 
project-specific plan before funds are expended; it requires 
a plan to meet the full cost recovery rate condition in the 
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last agreement; it requires the imposition of grant 
regulations, even though grant regulations normally do not 
apply to direct appropriations; and it requires the two 
parties to reach an agreement on audit resolution before 
funds can be expended. 

Since the agreement was the result of "good faith" 
discussions, we believe additional conditions should be 
imposed only if there is mutual agreement between the 
parties. Of course, the Congress is free to legislate 
additional conditions as it deems appropriate. 

4. An O.M.B. official told us that the Interior Department had 
suggested that the agreement was not controversial. Your 
office, however, has known that we were concerned about the 
N.M.I. 's tax and alien labor policies and their connection 
to federal assistance, that we were concerned about projects 
not being identified when the last agreement was proposed, 
and that these have been problems with the use of the past 
assistance. 

QUESTIO~: Were policy-makers fully apprised of our 
concerns? Would you please submit copies of any such advice 
you gave them? 

ANSWER: In the budget process and in the process of 
briefing the new administration on significant policy 
issues, the agreement and related congressional concerns 
were raised with policy officials at Interior, both orally 
and in various internal documents. The Assistant Secretary 
for Territorial and International Affairs was not yet 
nominated when many of the decisions on the budget had to be 
made. 
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(:ommonturaltb of tbt .Bortbcrn .fflariana JJ~lanb~ 
~mer of t!Jr ~olmnor 
Cap;tol !till, Saipan MP/USA 96950 

U.S. 

Phone: (610) 322-509112/3 
Telefax: (670) )22-5096/99 

Honorable Ron de Lugo 
Chairman, Subcommittee on Insular and 

International Affairs 
Committee on Natural Resources 
Washington, D.C. 2051 S-6201 

Dear Chairman de Lugo: 

Re: Follow-up Questions to March 18th Hearing - H.R. I 092 - Financial 
Assistance to the Northern Mariana Islands - Your Letter of 1 April '93 

Thank you for your many councsic:s. We appredate the time the Subcommittee has spent 
wilh the Nonhern Marianas. We provide answers 10 the fo!!ow-up questions you pu1 to us 
in your letter of I April '93. 

1) Federal SuPJ)On Justified Even in Light of NMI Gannent Manufacouing 

Why should the Federal Government use revenue conaibuted in part by U.S. workers and 
manufacturers, who are suffering in pan from competition from the Marianas, to finance 
infrastructure for the O:nnmonwealth? 

Assumptions in this question are inco~L U.S. ganncmt workers and manufacturers do 
not suffer from NM! competition in te,tilcs or garments. The NM! creates jobs for 
mainland U.S. citizens; it docs not eliminate them. 

U.S. manufactures do not suffer from competition from the Nonhern Marianas. The 
percentage of the U.S. gannent market reflecting goods from the CNMI is very small. 
Computed as the value of tile U.S. imports for consumption under HTSUS Chapters 61 & 
62, in 1992 the CNMI represented only 1.0499% of all imports to the United States. The 
CNMI share of imports decreased between 1991 and 1992 from 1.07% to 1.04%. 

We're sure mainland garment workers and manufacmres don't complain that other States of 
the Union compete unfairly. The CNMI is member or the U.S. political family. We are 
citizens. U.S. owned or partially owned companies expon more than 51 % of the garments 
made in Saipan. Kelwood, one of these garment firms, is a U.S. Fortune 500 company. 
It cannot be fairly said that the NM1 is a "nun-domestic" competitor. 
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Mainland workers do not "suffer:· they "benefit'· from 1he NM!. Foderol financing"""'"'" 
infrastructure that. in tum, allows the NM! to create jobs for mainland Americans. It is 
significant that NMI garment exports to the United States an: close to equal in size to CNMI 
impons from the mainland United States. In 1992, garment expons to the mainland U.S. 
totaled $294 million, while impons from the U.S. into the CNMJ towed $275 million. 
The CNMI buys tons of U.S. goods; creates jobs on the mainland, doesn't eliminate them. 

The CNMI garment industry slowly declines. From a high of 26 firms opcraring in 1989, 
there an: now only 16 woricing gannent factories . Reasons for plant closun: range from 
declining profit margins, to in,rcased competition from Asian rim countries. The number 
of work= employed in ganncnt manufacrure in the CNMI decreased by over 1,400 
persons during the period 1991-1992. In 1986, a moratorium was placed on industry 
development 

The Federal Government has already shut down pan of the NMI textile and garment 
industry. Sweaters were the initial garment produced in the CNMI. In 1984 the United 
States Customs changed its regulations to exclude any textile products from insular 
possessions unless "substantially aansfonncd." Shonly thcrufter, CNMI gannent 
manufacturers had no choice but to begin to manufacture garments using "cut and sew" 
methods. The "cut and sew" garment production method is more labor intensive than 
swcatcra. 

Toe NM! has developed a garment Industry, depending in the main on alien labor. This 
should come as no surprise to Federal authorities. It is overstatement to say that Congress' 
purpose in giving duty free status to CNMI goods was 10 help create jobs in the Marianas 
for local people. When General Headnote 3 (a) and its predecessor legislation were 
originally enacted, the duty-free exemption wa< not applicable to the Northem Marianas. 
We !ind nothing in tho legislative history or negotiating history of Section 603(c) of the 
Covenant explicitly stating that the purpose of extending the headnote exemption to the 
Nonhem Marianas was to create jobs in ,he Mai1anas for local people. 

Fornier Assistant Secreta,y of the Interior Montoya asserted lhat: 

Utile reference was made (in the legislative history of Headnote 3 (a)] to 
employment of local residents as opposed to aliens simply because the major 
territories, Guam and the Virgin Islands, were subject to U.S. immigration laws 
and employment of aliens in Headnote 3 (a) industries was not an option.1 

Subcommittee concern over the presence of a large non-resident worker population in the 
NMI comes as a surprise. Extensive ~liance on alien labor for economic de"elopmcnt was 
contemplated when the Covenant was negotiated. From the outset, 1he Marianas Political 
Status Commission knew• and communicated to the United States negotiators - that alien 
labor would be necessary 10 the economic development of the Northern Marianas: 

The high level of population growth which we have projected ... reflects the 
explicit recognition by the Marianas Political Status Commission that the 
present small population base [of the Northern Mariana Islands] cannot 
provide the labor fon:c needed for significant economic development. 

1 Special Rqxescn\aciVC or the Presidcm fc,- lhc SectJon 902 Consultations, Po!li\.ion Pap;,r, ·Aticn Labor 
and Headnote 3 {•),"' al 3, rt:printed in Compilation of DocumcntS from lhe First and Seoond Rounds of the 
Coven1n1 Section 902 Consultldon,, at 91 . 93 (1986). 
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Controlled immigration into the Mananas will be necessary if we are to 
at.tain our economic goals. 2 

See also U.S. Dep't of State, Trus1 Territory of the Pacific Islands: 1973, a1 57-58 (1974): 

"The manpower supply of Micronesians with job skills required for ready 
participation in economic growth opportunities is limited , .. Shortages exist mainly 
in managerial, professional, and middle level skills such as construction and service 
trades. The current increase in construction will require further increase in non• 
resident skilled workers." 

Today, NMI citizens can still only provide 16% of the needed work force. 

If the mainland U.S. workers and manufacturers are being overcome i1 is not due to the 
NMI. Look to Mcl<iCO, American corporations arc closing plants and slashing work forces 
in the United States and shifting jobs to Mexico. Since 1965, more than 1,800 plants 
employing more than 500,000 workers have been built there, most by U.S. corporations. 
Mexico's Maquiladora program, a venture started to persuade United States companies to 
establish assembly plants there, has moved jobs and factories away from the U.S. flag. 
The government encourages such plants by setting low tariff on finished goods shipped 
back to the United States. Originally, Maquiladoras assembled components shipped in 
from the United by American corporations. Now many of these so-called assembly plants 
are full-scale manufacturing facilities, performing the same type of work that was once 
done by American workers, but at much lower wages. 

2. The $120 miJUon Will Rai&e Standard of I iving Will Be Used for Prioritv Needs 

How can we be assured that the $120 million will be used for what we will agree are the 
priority needs in the NM!? Specifically, how would the recommended $120 million raise 
the standard of living in and develop the economic resources of the Commonwealth? 

While the texl of the new 702 Agreement does not contain the specific projects which 
would be financed with the $120 million, a list ofCNMI priority projects was submitted to 
the Subcommittee as part of the Governor's wiinen testimony to the March 18, 1993 
oversight hearing, This list of projects has also been provided to the Department of the 
Interiors Office of Territorial and Intem•tional Affoin (OTIA). 

The 702 Agreement contains language that speaks 10 CNM1 priority projects: 

"The Conuoonwealth Govenunent shall develop and maintain an 
integrated list of priorities for new and reconstructed capital infrastructure to serve 
the residents of the Commonwealth. Each listed project shall have a cost estimate 
with identified sources of financing, Projects may be phased over two or more 
years, Such list may be revised as deemed appropriate by the Commonwealth 
Government. Copies of the list and any revision shall be submitted to the Assistant 
SCCll:t.ary of the Interior for Territorial and lntemalional Affairs." Part IJ, 
Funding, B. Capital Development, on Page 3 

2 Marianas Political Status Commission, "Resp::mse to Commc.ms of Ambassador Williams and Mr. J, 
Wilson on the Maria.RM Political Status Commission Economic and Financial Position Pe.per" lr2 
(Mananas Political Slatus Negotiations, 2nd Round, Ma)' 2S, 1973). 
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When negotiations first began on this new Agrecrnc:n~ the C:NMl Government identified 
$832 million worth of needed capital projects from it, own imemal planning process. 
From this original list, approxima1ely two-thirds of the projects were eliminated in order to 
Iii within the $240 million to be made available under the terms of the new Agreement. The 
resulting list of capital projec1s an: absolu1ely essentiol 10 1he continued long-tenn economic 
growth and increased standard of living for the People of the Northern Mariana Islands. 

From our spread shee1 of priority projecis for !he period of FY 1993 through FY 2000, it is 
clear tha1 certain projects require that funding be phased over two years or more. Funding 
contributions from both the CNMI and the U.S. Governments are included in the spread 
shee1 to realistically show how the allocation of these resources might vnry from one fiscal 
year 10 the next during lhe financial assist.a.nee period. 

The Governor's Office wishes to assure the Subcommincc tha1 significant changes in the 
priority of lhese projects is highly unlikely. These projects hove been =fully s1udied and 
selc<:led as those that will make the mos1 positive contribution to the present and foture 
economic prosperity of the CNMI, and only minor variations in the cons1rUClion timin11 of 
these projcclS throughout the U.S. financial assistance period an: anticipated. In accoroance 
wilh !he new Agreement, any revisions to the list of capital projects shall be submitted to 
the Assistant Secretary of the OTIA. 

The Governor's Office has received inquiries indicating Congressional doubt that the 
CNMI plans for its inhastructurc needs. Congress accepted the seven-year strategic 
development {)Ian which was prepared for the NM! by the consulting firm of Atthur D. 
Little lntcmauonal, Inc. (ADL) in 1987. Perhaps we have been remiss in not informing the 
Congress of planning effons undenaken by the various departments and agencies of the 
CNMI Government since the prcpanition of the ADL Plan. In an aru:mpl 10 correct this 
over&ight, we take this opportuni,y to describe our plannine effons. 

The Anhur D. Little (ADL) Plan provided a needs asscssmen1 Cor basic infrastnJcturc and 
was divided into three principle elements: (1) an economic development plan; (2) a capital 
improvement plan; and (3) a financial management strategy. The Plan identified capital 
improvcmeni priorities that reflected prime development needs and opportunities. It also set 
those priorities with an eye on our limi1ed funding sources. At the time the ADL Plan was 
prepared in 1987, very little real plannin& was being done by the depanmen1s and agencies 
of the CNMl Government. Funding was so limited and the needs were so vas1 that 
planning seemed a luxury. 

Today, however, CNMI Government deparnnents and a~erlCics arc all involved 'Nith long­
range planning. And these plans are not just in-house reporu to justify the actions of 
managemenL They are maslCt' plans prepared by qualified professional consulting firms 
retained by the Govcmrnem to analyze current cond1tions and to recommend 
comprehensive solutions. Our present planning process resemblos lhe type of ;nfrastructurc 
planning approach utllilld by most U.S . Mainland communities. Thal is, eomprehcnsive 
land use and zoning plans= prepared and adopted by the legislative body and then 
physical master plans in all categories are ~uircd to conform Lo tl1e land use plan. 

Our own comprehensive land use plan and z.onlng law has been under preparn.tion for the 
past two years by a well known na1ional planning consul1an1, Lane Kendig, Inc. The drafl 
plans and :i:oning maps have bun completed and submitted 10 1he CNMl Legislature for 
adoption. When approved, these plans will guide developmen1 on Saipan for years to 
come. 
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Physical master plans which have been prepurcd since tl1e A.nhur D. Little plan.,.. as 
follows: (1) Power generation and distribution -R.W. Beck & A»ociatcs; (2) Water 
supply - U.S. Geological Surveys; (3) Water distribution - Winzler & Kelly, Inc.; (4) 
Wastewater facilities - Duenas & Associotcs; (3) Solid Wasic - Dames & Moore, Inc.; (6) 
Seapons - U.S. Anny Corps of Engineers & Bechtel; (7) Airports - Leo A. Daly, Inc.; (8) 
Tourism - Duenas & Swavely, Inc.; (9) Public School Sysrem - Dr. Betty Hanson; (JO) 
Nonhem Marianas College · Wilkinson, White Aichitec<s. 

As an example of how we have arrived at our priority capital projeGts Ii$!, we arc 
submitting the following set of documents so th111 the Subcommittee can rem,ce the 
process. We have randomly selected the Public School System for illusu·aliou. The set of 
documents include: ( l) Spread Sheet (3 pages) showing the funding conlributloll> of both 
the CNMI and U.S. Governments by ,ector and broad category spread from FY 1993 
through FY 2000; (2) A list (J pages) or !he specific projects selected with estimated costs; 
(3) Project narratives and Justifications (20 pages); and (4) The specific physical ma.ter 
plan from which the projects were selected. 

For our example, we submit copies of the PSS Capital lmpruvement Plan prepared by Dr. 
Beny Hanson. Dr. Hanson is a preeminent scholar in !he field of school focilities plannine 
in the Stale of California. We also submit a financial management ,trategy prepared by 
Delcine & Touche. If one stans with Sector H., EDUCATION, ou Page 2 of the spread 
sheet, the projects can be reuaced through the 4 d<x;uments listed above to give• clear 
picture of how these priority projects were selected for 702 funding. 

Standard of living to be raised? Yes. The recommended $120 million would raise the 
standard of living and develop the economic resources of the Communwca!U, by providing 
a portion of the needed funds to upgru.de our power, water HJ1d sewer systems, as well as 
our health care facilities, our schools and our roads. Facilities would reach a level of 
operation considered reliable by U.S. standards. 

In addition, our water and sewer sys1ems remain inadcquare 10 effectively protect !he 
CNMl's narural environment. Groundwater, which is the only developed source of fresh 
water in !he CNMT, is in danger or being over pumped. New sources such •• surface 
water catchment and the desalinization or sea water mus1 be developed as supplementary 
sources. Our largest sewage treatment plant in Garapan, which is in the central pan of 
Saipan, continues to discharge !he effiuen1 within Sa.ipan Lagoon, a situation which must 
be changed in the very near future if we are tu protect residents and visiton alike from 
possible health problems. 

These are serious issues that rcquin: sophistii.:~tcd and expensive solutions. The CNMI's 
internal resources are simfly insufficient 10 provide the necessary funding to address these 
infrastructure needs. Unti many of these issues are resolved, continued economic 
development of the CNMI will not proceed as de,ired by both the CNMI and the U.S. 
Governments. 

Members of the U .S. Congress can be assured that the $120 million will be used for 
priority needs of the CNMI. In addition, there exists an ongoing program in the insular 
areas known as the Operations and Maimenam;e Improvement Program. The OMil' 
program is jointly sponsored by the Department of the Interior and the U.S. Anny Cori» of 
Engineers, m conjunction with en private consulting firm. Louis Berger International, Inc. 
This group of highly qualified professionals has been working with the agcncico of the 
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CNMI since 1990 and fully undersl8nds our infrastructure needs. The group could be 
asked to indcpendenUy evaluate and verify the CNMl's list of needed capilJll projects and 
report its findings directly to the Congress. 

3. NMI Lc&islature Approves 702 Agreement - CQmmits to Match 

Why wun't the Lcgislarure asked to approve the Agreement? Why should the Congress 
approve the Agrtcmen1 bcfOTC !he Lcgi,laiure does? 

The Lcgi•lativc leadership approved !he Agreement and expressed suppon. Ir has 
committed to match the $120 million. We attach a letter of 16 Oc1oher 1992, signed by the 
Governor, Senate President, and House Speaker, stating that: "We are happy to infonn 
you \hu lhis Agreemeni has lhc support of our Administra1ion and Legislature." 

Will the Legislature commit to match the $120 million? Why have so many legislators 
questioned doing so? How can we be assured of a commianent on 1he pan of the NMI? 

The dollar-for-dollar matching requirement of the 702 Agreement guarantees to this 
Suocomminec and to the Congress lha1 !here will be taX refom1 and matching revenue. We 
mus, match the Federal dollar. We need more local dollars to mske lhe match. More local 
dollars will mean tax rdann. No tax refonn; no local match; no Federal money , 

New iaxcs measures are now entertained a, the CNMI Legislarure. Jusi to mention a few: 
.Developers' lnfrastrucmre tax (imposin& a 7% tax on the total project cost of new 
development); Gannen1 Manufacturer's Gross Proli1s Tax; Saipan Room Occupancy Tax 
(levy an additional 5% occupancy taX on each room - funds dedicaled for in1provement of 
utility services); Additional Excise Tax on Alcoholic Beverages l fund dedicated for public 
schools). The Oovemor urges favorable action on these measures. 

The CNMI Executive has also taken the lead in advocating general taX rcfonn for the mu. 
Our Finance Dcpanmen1 has recommended ways 10 make lhe tax burden fairer 10 all and at 
the same time increase resources. We mean to close loopholes and smooth out uneven tax 
rates found in our present system. As the Finance Tax Report says: ''11lesc unfair 
practices will have to change if the CNMI is 10 have a credible tax system that promotes the 
welfare of all and not just the privileged few." We propose legislation 1hat will bring in an 
additional $30 tO $40 million a year in local revenues. We ,re hopeful that lhe local 
Lcgislatlll'C will join this we. refonn initiative. 

We enter !he NM! elcc1ion campaign season. Hesil8J1cy of some lcsislat0rs to publicly 
endorse tax increase should be read with that in mind. It is our opinion that the Lc~slature 
will pass revenue increases, if not in the present Eighth Legislature, then cenainly in the 
new Legislaiure, foilowing the next general election. There will be match. 

A dcmonstra.tion of legislative commitment for match can be found in the attached swnmary 
of House and Senate bills, n::gardin;: immigration, labor, minimum wage, and taxes. If 
you desire the full bills, we will send them under ~eparatc cover. 

4- No fear of Amcodmots or Ch;rn,:e:;. 

Slnoe the Congress will have approved the agreement, why should changes in it be made 
without congrenional approval? 
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'!be Congress is being asked to approve the fixed level of Federal fumim~. llie first two 
such funding agreements addressed funding levels only, not the list of infro,tructure 
priorities that could possibly change during the funding period. The proposed agreement, 
like the first and second agreements, is likewise carefully drafted in order IO protect the 
sanctity of the Covenant. To require congressional approval for changes involving specific 
infrastntctuIC projects, or OTIA admmistrative changes, would be contrary to ..,If. 
government guarantees contained in the Covenllllt 

The Section by Section Analysis of the Covel1flllt 10 Enablish A Cumnwnwealrh of the 
Northern Mariana Island,: Marianas Pol/rlca/ Status Commisswn, February IS, 1975, 
says: "It is imponant to note that the United States ho, agreed to provide direct assistance, 
which means that the Government of the Northern Marianas will be able 10 determine the 
precise projects on which the funds will be used." 

1be Covenant was the fulfillment of the U. N. TrustecShip Agreement in which the United 
States guaranteed self-government to the people of the Northern Marianas and committed to 
raise the standard of living to the U.S. srandanl by providing assistance for mfrastructure 
development. In addition, the CNMl's matching oonaibutions are appropriated by the 
legislature which has an imponam role In detcnnining infntstrocture priorities as special 
circumstances may dictate. For example, frequent typhoons can wipe out infrastroctuIC, or 
11 droughL could create a need for more water projects. 

Recogntzln~ 1he Covenant's self-government ~uarantees, the President's Special 
Representallve agreed the CNMI shall develop and maintain a list of priurities for capital 
infrastructure projectS. That lisi may be revised as deemt:<l appropriate by the CNMI, and 
shall be submitted to the Assistant Secretary of Interior for Territorial and International 
Affairs. Federal assistance provided under this agreement shall be subject to applicable 
Pederal grant regulations. 

What assurance does the Congress have that the provisions il is being asked to approve will 
not be changed llltmediately? 

As mentioned above, Congres:s fa being asked to approve fixed levels of Pcderal funding. 
Federal funding cannot be changed without subsc,iuent Congressional approval. 

5. Beocescntation 

The agreement does not miikc clear who will represent the parties in making changes to it. 
Who will? How can we be assured that officials other than those iHtended now will not 
make changes in the future? 

The approval process for changes in infrastructure priorities involves llie CNMI executive 
and legislative branches. Changes arc submitted to the Assistiutt Secretary of Interior for 
Territorial and International Affairs IO ass= th•t tho,e projects are in foct solid capital 
development projects and consistent with applica.ble laws. 

Any administrative changes must be made mutually by tho NMl and OTJA. 

6. c.ommoowcalrh lJtiJiries Comorntion -Meters On~ Collections Up -1 Jsea Not 
~-

What is the current situation with collections, rates, and metering? 



114 

Chairman de Lu~o- Follow-up Questions - H.R. 1092 Page 8 

Collections have grown from $5.6 million in fiscal year 1988 to $37.5 million in fiscal year 
1992. As of March '93, 98% of all customers are metered. Full cost recovery rates were 
implemented in January 1989. The power rate was increased by 100%, raising residential 
rates from $0.05/KWH tO $0.11/KWH; commercial rates went from $0.08/KWH tO 
$0.16/KWH. Further rate adjustments ore planned for '93. 

What provisions are there to ensure that those who can pay lhe cost of services do and only 
those who cannot are subsidii:al? Why should Federal taX payers provide additional 
infrastructure assistance when many in the NMI who can pay a fair share for utility services 
are not required to do so? 

Regulations do not provide for subsidy. Everyone in the CNMI pays their fair share. Even 
customers under the Federal Low Income Housing Energy Assistance Program (LIHEAP) 
are bille<I for tOtal consumption and are required to pay any balance in excess of the Federal 
assistance. 

For a more detailed and fully documented response, please see the letter of April 7, 1993, 
from the CUC Executive Director (and attachments), enclosed. See, particularly: the 
attached repon on CUC Accounting and Billing, which includes a thorough discussion of 
CDA and Mitsubishi loans 

7. CUC Qperations Efficient - Mana cement Sound~ Continued federal Funding J11stified 

Should Federal taxpayers provide additional infraSII\lctw-e iu;sistance in light of allegations 
of CUC mismanagement of past assistance? 

Allegations of mismanagement have been rebutted. CUC us'-'1 Federal assistance wisely. 
We believe that capital development funds arc invested properly, and according to plans. 
Please see the CUC Executive Director's letter and its attachments, of April 7, 1993. 

8. QJC Uses Local Money for Improvements 

In light of the past failure to provide local funds for infrastructure needs, should federal 
tiu<paycrs provide additional assistance? 

It is not even remotely accurate to say the CNMJ has failed to provide local funds for 
infrastructure needs. CUC, alone, has invested: $4,440,790 in water projects; 
$5,275,944 in power distribution projects; and $9,303,410 in wastewater division 
projects. Again, please sec the CUC Executive Director's letter of April 7th, panicularly 
the attachments: the Commonwealth Utilities Corporation Wa,tewaier Division Report, 
April 1993; and, repon of the CUC Power Generarion Division., for more detailed 
breakdown. 

By no stretch of the imagination has the NMI relied only on Federal money and failed to 
supply local support for infrastructure. On the contrary, besides direct appropriation of 
local revenue, the CNMJ government has invested millions-of-dollars in its own land 
resoun;es to l1elp build infrastructure. 

For example, when the Department of Public Works and CUC needed a right-of-way for 
road widening and utility easements along Saipan's Chalan Pale Arnold ("Middle Road"), 
thiny-three private parcels were needed. The CNMI government provided land exchanges 
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10 compensate private panics for loss of land needed for the road and power poles. The 
land owners were given a piece of public land of the same value as that taken by the utilities 
for their right-of-way. Lands were appraised for a value-to-value exchange. Tt cost about 
a $1 million per mile for the road and utility expansion, and $59 tdllion in property 
exchanges lo complete the proj..,t. 

The CNMI government has given up millions in valuable, limited land supplies - S59 
million in one project alone - in order to assist in public works projects. The Federal 
contribution has been more than matched. 

And that's not the end of the story on non-Federal contributions. For 1990-92, the CNMI 
Legislature, o condition of approvin~ public land leases for private developers, imposed 
pledges of $40 million in cash or in-kind c011tributions to improve infrastructure. In 
aodition, for 1991-92, the Commonwealth Utilities Corporation collected a total of $4.1 
million in conaibutions, from 17 separate developer,;, for upgrading the Sadog Tasi and 
Agingan Point sewage treatment plants. For the same period. the Department of Public 
Wooo received $600,000 in developer infrastructure improvement contributions, used 
mostly for road paving and solid waste projects. ln other words, the CNMI raised $44.7 
million in non-Federal infrastrueture revenue from its developers. 

9. Effective Manas:smcnt of Commonwealth Development Authorit:Y 

What assUJllOce will there be of more effective managemem of assistanec by CDA? 

It is the resolved position or the Board of Directon; and 1he Executive management of CDA 
to comply with lhe findings and recommendations of the Inspector General and the CNMI 
Public Auditor's findings and recommendations tha1 are supported in fact and by law. 

1k Board of Directors has directed the CDA Executive Director and staff: 

a) To expand and improve the financial management system to properly account for all 
bond issuances and capital improvement projects funded by such Bond proceeds; 

b) For lhe Executive Director 10 expand and improve fonnal review procedures to monitor 
and review capital projects and project expenditures for allowability and sufficiency of 
Jupponing documentation; and 

c) For the Executive Dimctor to expand and improve procedures to ensure that capiuu 
improvement projects are funded only if we meet the needs identified in the CNMI 
Development Plan. Any proja:ts requiring significant modification (phasing) because of 
funding limitations should be undertaken only if the project still meets Development Plan 
objectives. 

In all due respect, the opinion of the Inspector General that CDA has "exercised inadcquote 
oversight and control regarding Federal infrastructure assistance," or that money was used 
"ineffectively or for unallowable purposes" is not holy writ. Just because the 1G says it is 
,o doc, not malcc it fact. 

On November 29, 1991, CDA provided a detailed response to the IO', Drafl Audit on 
Capital Development Funds (Assignment No. N-TG-NM.1-09-90). CDA, in many cases, 
rebuts 1G allegations of "unsupported charges." A copy of this CDA letter is included as 
an attachment to our response. 
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Reasonable minds can and do differ on proper rund management. The JG is no, alway, 
correct. Consider this example. The 1G charged that $670,000 for services provided by 
the Dcpamnenl of Public Works Technical Service Division were un,upponed. The 
subjec1 charges were incurred by the Dept of Public Works prior 10 the creation of CUC. 
These charges covered the in-house engineering and design of a major water project This 
Marpi Reservoir and water transmission line project was subsequently funded by a 50/50 
grant from the U.S. Department of Commerce Economic Development Administration 
(EDA). CUC used Covenant funds for its share as provided and penni11ed by U.S. P.L. 
96-396. The original design and engineering cost were approved expenditures under the 
grant agreement. The transfer of $670,700 to the Commonwealth General Fund only 
reimbursed the General Fund for the approved capital project expendi1urc. The project was 
completed over one year ago. II has met or exceeded anticipated benefits. The IG criticism 
was misplaced 

10. federal Assistance Will Be Used Pmperly 

What assurance can you give us that funher assistance will be used properly? 

It should be assurance Iha! past assisiancc was used properly. The CNMI has always 
endeavored to make the bes! use of Federal monies and to use them properly. 

A comment on loans. CDA/EDLF is administered 10 be "oommercially profitable," while 
not competing with other financial institutions. It fills a narrowly defined need for loans 10 
enterprises that appear "economically feasible with a substantial degree of success," but that 
are not bankable. In other words, these are loans with an element of risk that commercial 
banks might not touch. Despite this, no developmental assistance loan has been written 
of'f. Collection eJfon'S continue. 

Because the Inspector General concludes that funds were "lost" or that ~•ere wu "failure to 
collect repayment of loans" does not make the assertions automatically and iJTefutably true. 
There are often two sides to a story. 

We make it practice to communicate our differences of opinion to the Inspector General in a 
business-like manner. As an example, please consider out comments to Audit Repon No. 
90-104 - CDA Economic Development Loan Fund (EDLF). We went to great length to 
detail our response to audit recommendations. That we have a difference of opinion on the 
law or the facts should not justify a conclusion that we "lose" assistance or use it 
improperly. 

Which is not to say that the CNMI does not have room to improve focal pn<>ticcs. We 
accept many 1G criticisms. We try to owe up to shortcomings. Where appropriate, we have 
readily admitted to deficient practices and brought ourselves into line with IG positions. 
We concur and implement a great number ofJG audit repon recommendations. 

We have summarized the CNMl Audit Repons issued over the last five years and set forth 
the status of recommendations. Please find this summary enclosed. Notice, if you will, 
the number of IG recommendations "implemented" or in which the "management concurs." 
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If we can be of further assistance, please do not hesitate to call upon us. 

Sincerely, 

Enclosures 

xc: Lt. Oovemor 
Washington Reprcscntalive 
Senate President 
HolliC Speaker 
CUC Ex~utive Director 
CDA E=utive Director 

Paac 11 
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS 

CAPITAL IMPROVEMENT PROJECT SPREAD SHEET 
FY 1993 THROUGH FY 2000 
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS 

PROPOSED CAPITAL IMPROVEMENT PROJECTS 
WITH ESTIMATED COSTS 

FY 1993 THROUGH FY 2000 
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS 

PROPOSED CAPITAL IMPROVEMENT PROJECTS 

FOR THE 

WATER SYSTEMS 

Saipan: 

COVENANT SECTION 702 MULTI-YEAR 

FINANCIAL ASSISTANCE 

Surface Water Catchment $ 36,000,000 

San Antonio Waterline Rehabilitation 

San Roque Waterline Rehabilitation 

Gualo Rai Waterline Rehabilitation 

Afetna Waterline Rehabilitation 

Oleai Waterline Rehabilitation 

San Vicente Waterline Rehabilitation 

As-Perdido Booster Station 

Northern Capitol Hill Distribution System 

Tanapag Homestead Distribution System 

Agag to As-Teo Distribution System 

Papago Distribution Line 

Talofofo Distribution System 

Garapan Booster Pump Station 

San Jose to South Garapan Distr. system 

Subtotal 

$ 640,000 

$ 390,000 

$ 320,000 

$ 350,000 

$ 460,000 

$ 260,000 

$ 210,000 

$ 320,000 

$ 860,000 

$ 270,000 

$ 3,150,000 

$ 320,000 

$ 210,000 

$ 340,000 

$ 8,100,000 
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Rota: 

Songsong Village Water Distribution System 

Sinapalo Village Water Distribution System 

$ 3,000,000 

$ 1,000,000 

Subtota 1 $ 4, ooo, ooo 

Tinian: 

Marpo Aquifer Upgrade 

Waterline from Marpo Aquifer to San Jose 
Well Construction and Rehabilitation 

Subtotal 

SEWER SYSTEMS 

Saipan: 

Northern Saipan sewer System 

Capitol Hill Sewer Expansion 

Garapan Sewer Expansion 

Existing Central Area Collection System 
Repair and Upgrade 

Beach Road Sewer Expansion 

San Jose Sewer Expansion 

Existing Southern Area Collection System 
Repair and Upgrade 

Dan Dan/San Vicente Collection System 

subtotal 

Garapan Ocean outfall Extension 

$ 500,000 

$ 
$ 2,400,000 

$ 3,600,000 

$15,000,000 

$ 700,000 

$ 600,000 

$ 2,000,000 

$ 500,000 

$ 600,000 

$ 2,000,000 

$ 1,700,000 

$ 8,100,000 

$ 6,000,000 



125 

Page 3 of 7 

Rota: 

Songsong Village Sewer Collection System 

Tinian: 

San Jose Village Sewer Collection System 

SEAPORTS 

Saipan: 

Rota: 

Dock Improvement 

Tinian: 

Dock Improvement 

SOLID WASTE 

saipan: 

New Solid Waste Sanitary Landfill 

Rota: 

Tatachog Solid Waste Sanitary Landfill 

Tinian: 

Solid Waste sanitary Landfill 

$ 1,500,000 

$ 1,200,000 

$ -o-

$15,000,000 

$10,000,000 

$ 5,000,000 

$ 3,000,000 

$ 3,000,000 
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ROAD PROJECTS 

Saipan: 

Cross Island Road 

Beach Road Phase XV 
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Lower Base Road Reconstruction 

As-Teo Road 

Navy Hill Road 

South San Vicente Road 

Rota: 

Songsong Village Road 

Tinian: 

Marpo Road 

POWER SYSTEMS 

Saipan: 

High Voltage Transmission Line 
Power Plant to Chalan Piao 

subtotal 

Substations & Distribution Upgrades 
Power Plant to Chalan Piao 

Rota: 

3.0 Megawatt Generator (2 Units) 

Tinian: 

Power Plant No. 2 

$ 7,600,000 

$ 1,500,000 

$ 900,000 

$ 1,550,000 

$ 1,000,000 

$ 1,700,000 

$ 14,250,000 

$ 4,000,000 

$ 5,700,000 

$ 7,100,000 

$ 9,240,000 

$11,000,000 

$11,000,000 
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HEALTH SERVICES 

Saipan: 

Primary Public Health care Facility 
(including Drug Rehabilitation Center) 

Rota: 

Health Center Renovation 

Tinian: 

Health Center Renovation 

EDUCATION 

saipan: 

Marianas High School 

Marianas High School Gymnasium 

Hopwood Junior High School 

Garapan 

San Vicente 

Koblerville 

Oleai 

Tanapag 

Kagman New Elementary School 

Dan Dan New Elementary School 

New Kagman Secondary School 

PSS Administration Building 

Subtotal 

$15,900,000 

$ 3,000,000 

$ 3,000,000 

$ 1,200,000 

$ 3,000,000 

$ 1,200,000 

$ 600,000 

$ 600,000 

$ 1,800,000 

$ 1,200,000 

$ 1,200,000 

$ 4,200,000 

$ 3,600,000 

$ 10,600,000 

$ 29,200,000 

$ 2,000,000 
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Rota: 

Rota Elementary School 

Tinian: 

128 

Tinian Elementary School 

PUBLIC SAFETY 

Saipan: 

Corrections Facility 

NORTHERN MARIANAS COLLEGE 

Saipan: 

General Purpose Classrooms 

Library 

JUDICIARY 

Saipan: 

Construction of Judicial Complex 

$ 1,553,000 

$ 1,553,000 

$ 11, 700 I 000 

$ 6,734,000 

$ 1,160,000 

Subtotal $ 7,894,000 

$13,000,000 
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NATURAL RESOURCES 

Saipan: 

Garapan Central Park $ 700,000 

Plant Fumigat i on center $ 500,000 

Fish and Wildlife Building $ 200,000 

Rota: 

Parks and Recreation 

Tinian: 

Parks and Recreation 

BUILDING IMPROVEMENTS 

Saipan: 

Attorney General 

commerce & Labor (new building) 

CCA - Office of Aging 

Energy Office 

Public Works 

Rota Mayor's Office 

Tinian Mayor's Office 

Subtotal $ 1,400,000 

$ 200,000 

$ 200,000 

$ 150,000 

$ 1,000,000 

$ 250,000 

$ 75,000 

$ 700,000 

$ 30,000 

$ 55,000 

Subtotal $ 2,260,000 
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A. WATER SYSTEMS 

Al. SURFACE WATER CATCHMENT 

For many years the shortage of fresh water on the Island of Saipan 
has plagued technicians, professional people and management of the 
CNMI Government. This shortage of fresh water has resulted in less­
than-adequate water delivery service to the residents of Saipan. 
The rapid growth of the economy, especially in tourism, has 
further aggravated the problem. Hotels and businesses can no longer 
tap into the public water system upon request. Those that are 
fortunate enough to be connected to the public water system 
cannot depend on the quality of this source and must process the 
water to make it potable. 

The policy of drilling more wells from which to pump fresh water 
from the ground has historically proven to provide only temporary 
and limited relief. Due to the high demand for water, overpumping 
of the wells has resulted in producing saline water containing a 
higher chlorine limit than allowed by the U. s. Public Heal th 
Department. Thus the water is often not suitable for drinking. 
In addition, the high chloride concentration accelerates corrosion 
of the pumping equipment and pipelines resulting in leakage and a 
reduction in the life and efficiency of pumps. Water loss from 
leaks creates more demand for water which further increases pumping 
rates. The total result is a spiralling cycle of increasing demand 
from wells that cannot be recharged with fresh water fast enough to 
meet pumping requirements. Under these conditions, the fragile 
fresh water lens on Saipan will continue to deteriorate. 

Currently, wells on Saipan produce slightly less than 6 million 
gallons per day (MGD) with additional amounts produced at Donni 
Springs, Achugao Springs and the airport catchment for a total 
daily production of 8. 4 MGD. With a total Saipan population of 
38,896 and an average daily per capita consumption of 140 gallons, 
the total estimated daily consumption is approximately 5.4 million 
gallons. However, approximately 16% of the water produced is lost 
through system leaks reducing the amount of available water to 
about 7.1 MGD. In addition, it is well known that the island's 
ground water aquifer is overpumped at certain times of the year 
which produces brackish water. If projections for Saipan's average 
daily population are correct for the year 2000, the island will 
require 9.7 million gallons per day (high projection). 
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In order to relieve the demand for groundwater and to allow the 
fresh water lens to recharge, it has become necessary to explore 
other sources of water. One source available on Saipan that has 
not been utilized on a large scale is surface water catchment. 

The U.S. Geological Survey has been monitoring stream flow in the 
Talofofo Basin for some time. A feasibility study for development 
of this water source was completed in October of 1990. The study 
was a joint venture between the CNMI Government and the Federal 
Government through the agencies of the U. s. Department of the 
Interior (Bureau of Reclamation and Geological Survey) and the U.S. 
Department of Agriculture (Soil Conservation Service). Six (6) 
alternatives were examined in the study and one (1) was 
recommended based on the quantity of water produced, economics and 
the least environmental disturbance the project would effect. 
The study recommended "Alternative A" at a total cost of $31. 0 
Million in 1990 dollars. Allowing for just St inflation per year 
would bring this project to about $36,000,000 in 1993 dollars. 

A2., A3., A4. WATER DISTRIBUTION SYSTEM IMPROVEMENTS 

The water distribution systems on Saipan, Tinian and Rota are all 
in need of upgrade and expansion. The system on much of the island 
of Saipan consists of asbestos cement and galvanized iron pipe of 
diameters too small to meet new distribution needs. Some of the 
waterlines still in use were installed shortly after the conclusion 
of World War II. A significant portion of the water produced is 
lost through these lines by leakage, and there is a possibility of 
sloughing of material from the interior of asbestos cement pipes. 
The distribution networks of concern on Saipan supply the 
communities of Garapan, San Antonio, San Vicente, Northern Capitol 
Hill, Tanapag, Agag to As Teo, Papago, As Perdido, Kagman, As 
Matuis and the region between San .Jose and South Garapan. In 
addition, new residential areas have been developed under the 
homestead program administered by the Marianas Public Land 
Corporation which require extension of the present water system to 
serve the new residents. 

Increased development in the areas already served as well as in the 
new homestead subdivisions has led to an increase in demand for 
water. Many residents with water connections are still not 
receiving water twenty-four hours per day. 
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Existing waterline distribution systems will be upgraded and new 
systems will be installed utilizing polyvinylchloride (PVC) pipe 
which is six inches in diameter or greater. The program will 
include. installation of service laterals, fire hydrants, air 
release valves and booster pump stations. All new and existing 
customers will receive water meters. In addition, new reservoirs 
will be sited and built to accommodate the need for increased water 
storage. Most of these same problems and proposed solutions apply 
to the villages of Songsong and Sinapalo on the Island of Rota and 
the villages of San Jose and Marpo on the Island of Tinian. Total 
cost of the selected projects has been estimated by the 
Commonwealth Utilities Corporation to be $15,700,000. 

B. SEWER SYSTEMS 

Bl. NORTHERN SAIPAN SEWER SYSTEM 

The present sewage collection and treatment system on the Island of 
Saipan remains inadequate and presents a potential health and 
marine environment problem to residents and tourists alike. Saipan 
has recently undergone a phenomenal growth rate due mostly to the 
increase in tourism during the last five years. Most of the 
development has taken place on the western side of Saipan where a 
large, shallow lagoon and sandy beaches line the shores. To 
properly collect, treat and dispose of all the sewage generated by 
the homes and businesses in this area, three separate systems will 
ultimately be required; a Southern system, a Central system and a 
Northern system. To date, there exists a Southern and a Central 
system and both these systems have recently undergone expansion. 
Sewage generated in the northern area of Saipan, including the 
villages of Tanapag and San Roque, is conveyed to the Central 
system in Garapan for treatment and disposal. A recently completed 
expansion of this plant to 2 million gallons per day (MGD) is 
already very close to capacity. Further expansion is under 
consideration. 

The CNMI Government will be spending many millions of dollars on 
sewage collection, treatment and disposal systems during the next 
5-10 years. We are at a very critical juncture in how the current 
sewerage system along the entire western length of Saipan should be 
expanded. If our thinking is too small in this regard, millions of 
dollars will be spent and the desired result will not be achieved. 
To protect the health, safety and welfare of our residents and 
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tourists and to ensure that the main component of our economic 
expansion (tourism) is not destroyed, it is imperative that we 
protect Saipan Lagoon from sewage discharge. This goal can be 
accomplished in two stages. 

The first stage is to build a new Northern Saipan sewer system. 
Both Government and private consulting engineers have already 
studied this proposal and a particular system for treatment and 
disposal has been consistently recommended. The treatment is known 
in the industry as an oxidation pond system and is a proven 
technology. When properly operated the discharge from such a 
system approaches that of conventional secondary treatment plants 
and the effluent can be safely percolated into the ground or used 
for irrigation purposes for such enterprises as nurseries or golf 
courses. The second stage would be the extension of the existing 
sewage outfall in Garapan to a point outside the reef of Saipan 
Lagoon as discussed in Project B3. 

A Northern Saipan Sewer System of this type would relieve the 
Central plant by rerouting the sewage flow from the villages of 
Tanapag and San Roque as well as from the commercial business in 
the area to the new plant. In addition, a giant step forward will 
have been taken in reducing the amount of sewage currently being 
discharged into Saipan Lagoon from the Central plant in Garapan. 
A preliminary engineering report has been prepared for this 
recommended system which would collect, treat and dispose of 3 MGD 
for a total estimated cost of approximately $15,000,000. 

B2. SAIPAN COLLECTION SYSTEM 

Saipan's system of collection and interceptor sewers, lift stations 
and treatment facilities are located only on the western side of 
the island and consist of 25 miles of collection and 12 miles of 
interceptor sewers together with 25 lift stations, 2 wastewater 
treatment plants and 2 ocean outfalls. The system was designed to 
accommodate a population less than one-half that which currently 
exists. The collection system is not contiguous in that it consists 
of two unconnected elements, one in the south from San Jose to 
Koblerville and the other from Garapan, Capitol Hill and the Lower 
Base area to Tanapag. There is no collection system to accommodate 
the Beach Road and Middle Road area between Garapan south to Oleai. 
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In order to connect residences and businesses in the above 
described area on the western side of Saipan to a public sewer 
system, _it will be necessary to expand and integrate the Central 
system and the Southern system. Presently, all of this unsewered 
area is served by individual wastewater systems (septic tanks). In 
addition, much of the existing system needs to be upgraded 
(increased in size) to accommodate larger flows. The commonwealth 
Utilities Corporation has plans for various projects which 
hopefully would correct most of the system problems described. 
Funding limitations permit only seven (7) of the most critical 
projects which are listed at a total estimated cost of $8,100,000. 

B3 . GARAPAN OCEAN OUTFALL EXTENSION 

An additional problem associated with the Central sewerage system 
in Garapan concerns Saipan Lagoon itself. The Central system was 
built during the early Trust Territory Administration and 
discharges just 100 yards off the end of Charlie Dock into the 
harbor area of Saipan Lagoon. At the time of construction, the 
system was relatively small and the sewage discharge was low. A 
recent engineering study reveals that presently as much as 5 
million gallons per day (MGD) may be discharged from the central 
plant. 

The major attractions of Saipan as a tourist destination are the 
tropical climate and the crystal clear waters of Saipan Lagoon. The 
continued discharge of treated and untreated sewage into this 
lagoon in the present and projected quantities has become 
unacceptable. One of the goals of the CNMI's wastewater facilities 
improvement program is the ultimate removal of all sewage discharge 
from Saipan Lagoon. 

The commonwealth Utilities corporation (CUC) has estimated the cost 
of extending the present ocean outfall to a point outside the reef 
for discharge into deep waters at about $6,000,000. If this project 
were combined with the new harbor improvement project which is 
scheduled to begin in April, 1993, a significant savings in cost 
may be realized. 
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B4. ROTA IMPROVEMENTS 
B5. TINIAN IMPROVEMENTS 

Both the islands of Rota and Tinian have very limited access to 
public sewer systems. The main village of Songsong on Rota is 
partially sewered utilizing a new variable grade sewer (VGS) 
system. This system needs expansion to include the remaining 
residences and businesses which are not connected. The CUC has 
estimated that $1,500,000 will be necessary to complete this 
system. 

The Island of Tinian has no public sewer system and must rely on 
individual wastewater treatment systems (septic tanks) for all 
residences and businesses. The CUC has estimated that the main 
village of San Jose can be sewered for approximately $1,200,000. 

C. SEAPORT FACILITIES 

Cl. SAIPAN SEAPORT 

The primary commerc ial seaport in the CNMI is located at Charlie 
Dock on Saipan . The facility is outmoded and in a deteriorated 
condition. Limited shoreside facilities for dockage and storage 
create numerous ship delays and increased costs. The channel depths 
of 28 to 30 feet are insufficient and should be increased to safer 
depths of 38 to 40 feet. Plans were developed in the 1980s by the 
U.S. Army Corps of Engineers to reconstruct the facilities. · 

The seaport is operated by the Commonwealth Ports Authority (CPA). 
In March, 1992, the CPA announced plans to rehabilitate Charlie 
Dock. The CPA has been authorized to use $10 million appropriated 
by the U.S. Congress for improvements to the harbor. In addition, 
the CPA has received a commitment of $13.5 million through the 
Commonwealth Development Authority bond issue. 

In October, 199 2 , the CPA advertised for proposals for the 
construction of the Saipan seaport. At that time, sufficient funds 
for only Phase I of the project were available. In January, 1993, 
the CPA was successful in securing financing for the needed 
additional funds to go forward with both Phases I and II of the 
project. Shortly after financing approval, the CPA entered 
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into a construction contract with the lowest responsible bidder and 
work is expected to begin in April, 1993, at a total cost of $36.2 
million. As a result, no further funding is anticipated for this 
project -and therefore none is requested from Covenant Section 702 
funds. 

C2. ROTA SEAPORT 

on the Island of Rota, the existing small harbor is not adequate to 
handle cargo vessels of the size needed to support economic growth. 
The cost of living and development are quite high due to 
transshipment costs caused by this small and unprotected harbor. 
All ocean cargo is brought to Rota on tugs or on barges towed by 
tugs. Vessels at the docks are exposed to direct wave action 
through the cut in the reef which is at 90 degrees to the dock. 
Because of this, waves come through the channel and hit the 
unprotected vessels at the dock broadside. Stevedoring operations 
are very difficult during bad weather conditions. Development on 
Rota will be greatly curtailed unless the harbor's condition is 
expanded and improved. 

Plans to expand and improve the main harbor at West Dock include 
sealing off the present channel entrance with a breakwater and 
cutting a new channel on a diagonal north of the docking area so 
that waves will break on the reef rather than pass through directly 
to the dock. Rebuilding the dock area and dredging the existing 
harbor and adjacent reef areas to a depth of 30 feet will 
greatly improve the docking area and the turning basin. Thr, 
estimated cost of these improvements is$ 15,000,000. 

C3. TINIAN SEAPORT 

The Tinian Harbor was built in the 1940s and no major maintenance 
has been performed to it since that time. A breakwater, built of 
ste~l sheet piles holding compacted coral, protects the harbor 
from normal and storm waves. It has been weakened by age and many 
typhoons. In addition, the breakwater has been further weakened by 
rust and is at risk of collapsing into the turning basin. Such a 
collapse would render the harbor unusable. Over the more than 45 
years since the harbor was built, sand has been deposited naturally 
along the inside of the breakwater. The sand has narrowed the 
turning basin and must now be removed by dredging. since this is a 
military retention area, a joint use agreement should be explored 
with the Department of Defense as well as the possibility of 
partial DoD funding for the needed repairs. 
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Preliminary estimates indicate that to dredge the harbor to a 
depth of 40 feet, to rebuild the breakwater, and to rehabilitate 
the 1,5QO foot long main dock would cost approximately $10,000,000. 

D. SOLID WASTE 

Dl. SAIPAN SANITARY LANDFILL 

There is only one designated solid waste disposal area on Saipan at 
a location known as Puerto Rico on the northwestern lagoon. There 
is no municipal residential collection service offered by the 
government, but several contract collection services exist. Private 
contractors collect commercial and industrial waste and dump 
without charge at the existing site. 

The existing dump site at Puerto Rico has become the most unsightly 
area on Saipan and presents a health hazard to anyone in the 
vicinity. It must be closed and a new site must be developed as 
soon as possible. For almost two years, a private developer has 
been proposing to fund the construction and maintenance of a new 
sanitary landfill in the Marpi area as a condition of approval of 
a public land lease for construction of a tourist resort facility 
in that area. The lease has been approved by the CNMI Legislature. 

The estimated cost for closure of the existing dump site at Puerto 
Rico and the initial opening of the sanitary landfill at Marpi is 
approximately $5,000,000. 

D2, ROTA SANITARY LANDFILL 
D3. TINIAN SANITARY LANDFILL 

Both the islands of Rota and Tinian use conventional dump sites for 
the disposal of solid waste material. For the health, safety and 
welfare of residents and tourists alike, new sanitary landfills 
should be developed for the long term to adequately protect the 
natural resources such as ground water from possible contamination. 
Both islands are poised for some resort development in the near 
future and lack of proper solid waste disposal facilities would 
only add to the current threat posed by the conventional dump sites 
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used by local residents and business owners. The estimated cost to 
design and construct a sanitary landfill and to establish proper 
maintenance facilities for each of the islands of Rota and Tinian 
is approximately $3,000,000. 

E. ROAD PROJECTS 

Many of the roadways on Saipan and Tinian were paved during the 
Second World War or shortly afterward when the islands were under 
U.S. Navy Administration. The principal road on Rota, which 
traverses most of the length of the island from the airport to the 
village of Songsong, is about eleven (11) miles in length and was 
only recently paved. The World War II roads are still in reasonably 
good condition on Tinian but are showing signs of rapid 
deterioration on Saipan where the traffic levels and axle loadings 
are much higher. In recent years, Beach Road, the main road on 
Saipan, was paved to a maximum width of 52 feet over several 
sections. It has been extended to a total length of about 9 miles. 
The airport access road has also been paved by overlaying the older 
pavement built by the Navy during the 1950s. On Tinian, almost all 
of the paved roads were built by the U.S. Navy. 

There are about 255 miles of roadways throughout the CNMI.. During 
the last several years, the CNMI Department of Public Works has 
undertaken an aggressive campaign to reconstruct and pave about 33 
miles of major roadway and about 36 miles of local roadway. 
Additional construction is scheduled throughout the islands. The 
major thoroughfares of Saipan, particularly the primary highways of 
Beach Road from Garapan south to Chalan Kanoa, and Middle Road are 
becoming increasingly congested. Average daily traffic on Beach 
Road in the vicinity of Susupe exceeds 27, ooo vehicle trips. 
congestion on this road will be addressed by widening the roadway 
and installing the CNMI's first traffic lights. 

El. SAIPAN ROADS 

The Cross Island Road on the Island of Saipan is the major 
thoroughfare that traverses the eastern side of the island. It is 
8.3 miles in length from its intersection with the Airport Road to 
its intersection with the West Coast Highway. The old asphalt 
concrete pavement has two ten-foot wide travel lanes with gravel 
shoulders. Like most of the primary roads on Saipan, this road was 
built and paved by the U.S. Navy after World War II and little to 
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nothing has been done to it since except for emergency work and 
minor patching. The eastern side of the island has been growing 
quickly during the last few years as a result of homestead 
subdivision and private subdivision development. The Cross Island 
Road has not kept pace with the need to provide a well designed and 
constructed primary road to serve the residents who live on this 
side of the island. In particular, this roadway needs realignment, 
widening, construction of drainage facilities and major 
reconstruction of the road bed. 

While some improvements have been made to Saipan's primary and 
secondary road system, much remains to be done before the road 
system can be considered safe and adequate. The Cross Island Road 
is one of the primary roads which has become a hazard because of 
its inability to handle the present traffic loads. Major 
improvements to this roadway would not only relieve traffic 
congestion in the area, but it would also provide an alternate 
route to the north end of the island thereby relieving some of the 
traffic congestion on the western side of the island. At an 
estimated cost of just under$ 1 million per mile, the total cost 
to improve the Cross Island Road would be about $7,600,000. 

The Department of Public works has identified some 19 primary and 
secondary road projects which are in need of reconstruction and/or 
paving on the Island of Saipan. From this list, only six (6) of the 
most critical are included for Covenant funding. The requested road 
projects for Saipan, including the Cross Island Road, are estimated 
to total $14,250,000. 

E2. ROTA ROADS 

Unlike Saipan and Tinian which obtained a network of paved roads 
during the U.S. military occupation of the islands, the roads on 
Rota were not paved by the U.S. Navy because Rota was not an active 
military base. There is only one paved road on Rota running 11 
miles from the Rota International Airport in the center of the 
island to Songsong Village . It was paved in 1986 using covenant and 
local funds. Sinapalo Village adjoins the airport at the terminus 
of the paved portion of the road. All other roads are coral roads, 
most built during the Japanese administration. 

The main village of Songsong and the village of Sinapalo are both 
in need of road construction . covenant funds are requested only for 
the village of songsong at an estimated cost of $4,000,000. 
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E . 3 TINIAN ROADS 

Several .road projects on the Island of TinJ.an are required to meet 
existing needs. Al though the development of casino resorts is 
scheduled to begin within the next few years, casino sites have 
not yet been determine d. Thus, the existing road needs on Tinian uo 
not include building new roads to casino resort sites. All e ,dstir ;i 
residential roads and some primary roads are constructed ,,f 
compacted coral . They are muddy in the rainy season and dus ty :;1 

the dry season. The dust is a potential health hazard. Pot ho le. ; 
easily develop on the roadways and vehicles are often damaged as 
a result . 

Of the many needs fo r road improvements on the Island of Tinian, 
the construction and pavement of Marpo Road has been identified a3 
one of primary importa nc e to island residents. This roadway wou'"d 
connect the existing p a ved road near the village of San Jose wit, 
a new residential area known as Marpo. The project has b .,, ­
estimated by the Department of Public Works to cost approxima~c . 
$5,700,000. 

F. POWER SYSTEMS 

The Cl-HU electrica 1 p ower generation and dist ribution system ; s 
operated and mainta ined by the Commonwealth Utilities Corpora~ion. 
At the end of calendar year 1992, the installed power generating 
capacity on Saipan wa s 105 megawatts (MW). Rota has a capacity cf 
5 MW and Tinian ha s 4 MW, making the system total 114 MW. Peak 
loads for Saipan, Reta and Tinian are 43.2, 2.7 and 2.0 Mt:, 
respectively. Saipan has a distribution network of 135 miles nE 
13. 8 kilovolt (KV) system . Tinian has 35 miles of 4 .16 KV syste,a. 
Rota has 25 miles of system including both 13 . 8 KV and 4. 16 KV 
power. Saipan has seven feeder lines emerging fr c m the plant at 
Lower Base. 

The CNMI has experienced pronounced growth in economic a ctivity and 
population in the past decade. Population increased 160% between 
1980 and 1990, from 16,780 to 43,555 persons. In planning for the 
future, it is anticipated that the population will continue to grow 
at about 7% annually to the year 2000, giving the CNMI a population 
of approximately 69,940. The cue also assumes a concomitar~ 
increase in tourism and commercial activities. Planning scenarHcc · 
of a less ambitious nature have also been prepared. 



Page 12 of 2G 
APPENDIX I.B 

142 

Fl.& F2. SAIPAN POWER SYSTEM 

At present the Island of Saipan has no power transmission 
capabilities. The entire electrical consumption load with a peak of 
over 42 megawatts (MW) is distributed to customers utilizing 13.8 
KV distribution lines separated into seven feeders. Due to the 
length of these lines and the low distribution voltage the utility 
i s not capable of providing adequate service to its present 
\' :istomers and future customers could not be served. Low delivery 
voltages and high electrical line losses are experienced throughout 
the distri bution system. Studies indicate that by the end of 1993 
.,: ~ctrica' requirements will reach 72 MW and by the year 2000 the 
rer,uirem<' .. t s could reach over 136 MW. The capability of the 
e ~:i.sting .. 1 stribution system is less than adequate to service these 
loads. 

A 115 KV transmission line system needs to be constructed to 
:,chquately provide continued electrical service to all major areas 
0: the island while incorporating projected growth. One such line 
is needed f ,c,m the Lower Base power plant along Middle Road to a 
substation in Chalan Piao. A distribution substation will be 
cc!1structed in the Gara pan area. This substation will transform the 
115 KV voltage to 13. 8 KV for distribution. Capabilities for 8 
feeders at the substation will be provided. The installation of 
pi:-otective devices and regulating devices will be required to 
complete this system improvement. 

The CUC estimates the cost of this new transmission line at 
$7,100,000. The various substations required to be an integral part 
of this new transmission line together with the necessary 
distribution system upgrades to service existing unconnected loads 
is estimated at $9,240,000 . 

F3. ROTA POWER SYSTEM 

A new power plant was built in the harbor area in 1987. It consists 
of two 2.5 megawatt diesel powered generators. The 5.0 megawatt 
plant is adequate for present demand, but there is no reserve 
capacity. This is because one diesel engine failed in 1988 and was 
shipped to Japan for repair. Current peak power demand on Rota is 
2. 7 megawatts so the loss of this engine created a crisis. A 
private firm was contracted to provide backup power in the event 
the primary engine should fail. The repaired generator was held in 
Japan because funds were not available for its repair and shipment 
back to Rota. Even with this generator, Rota needs backup capacity 
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in case of emergency, and it will not have the capacity to meet the 
needs of projected growth. 

The Commonwealth Utilities Corporation (CUC) is planning to add two 
2.5 megawatt engines to meet the expected increase in demand. These 
two generators and associated switching gear are estimated to cost 
$11,000,000. 

F4. TINIAN POWER 

The Tinian power plant is located on the outskirts of San Jose 
Village. There are three 1.5 megawatt diesel generators installed. 
Two are operated and one is maintained as standby. The building and 
site are too small for expansion. The power plant must be relocated 
both because the site is too small and because certain wi nd 
directions cause the power plant exhaust to blow into the village 
area and is a health hazard. Although casino-resort development is 
expected to begin sometime within the next two years and w.1. ll 
require additional power, domestic power demand will also increase 
as new residential and agricultural homesteads are settled. 

The Island of Tinian will require a larger power plant and greater 
generating capacity in the very near future to accommodate its 
proposed developments. Domestic power demand is expected to 
increase by 5.0 megawatts by 1994. The cost of new generators to 
supply this additional power is estimated at $11,000,000. 

G. HEALTH SERVICES 

Gl. SAIPAN PUBLIC HEALTH CENTER 

The Commonwealth Health Center is located on Saipan and is the 
principal medical facility in the CNMI. The hospital facilities are 
housed in four buildings of three floors, interconnected to each 
other to form a square box type structure. The buildings are 
constructed of reinforced concrete. There are two separate service 
buildings. One building houses the boilers, water heaters, medical 
gas plant and maintenance services. 
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The hospital i s a 72-bed, full medical service facility, completed 
and opened to the _pub lic in 1986 . The support facilities of the 
hospital include a 100,000 gallon water storage and treatment 
system, a reverse osmosis system of 120 gallons per hour capacity, 
an a ir conditioning system by circulated chilled water of 200 ton 
capacity, steam a nd hot water systems powered by fuel oil, and two 
oxygen manufacturing plants for the production of medical gas. 

Pn,sently on Saipan t he hospital and public health care facilities 
a 1e located in the same structure which is known as the 
Commonwealth Health Ce nter {CHC). The CHC was originally built for 
, .. projected ._,opulation of 25,000. When it officially opened in late 
!'.J;,G , the ::ipul a t i on of the CNMI was estimated at 39,500. The 
or'!. c ia l ·o U. S . / CNMI census population count was 43,555 . The 
Cik plant •· :; des igne d to serve 25,000 people; it is now serving 
o ,•e r 45 ,000 . The t o t a l estimated demand for visits and utilization 
st CHC clinics (public health, outpatient, dental, and emergency 
r0om - after 4 :30 pm to 7:30 am on weekdays and weekends) is 
pr T jected at 168, 500 f or 1993. This figure is based on the official 
.L 9 ', .· c ensus pro jection for 1993 showing indigenous populations as 
wel l as other Mi c r onesians, Filipinos, Koreans, Japanese, U.S. 
Sta Le s ider s and othe r e t hnic groups in the CNMI who use the CHC for 
he a lth care serv i ces . 

The existing CHC fa c i lity that houses Public Health grows smaller 
with implementatio n of existing and new programs. Both patients and 
staff frequentl y complain that Public Health is no longer "user 
friendly". In vi e w of this, and the fact that the CNMI population 
wi ll continue to grow within the next five to ten years, it has 
become necessary t o c onstruct a new facility to house the Division 
of Public Health, as well as Dental services, Vocational 
Rehabilitation, t h e Div ision of Environmental Quality, and the 
Mental Health Unit. A preliminary plan and layout of these required 
facilities has been prepared by CHC and the total cost including 
collateral equipment has been estimated at $15,900,000. 

G2. ROTA HEALTH CENTER 

The Rota Health center was built as a primary health care facility. 
The building is a pproximately 9,100 square feet, is constructed 
entirely of reinforced concrete and is air conditioned. A separate 
building houses the e mergency power generator and hot water 
heaters. Due to c urre nt and projected growth on the island, health 
officials estimate the facility needs to expand to approximately 
twice its pres e r, ... s i ze. Construction of this expanded facility 
together with the ne cessary collateral equipment is expected to 
cost approximately $3 ,000,000. 
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G3. TINIAN HEALTH CENTER 

The Tinian Health Center is similar to the Rota Health Center in 
design, size and type of construction. The Tinian Health Center 
building varies somewhat in floor layout from that of the Rota 
center, being slightly smaller in size at 9,000 square feet of 
floor area. A doubling in the size of this facility is also 
recommended by health officials to keep pace with the current and 
projected growth of the island's population. Construction of this 
expanded facility together with the necessary collateral equipment 
is expected to cost approximately $3,000,000. 

H. EDUCATION 

Hl. SAIPAN/ROTA/TINIAN CLASSROOMS 
AND RELATED FACILITIES 

The school system in the CNMI is made up of a total of 25 schools. 
Of this number, 13 are public and 12 are private schools. The 
public schools are located on four of the islands. 

Just recently, the CNMI Public School System (PSS) completed a 
school facilities plan which succinctly details the additional 
classrooms and related facilities that the PSS will require to 
house the rapidly growing student population during the next seven 
years. The School Facilities Plan was compiled by Dr. Betty Hanson, 
a preeminent scholar in the field of school facilities planning,who 
works for the State of California and who has served as a 
consultant to the PSS. 

The study exhausted the educationally feasible options and some 
marginally feasible options that can be tolerated to maximize use 
of existing classrooms. Some of the options exhausted are double 
session, larger class sizes, busing, and redrawing attendance 
boundaries. Two of the schools are already on double session. 
Consequently, children at these two schools are receiving less 
instruction than at the other elementary schools. The high school 
capacity was reached one year ago. It already houses 160 students 
beyond its capacity. If the pattern of 300 new students enroll in 
September of 1993, serious complications will result with the 
overcrowding of students. 
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The School Facilities Plan, briefly highlighted, used 1990 Census 
data as well as recent PSS enrollment data in conjunction with a 
weighted cohort system to project student growth yearly until the 
year 2QOO. This study shows that CNMI public schools will 
experience 9% annual growth, on average, and that 5,000 additional 
students will enroll in the public schools in the next seven school 
years. This will require the construction of 180 new classrooms and 
related facilities to accommodate the increasing student population 
at an estimated cost of $46. 7 million or $6. 7 million annually 
until the year 2000. Covenant funds are requested to provide 
$32,306,000 of the needed capital for additional classrooms. 

H2. PSS ADMINISTRATION BUILDING 

A new Administration Building is urgently needed by the Public 
School System {PSS). The existing warehouse structure presently 
used for this purpose at Lower Base is a remnant from the former 
Trust Territory Administration of the islands and the internal wood 
framing is almost completely rotten. In addition, the electrical 
and plumbing systems are substandard and in some cases hazardous 
requiring frequent repair . A preliminary architectural/ engineering 
report has been prepared for this proposed new building with an 
estimated cost of $2,000,000. 

I. PUBLIC SAFETY 

Il. CORRECTIONS FACILITY 

The CNMI faces an immediate, critical threat to the safety of its 
citizens and the welfare of the community resulting from inadequate 
prison facilities, the inability to provide law enforcement 
services from marginally acceptable buildings and facilities, and 
from a lack of proper communication, evidence, interview / 
interrogation and laboratory accommodations. The present 
Commonwealth prison was constructed in the susupe Civic Center in 
1981 to hold 32 inmates. All of the beds are in two-man maximum 
security cells. currently the prison's population is averaging 
between 48 and 58 inmates, which is in the range of 150% to 181% of 
rated capacity. In addition, there are no single isolation cells to 
house certain individuals that may require such separation from 
others. Inmate overcrowding and population projections underline 
the critical emergency directly contributing to tensions and 
threats to public safety and welfare. 
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Since the signing of the covenant in 1975, police and corrections 
facilities have been required to meet Federal standards and 
constitutional guara ntees. Reports and survey results from the 
National Institute of Corrections (NIC) and U.S. Bureau of Justice 
Assistance (BJA) teams indicate that the Commonwealth is not 
meeting Federal standards in the specific areas of detention, 
corrections and prison facilities. Compliance with such standards, 
however, has been virtually impossible during past years due to 
severe limitations on funding. 

The CNMI Department of Public Safety has retained an established 
consulting firm to prepare the architectural/ engineering design 
for a new corrections facility with an estimated construction cost 
of $11,700,000. 

J. NORTHERN MARIANAS COLLEGE 

Jl. GENERAL PURPOSE CLASSROOMS 
J2 . LIBRARY 

Although the Northern Marianas College (NMC) was fortunate to 
receive the former Dr. Torres Hospital complex buildings as a base 
from which to grow, many of the buildings have been neglected, or 
have survived numerous low budget renovations. Many of the original 
buildings are in very poor condition and present fire and life 
safety hazards. 

During 1992, NMC officials retained a well known local 
architectural firm to study the existing campus facilities and to 
prepare a master plan which would describe needed improvements and 
budget available resources to accomplish the goal in the period of 
1993 through 2001. The goal is to provide a college campus on 
Saipan to adequately serve an estimated 1,500 full-time equivalent 
(FTE) student population which would foster the Commonwealth's 
educational, social, political and cultural growth and development. 

The study and master plan were completed in January, 1993, and gave 
emphasis to the academic concerns of the college utilizing 
enrollment reports from the Fall Semester of 1991 as the base 
period from which projections were made through the year 2001 . Past 
and current enrollment histories and trends were studied and put 
into graphic form for examination by the College President and the 
Ad Hoc Committee established for that purpose. 
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At the same time academic projections were being generated, an in­
depth evaluation was completed of the physical configuration and 
condition of each of the buildings currently on campus, in order to 
determine which buildings could be utilized for further academic 
use, which buildings require minimal or major renovation for long­
term use, and which buildings are inappropriate or dilapidated and 
should be scheduled for future demolition. The results of this 
study indicated that both academic programs and campus facilities 
required coordinate attention. 

The 9-year Master Plan for the Northern Marianas College details 
the needed capital improvements during the period and totals 
approximately $23 million. However, the Plan also identifies 
sources of anticipated funding other than Covenant funds to 
complete the program. Therefore Covenant funds in the amount of 
$6,734,000 are requested for the construction and renovation of 
general purpose classrooms and an additional $1,160,000 is 
requested for construction of a new library. 

K. JUDICIARY 

Presently, the Superior Court is located in crowded, outdated and 
foreign-owned structures unsuitable for the size and functions of 
the trial court. The Supreme Court and its staff are located in the 
Nauru Building on Saipan, a commercial operation which is shared 
with many other business enterprises. It is both inadequate in size 
and inappropriate for the CNMI's Supreme Court activities to be 
located in such a facility. For the past several years, members of 
the Judiciary have been working on plans to construct a new CNMI 
Judicial complex. An architectural/engineering design firm was 
selected from proposals requested last year and the construction 
plans and specifications are scheduled to be completed by July 30, 
1993. 

It was initially thought that because the Judiciary generates some 
revenue from the levying of fines and court costs that sufficient 
revenue might be available to repay a private construction loan. 
Recently, however, further inquiry and analysis of the revenue 
generation potential of such a complex has revealed that repayment 
capability may be somewhat lacking to satisfy an interested 
investor. Currently, different funding sources for construction are 
being investigated but the likely outcome is not encouraging at 
this point. 
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The initial estimate for design and construction of the Judicial 
Complex was placed at approximately $18 million. The consulting 
firm retained to perform the detailed design has since refined that 
estimate to $13 million. To insure that this most important project 
has the necessary funds to go forward during this next financial 
assistance period, Covenant funrts in the amount $13,000,000 are 
requested. 

L. NATURAL RESOURCES 

Ll. SAIPAN PARKS 
L2. ROTA PARKS 
L3. TINIAN PARKS 

Many parcels of public land have been set aside in the past and 
designated as public parks. However, to date very few of them have 
been developed with facilities to be used by either local residents 
or tourists. One developed park on Saipan called Susupe Beach Park 
was improved about two years ago by the CNMI Department of Natural 
Resources and is used to the maximum each week by residents and 
tourists alike. This fact serves to demonstrate that the need 
exists for improvement of other park properties for the relaxation 
and enjoyment of both resident and tourist populations. Residents 
of Rota and Tinian find themselves in much the same situation of 
having parcels dedicated to park development but without the 
necessary funds to improve them. During this next period of U.S. 
financial assistance, Covenant funds for public park improvements 
are requested for Saipan, Rota and Tinian in the amounts of 
$700,000; $200,000; and $200,000, respectively. 

L4 . BUILDING IMPROVEMENTS 

The CNMI Department of Natural Resources (DNR) requires an 
inspection station at the Saipan International Airport in order to 
process restrictive incoming and outgoing plant materials. The 
project will consist of 2,400 square feet of inspection facility, 
fumigation equipment, and a laboratory and safety ventilation 
system. The project will allow import and export of plant materials 
with minimum restriction. The estimated cost for this facility is 
$500,000. 
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The DNR Division of Fish and Wildlife's office building is located 
in Lower Base adjacent to the lagoon near the old seaplane ramps. 
In 1988 it became necessary for the Commonwealth Utilities 
corporation to construct a standby generator in close proximity to 
the office. The exhaust stacks of these generators are less than 40 
feet from the office and frequently the emissions from these stacks 
blow directly toward the office. The regularity of degraded air 
which enters the office seems to have caused some health problems 
for several staff persons. As most of the smoke appears to enter 
the office through the air-conditioning system, it seems unlikely 
that this can be controlled. It is imperative that a new office be 
constructed away from its present location. A new location has been 
designated in Lower Base and preliminary plans have been prepared. 
The estimated cost of construction is $200,000. 

M. BUILDING IMPROVEMENTS 

Most buildings occupied by the CNMI Government date from the U.S. 
Naval Administration and the old Trust Territory of the Pacific 
Islands. The buildings are old, require frequent repair and 
maintenance, are a constant and costly drain on resources and 
working conditions are crowded. Seven of the most critically needed 
projects were selected for funding during FY 1993 only at a total 
estmated cost of $2,260,000. 
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<ICommonwtaltfJ of tfJt Jlortf)trn .fflariana 1Jslanbs 
'9ffice of tbt @otJtmor 
CapilOI Hill, Soipon MP/USA 96950 

U. S. 

Phone: (670) 322-5091/2/3 
Tclcf:u: (670) 322-5096,99 

The Honorable Stella Guerra 
The President's Special Representative 
for Covenant Section 702 Negotiations 

Office of the Secn,wy of the Interior 
18th & C Street, N.W. 
Washington, DC 20240 

Dear Special Representative Guerra: 

16 OCT 1992 

It is an honor for us to transmit the Agreement of the Special Representatives on 
Future Federal Financial Assistance for the Commonwealth of the Northern 
Mariana Islands pursuant to Covenant Section 702. 

We are happy to inform you that this Agreement has the suppon of our 
Administration and Legislature. Therefore, we request that you transmit it to 
Congress for consideration and approval as soon as possible. 

Thank you. 

Sincerely, 

~ 
/.,,.- _./ t.. '.,.L i '! ·L . .: ... _ ~ 

L0~ZO I. DE LEON GUERRERO 
Oovcrnor 

C-~;;;;?~~-,~ GOMEZ 
LSenate President Speaker, Hous of Representatives 

Enclosure 
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HOUSE AND SENATE BILLS ON: 
IMMIGRATION, LABOR, MINIMUM WAGE, AND TAXES: 

IMMIGRATION/LABOR 

HB8-15HDl:Comprehensive Resident and Alien Labor Act. 

Summary· 

Introduced in House of Reps. 1/24/92. Passed Final 
Reading 8/19/92. Pending in Senate. 

Repeals the present law and reorganized Dept . of Commerce and 
Labor. Establishes Divisions of Resident Labor, and Alien Labor. 
Addresses other entiries in Micronesia. Addresses employmenr 
requirements and procedures. Limirs employment of Alien Labor. 

HBS-16: Illegal entry and overstay. Introduced in House of 
Reps. 1/24/92. Pending in House. 

Summary: 
Provide civil and criminal penalties for illegal entry into CNM!; for 
aiding, employing or assisring illegal enrery or stay; for harboring 
illegal aliens. 

H B 8-65: CNMI Manpower Development Fund . Introduced in 
House of Reps. 2/28/92. Pending in House. 

Summary· 
Impose on employers, who employ non-resident labor, ar a rare of 3 
cents per hour for each employee . Fund ro be earmarked as follows: 
30% for rraining of public service employees; 34% for nursing and 
vocarional education ar Norrhern Marianas College ; 36% f or 
employees in private sector. 
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HB8-129: Nonresidents workers certificate. Introduced in 
House of Reps. 6/26/92. Pending in House 

Summary: 
Increase the annual fees for both the processing of the initial 
application and for the renewal of nonresident worker certificates by 
/0%. Funds to be used as follows: $25,000 or /0% whichever is less 
for Tinian, $25,000 or 10% whichever is less for Rota, for youth 
employment training programs on those islands; $60,000 or 20% 
whichever is less for enforcing this Act; /0% for deportation cost to 
government. 

H B 8-13 2: Deported Individuals. Introduced in House of Reps. 
7 /20/92. Pending in House. 

Summarv: 
Amend the law to remove the Jive year waiting period for re-entry 
of a deported alien to permanently ban from reentry into CNMI. 

H B 8-140: Immigration Enforcement Act. Passed House of Reps. 
Passed First Reading at Senate on 1/19/93. 

Summary: 
Provide enforcement authority to the Immigration and Naturalization 
Office in order to improve its ability to dete9t, apprehend and deport 
illegal aliens; to provide criminal penalties for certain fraudulent 
immigration and indentification practices and provide for enhanced 
investigating authority. 

H B 8-210: Local Hire Tax Incentive Act. Introduced in House of 
Reps. 1/11/93. Pending in House. 

Summary· 
To provide a 25% tax deduction from gross revenue in an amount up 
to that which is equal to 25% of the wages actually paid to an · 
employee hired through the Job Training Partnership Act. No tax 
deduction shall exceed $5,000 per employee. 



154 

LUE.s.; 
8-l4,HD3 : Developers' Infras tructure Tax. Introduced in House and 

Passed on 5/20/92. Passed First Reading at Senate 
6/18/9 2 . 

Summary· 
Imposing upon a de veloper a tax of 7% of the total project cost of 
new development. 

HBS-23 : Garment Manufacturer's Gross Profits Tax Act. 
Introduced in House of Reps. 1/24/92. Pending in House. 

Summary : 
There shall be an annual 5% revenue tax on the gross profits of all 
textile products manufactured in the CNMI and, pursuant to sales 
agreement , transported to any destination outside of the CNMI. (Dir. 
of Finance recommended that if a tax must be raised, then a more 
moderate amount would be more reasonable ). 

H B8-28 : Impose excise tax on video films. Introd. in House 
of Reps . 1/24/92. Pending in House. 

Summary: 
Impose 5% ad va/orem excise tax on all video films . Director of 
Finance recommended the tax be "'$2.50 per film or 5% ad valorem 
which ever is greater". 

HBS-167 : Tax-credit to first time homeowners . Introduced in 
House of Reps. 11/9/92. Pending in House. 

Summary · 
Every first time homeowner is authorized a one-time tax credit or 
$5,000 to be prorated equally for 5 yrs., provided that person is a 
wage-earner. 

H B 8-17 0: Health Insurance Funding Act. Introduced in House of 
Reps . 11/9/92. Passed First Reading 11/10/92. Referred 
to W&M/HEW 1/13/93. 

Summary · 
Establishes a sales tax on consumer purchases of cigarettes, alcoholic 
beverages and nightclub services, and to earmark such taxes to 
provide subsidies for health insurance premiums. 

HBS-189: Decrease Excise Tax on Foodsturrs. Introduced in 
House. Passed First Reading 1/14/93. Referred to Ways 
and Means on 3/10/93. 

Summary: Exclude all fo odstuffs f rom imposition of excise taxes. 
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MIIMUM w AGE: 

HBS-197: Minimum Wage and Hour Act. Introduced in House of 
Reps. 1/11/93. Passed Final 1/13/93. Pending in Senate. 

s~-
tncrease minimum wage to: /993-$2.45 per hour; 1994-$2.75 ; 
1995-$3 .05 ; 1996-$3.35; 1997-$3 .65; 1998-$3.95; 1999-$4.25. 
Provide exemptions to certain categories. 

Other bills addressing minimum wage were also introduced before 
House Bill 8-197 was introduced. HBS-197 is the recommended 
version from the Minimum Wage Task Force created by the 
Governor. The prior bills are: HBS-49; HBS-94; & HBS-108 . 
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LOCAL BILLS AND RESOLUTIONS: 

HLB8-2: 

Summary· 

Heavy equipment fees. lntrod. by Saipan Delegation. 
Passed and became Saipan Local Law 8-2. 

Establish a fee assessed by gross laden weight for heavy vehicles on 
Saipan. Funds are earmarked for improvement of roads in Saipan. 

HLB8-3: 

Summary: 

Managaha Surcharge tax. Introd. by Saipan Delegation. 
Pending . 

Impose surcharge tax of $2.50 on each non-resident of CNMI 
transported to and from Managaha by a commercial enterprise. 
Funds to be used for vii/age and secondary roads on Saipan. 

HLB8-5: Saipan Surtax Act. Introd. by Saipan Delegation. Pending. 
Summary: 
Surtax of 1% of the construction cost for commercial units 3% user 
fees paid by each garment manufacture located on Saipan; 1% of the 
total sales or lease price of the land on Saipan,to be paid by the seller 
or lessor; .25 cents per share on the transfer of stock of any 
corporation located in Saipan; Initial $500,000 collected annually to 
be used for Joeten-Kiyu Library on Saipan. Revenue in excess to be 
used for youth programs on Saipan. 

HLB 8-16: Public School System Meals Tax. Introd. by Saipan 
Delegation. Pending. 

Summary· 
Impose a meal tax of 4% to be levied on each retail or wholesale sale 
of food or beverage intended for consump1ion on the ·seller's 
premises in Saipan. Funds to be used for Public Schools in Saipan. 

HLBS-17: E~cise Tax and User Fees Act. lntrod. by Saipan 
Delegation . Pending. 

Summary: 
Levy addirional excise taxes of first sale or use of alcohol and 
tobacco , sofr drink , beer, ale or other malt beverages imported into 
Saipan; establish user fees based on the gross value of merchandise 
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co be cercified for the purpose of Headnoce 3(a). Funds earmarked 
fo r Public Schools in Saipan. 

HLB 8- I 9: Saipan Room Occupancy Tax. In trod. by Saipan Delegation. 
Pendin g. 

Summary· 
Levy additional 5% occupancy tax on each hotel room, lodging house, 
or similar fac ility. Funds to be used for improvement of power , 
water and sewage services. 

SLBS-10: Surcharge lax. lntrod. by Saipan Delegation . Pending. 
Summary· 
Impose $100 surcharge upon Saipan employers for each nonresident 
employed by said employer. Funds to . be used f or Vocational 
Education ; 

SLDResolution. 8-4: Saipan Delegation Resolution advising the 
Executive Branch that they will not support tax increases or rebate 
decrease proposed by the Executive Braue. Adopted by Saipan 
Delegation . 
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©onunonfneuliq Jt:Itilities ©orporntion 
®Hire of tlic ~xcculioe gliredor 

llpril 7, 1993 

The Honorable Lorenzo I. Deleon Guerrero 
Governor 
OCmnonwealth of the Northern Mariana Islands 
Office of the Governor 
capitol Hill 
Saipan, MP 96950 

SUbject: QUestions by the SUbccmnittee on Insular and International 
Affairs - March 18th Legislature Hearing on H.R. 1092 

Dear Governor Guerrero: 

The CUC is please to provide the following responses to QUestions No. 6 
and No. 7, raised by the u.s. House of Representatives ccmnittee on 
Natural Resources transmitted to you by the Honorable Ron De IAlgo, 
Chaiman, SUbccmnittee on Insular and International Affairs, in his letter 
dated .llpril l, 1993. 

QUestion No. 6: 

Introduction: 

The prelude to this question is apparently referring to the Inspector 
General's audit report dated February 1989, report No. 
N-TG-NMI-09-88. Even though it was evident in the audit report, the 
Inspector General (IG) could not oc:mprehend that their audit was 
mainly a review of the Department of Public WO:dcs (DPW) operations and 
management (O&M) of the utilities and not those of the OCmnonwealth 
Utilities corporation (CUC). on page 1, the report states that 110n 
october 1, 1987, the Utilities corporation took aver the operations 
and management of the facilities (emphasis added), includiD:J the 
personnel, and asSIDed full responsi.bili ty for providing power, -ter, 
sewer, and refuse services." on page 2, the audit report states that 
''We reviewed Utilities corporation prooedures for metering, billing, 
oollecting, contracting for fuel and fuel storage, and related bu6;Jet 
and financial documents for the period November l. 1985, through 
october 31, 1988 (emphasis added) • 11 see Exhibit A. Thus, the audit 
encxmt)aSsed only the first year of cuc•s operation, during which there 
was a natural carry aver fran DPW aministration. The creation of CUC 
to take aver the O&M of the utilities was the oonsequence of the bleak 
situation documented by the audit • 

.l\ccording to IG•s audit report, "For fiscal year 1987, ;,ublic works' 
operating revenues for these utilities were $4.5 million, and 
operating expenses were $10.9 million. The operating loss of $6.4 
million was offset by other OCmnonwealth Government revenues". See 
Exhibit A. 

J .©. ~ox 1220, ~11ip11n, ~ 96950 
'<!!cl.: 322-5087 / 322-5088 / 322-4033 • J)fax: 322-4323 
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The Honorable I.oren20 I. Deleon Guerrero 
1\pril 07, 1993 
Page '1W 

The IG "estimated that the Utilities corporation's fiscal year 1988 
losses would amount to $12.9 million, of which $9.2 million is due to 
an inadequate rate structure and $3.7 million is due to ineffective 
procedures CNer metering, billin,, and collectin,. II See EKhibi t A. 

For tiscal year 1988, cuc•s operatin, budget assuned a rate increase 
tor power. HaWeVer CUC was prevented by section 8143 (c), PUblic Law 
4-47 trcm raisin, rates. This section ot the law was later amended by 
PUblic Law 6-5 which allowed CUC to increase rates in fiscal year 
1989. 

1. What is the current situation with collection, rates, and metering? 

collection: 

In its first year, fiscal year 1988, working with DPW's records and 
personnel, CUC was able to increase collection by <Ner $1 million: 
it collected $5.6 million, exclusive of govemment utilities 
payment. Collection has since sltyrocketed, brought about primarily 
by the massive iq,r=ements made to the power systans includi.Jq 
increased metering, iq,r=ed billin, and accountin, procedures, and 
iq,r=ed generation and distril::Jution equipnent. Collections have 
grown frcm $5.6 million in fiscal year 1988 to $37.5 million in 
fiscal year 1992. A oaiparative collection report is enclosed as 
EKhibit B. 

Rates: 

Due to the prohibition ot section 8143(c) of PUblic Law 4-47 and 
the lengthy requiremants of the Mninistrative Procedure kt, CUC 
was unable to iq:>lemant the full cost rea::,very rates in fiscal year 
1988. The full cost recovery rate was iq:>lemented on January 1989 
when PUblic Law 6-5 amended section 8143 (c) ot PL 4-47. The power 
rate was increased by one bundred percent (100%) , raisin, 
residential rates frcm $0.05/JOOI to $0.ll/JOOI: ocmnercial rates 
went frcm $0.0B/Rlm to $0.16/Rlm. See Exhibit c for rate 
CX1Jl)llrison incl~ the proposed rates for all utilities. 

Metering: 

In Au;just 1987, only fifty five percent (55%) of custcmers were 
metered. By January 1990, metered custaners bad increased to 
seventy four percent (74%). As of March 1993, metered custaners 
are ninety eight percent (98%) with a meager two percent (2%) 
rana:ining unmetered. See Exhibit D. 
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2. What provisions are there to ensure that those who can pay the cost 
of services do and only those who cannot are subsidized? 

cuc•s regulations for Power, Water, and sewer and its enabling 
legislation (P.L. 4-47) require all custaners to pay for utility 
services when a bill is rendered. In addition, all custaners are 
required to pay an application fee, a security deposit and a 
connection fee. The regulations do not provide for any subsidy. 
Even those custaners under the federal Low In0aDe Housing Enei:gy 
Assistance Program (LIHEl\P) are billed for total consumption and 
are required to pay for any balance in excess of the federal 
assistance. 

3. Why should federal taxpayers provide additional infrastructure 
assistance when many in the N.M.I. who can pay fair value for 
utility services are not required to do so? 

This statement is not correct. As shown in question 2, cuc•s 
regulations and its power rates were full cost recovery rates. CUC 
has recently oatq)leted a financial plan which calls for a rate 
increase to meet operating cost as well as projected capital 
improvements projects and debt service, 

QUestion No. 7: 

Introduction: 

Since its inception, cuc•s project funding has cane primarily fran 
ocmnonwealth DeVelO(:llletlt AUthority (Cllll.) loans. These funds, pursuant 
to the provisions set forth in the June 10, 1985 llgreement of the 
Special Representatives on FUture united states Financial Assistance 
for the Northern Mariana Islands, were fran tax-exeq,t bonds in the 
united states market secured by covenant funds. Fl.mds fran these 
loans are expended upon approval of the Department of the Interior's 
Office of Territorial and International Affairs (Ol'IA). The funds 
expended by CUC were all for capital improvement priorities identified 
in the Seven-Year Strategic DeVelO(:llletlt Plan (SOP), developecl in 
accordance with the requirements of the l\greement of the Special 
Representatives. The SOP was approved by the Department of the 
Interior (DOI) • How funds could be alleged to have been spent 
11inefficientlyt1 when they were spent in accordance with approved 
develO(:llletlt plan and with IJOI's oversight is beyond our oatq)rehension. 

since fiscal year 1988, cue has constructed three major power plants. 
The &nergency Power Plant, cxmnissioned in AllgUSt 1988, consists of 
six (6) General Motors Electranotive Division generators. As the name 
implies, the &nergency Power Plant was needed to meet demand at that 
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time and to buy time for CUC to construct a pennanent power plant. In 
May 1990, CUC oamdssioned the first phase of one of the most modern 
power plants in the pacific. This plant has both fuel and lubrication 
perfonnance guarantees, and has enabled CUC to lower its fuel 
co~tion fran 71 percent of total operati.n;, expenses to less than 
50 percent. The Dnergency Power Plant remains for peaki.n;, capacity 
and as emergency backup for the main power plant. otm.ously, this is 
not an example of "inefficient power generators". The Phase II 
Expansion added two more of the same diesel engines. 

The initial power distribution eKpallSion program undertaken enabled 
CUC to double its load distribution capacity fran 6 to 12 megawatts. 
Today, the distribution capacity eicceeds 15 megawatts. llgain, this is 
not inefficient. In fact, all these ~rovements were strate:,ically 
eicecuted to bri.n;, efficient power to the people of the CC:mnonwealth. 

1. Should federal taxpayers provide additional infrastructure 
assistance in light of the allegations of mismanagement of past 
assistance? 

In the absence of specific citations or allegations, we assume that 
you are referri.n;, to the IG•s letter dated April 26, 1991 
(7520-91-541) regarding the independent llllditor's Report on 
CCl!pliance with Laws and Regulations for the year ended Beptanber 
30, 1988 and specifically to the Findings of Nonoanpliance 
identified in connection to the 1988 Si.n;,le Audit. The questions 
raised were addressed in a letter dated May 8, 1991 to Mr. Sam w. 
Gillentine, Regional .lllldit Manager, Office of the Inspector 
General. The same infoxmation was provided to Mr. Thanas Bussanich 
of Territorial and International Affairs. See Exhibit E. 

If you are referri.n;, to the IG's .l\lldit Report on capital 
Illprovement Funds, CCllllnonwealth of the Northern Mariana Island 
(Assignment No. N-'l'G-NMI-09-90), again we addressed the issues 
raised to The Honorable Stella Guerra in a letter dated November 
25, 1991, see Exhibit F. 

As far as N.M.I officials• oanplaints about cue, this is to be 
expected due to the new regulations and requirements for providi.n;, 
services. CUC is aware of oanplaints regarding having to pay for 
connection fees, security depoSits, application fees and bei.n;, 
required to oarq_:,ly with national standards on water, power and 
sewer services. CCl!plaints have been made regarding service 
disoonnections of delinquent custaners. Disconnection of utility 
services is made routinely by CUC for all delinquent custaners, 
pursuant to specific requirement of Public I.aw 4-47. 
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We believe that capital deVelopnents funds are invested properly, 
and according to plans. This is evident in the tremendous 
:improvements made to power, water and sewer services to date. The 
Deparbnent of the Interior's Operation and Maintenance Improvement 
Programs (CMIP) report testifies to this fact . 

QUestion No. a: 

l. In light of the past failure to provide local funds for 
infrastructure needs, should federal taxpayers provide 
additional assistance? 

Sincerely, 

This is not a oorrect statement. cue alone has invested aver 
$10 million of local funds in sewer iq>rovements and aver $5 
million in power distribution iq>rovements . 

The CNMI is making a good faith effort in funding its capital 
iq>rovement needs using locally generated revenues. 

Enclosures 
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m.~. -,oust of l\tpresmtatibt~ 
(ommUltt on 

Jintural .Btsourus 
l!lafllln;ton. 18< 20513-;}201 

April 1 , 1993 

The Honorable Lorenzo I . G·r.1vrrero 
aovernor ot the Nort ~ern Mariana Ialande 
Capitol Hill 
Saipan, MP/U~A 969~-0 

My dear Governor ~uerrero : 

C001 ¥:."..1..0 AU.U& 
"""'._''f<l u~l:111::.u. ,,,uo ,11 

-w v~u•. V- OH ...-.........-~-......... """ 
L fO'flG->~-',2.1'"'-..-0...._ "'°"""".,....,. __ 
--. ... ,_ ... _ ... 
JO,l'tf30,,..CU.,,1. 1D,HO/ltf 
~I\NCOU•. t:i~l>O 
-1'-~~rtl, CAI .JOl'fl!A .,,..,,...~•o.t~~ 
~-wu1.~'",_,. 
a.•CA1.Y1'1. c.w.J"'"""' 
~--4. l,.'O\.O"-­
~,...aoMO~o-.. .. ,,e,c:...,._..,....,,,1,1 

~~l=~ 
• •:-<-.OOon&.T'll• 
( P,1"" 0)1.t"Ul. 

O,I.IO$. IIA;.o,; ... .,..,,..,.:-n""" :~• 

Attaohe~ are aome qtJestions tort.be record of the Subcoamittoo 1 & 

March 18th Leg i alat i ve Hearing on H,R, 1092 , a bill to provide 
turther tinancial 4&siatance to the Northern Mariana Islands. 
Pleil•• provide your governoent' s :responses to these tJuestione by 
April 19th. 

Thank you tor your continued 
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QU EST~OKS TOR GOVE:RNOR LORENZO r. GUERRERO OT THE NORTHERN 
l'IAl'<IA?IA ISLANDS BY THE SUBCOMMITTEE OK INSULAR AND INTERNATI ONAL 
AFFAIRS - KARCH 18Tl! LEGISLATIVE Kl!:ARING ON K.R. 1092, A BILL TO 
?ROVIDE FURTHER 11.SSISTANCE TO THE CO!'IMONWEA!,Tl! OP THE NORTl!EIUI 
KAR I ANA ISLANDS. 

Intra.truoture Coat 

1 . A signitlcant portion of the economic activity in the 
commonwealch i~ gan.icn~ ~anutacturing. This induHtry -- vhich 
grosaed $279 million last year and includes substantial ~oreign 
ownership -- used roreign worxers paid leaa than the U.S. minau,,, 
wage to make gan,ents which freely enterad the U.S. 111Arket . Th• 
K.K.I . dev•loped its 9ana•nt industry mnd its reliance on alien 
labor in spite ot federal warnings, including fro• 
repraaentativ•• o~ thia comaittee. U.S. 9arIDent workers Gnd 
manutactureru -- in a industry being overcome by non-domestic 
~ompetition -- say that the Marianas competition la unfair . 

Why should tne reaaral goverlll!lont uae revenue contributed in 
part by U.S. workers and manufacture~& who are ~uttBrinq in 
part trom competition rrom th• Marianas to tinanc• 
infrastructure for th• commonwealth? 

Proj•ot• 

2. The agreement does not specify the project11 1'hi0h wou.ld bu 
!lnancad with me $120 million to which •~• congress is being 
asked to c~mmit . • • or even the typeu of pro j ects. 

Speci!ically, how would the recOllllllended Sl20 million ro i so 
the etandard ot living in and develop the economic resources 
of the cownonwacltll? 

How can we be assured that the $120 million will be ueed for 
what we will ac;=ea &re the priority needs in th• N,M,I.? 

ll&tohin~ c-iblemt 

J. The N.M.I. Legislature has not bean aekad to approve tha 
agreement and, thus, has not conuoittad to provide th• intended 
$120 million match • .ruruiar, many N.M,I, l•9islators have 
publicly questioned th• wisdom or th• making tha collllllitmunt, 

Why wasn't th• :,egislatura 4aked to Approve tha agreement? 
Why should the congre• a approve the agreement batora the 
Legia!atur• doe•? 

Will the Legiulature collllllit to match the $120 million? Why 
have so many legislator• queatione~ doing •o? How can va be 
assured of a collllDitment on the part of th• N,H,I . 7 



166 

4. Tho agreement provides that it may be changed by tha p•r~ieo. 

Sinc e t he Congress will ha ve approved the a9reQment, why 
,nould changes in it be able to bQ made without 
concjres sional approval ? 

What assurance does the Congr ess hav• th~t the prov i ~ ions it 
i s being asked to approve wil l not be cha nged il\\llled i at • ly? 

5. Th• agreement does not make clear who will repro6~r.t tha 
parties in ...,king chan9ae to it. 

Who will? How oan we be as sured that o!fioials other than 
thoee in~ended now Yill not make chang•• 1n the future ? 

6 . Repreeantativ•• ot pa•t federal end c oaunonv•alth 
adl'Oinietrations have agreed that the full cost or N.K. I . util i t y 
services would b<I borne by tho users. The K.K.I . utility agency , 
tho cue, bas not been collecting the tull coat o! services. k 
few years age , the Interior Inspector General aatimated tha t the 
N,M , I. vas losing $14 million a year becau•• fees war• not 
collected, rates were too low, and eerviees were not metered . 
Although there ware an eati11atad 6,500 power uaara at the time , 
for axuiple, tbera ware only 5,200 customers on CtTC'• books , or 
thia nwnber only· 2,600 vere metered . Lose than 2' ot "ater users 
wera •atered, 

What is the curr•nt situa~ion with collections, rate&, and 
m•tering? 

What provisions are there to ensure that tho•• who can pay 
tbe coat or aervicas do and only t:llose who oaMot are 
aubaidizad? 

Why abould federal taxpayers prov ide additional 
infrastructure a•• i stanc• when many i n tbe H.M,I. who can 
pay fair value !or utility aorvices are not r,aq-.iire_d to do 
so? 

7. The Inspector Ceneral has repor~ed that the cue spent million~ 
of dollars of past tederal infrastructure aseiatan~• 
inef!icientl y . Interior Oepart:llent officials have told us of 
purchases o! ina!ficient povrtr generatore and lines as well as o f 
allegations of miamanngoment. N.M,I, of! i ciala have complainad 
cb::out the CUC. 

Should federal taxpayers provide additional infraetructure 
Asoietanc e in l ight ct t he allegations of mismanagement o! 
past adeistance? 
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B. The Inspector G<,neral has dlso criticized the N.M.I. 
goverrunent tor not meeting it8 ovn plans Cor providing local 
r unds r o r infras~ructura need& t o the extent ot $59 ~ i llion, 
delayi ng the ac compliatuuent ot the ialbnds ' overall devolopment 
plan objectives. 

I n light of the pa&t !allure t o provi do local funds f e r 
infrastructur• need~, a hould !eder~l taxpayer~ prov ide 
addi t ional aBsiatance? 

9. The rnspQctor General has aai~ that the N.M.I. agency 
r&sponsibla fo~ =anaging development projectG, the COA, has 
axercisgd inadequate oversight and control regarding !ederal 
infraotructure assi~tance and tl\at $6.7 million was used 
ina t toctively or tor unallowGble purpos•• · 

h-nat a•suronc e will there be ot more errectivo managemont 0 £ 
assi&tanco by the CDA? 

10. The Inspec ~cr General round t:hat $6,5 million of past tederai 
deve lopmental assistanco was lost because ct loan• tor ineligible 
p~rpose• or failures to collect repay,,ent or loans. (Of 37 loans 
totalling $5.7 million that were in default, 17 amounting to $3.2 
milliQn ~ere ~eportedly held by current or !ormar 9ovarnment 
officials or their relatives.) $2 million of federal assistance 
ror housing loans was used tor nousing authority operation& 
expenses. (This does not include a reported overbilling on tha 
(Koblarville subdivision of $3.2 million or an additional $3 , 7 t o 
$6.l million that homebuyers will allegedly needl• saly p4y in the 
~uthority's contrdc~ with ocK construction~} 

What assurance can you give uo that further 4ssistance ~ill 
bs used pro~rly? 
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INTiWDUCTJON 

The Commom;ea i-::h of the Northern Mariana lsl.;nds Publ:.c La-.: 4 -t.,.7 
es:abli.shed :: t-:e Con:.::::.onwealth Ut.ilit.ies Corporacion, a public co:-?oracion, 
co·supervise ::he cons truction. maintenance. operacions. a nd re gula tion of 
all util i ty services Although the lav became ef feccive October 1, 1985, 
the Depa r::mer:t of Publi c ' .. 'o::-ks, predecessor to the Utili::ies Cor;,oratio:--,, 
continued to opera ce and cc:aintain the facili ties ,....h::.ch provided. 
elec::::-ical paver, as well as water, sever, and r-efuse serv:ces, through 
f isc .'.Jl year 1987" . For fiscal year 1987. Public 1,Jorks opera::::;.g revenues 
for these ut ili t ies were $4 .5 mi l lion. and operating expenses \Jere $10.9 
mi ll i on. The operating loss of S6.4 million vas offset by other 
Common:.ealr.h Government revenues. 

On Occob er 1, 1987, che Uti li tie s Corpo ration to ok over ::he operations 
and management of the facilities, includ1ng the pe r sonnel, and assume d 
full responsibility for providing po'-'er, water , sewer , and refuse 
services. f or fiscal year 1988, the Ut il i t i es Corporation est imated its 
operating revenues to be $8 2 million (assuming a race incre ase for power 
a :,.d aggressive collection efforts occurred during the ye ar) and operat ing 
expenses to be $14 l mill ion . To offset Che anticipated operating loss , 
Pub lic La•,.r )-44 au thorized a $5 9 mi llion subsidv co the Utili cies 
Corpor.acion . An addit i onal $2.0 million ai,propria:::e ci ::: o che 
1..i c ilicies Corporation through Publ i c La.w 6 - 5. 

Public La;.• 4-47 requires thac che Utilit ies Corporati on be governed by a 
Board o f Directors ..,hich, once confirm ed, ,1Jill imp lement a plan ...,i::h i n 90 
days to es tabl!.sh :::ates and meter. bill, -and collect fee s in a :'ai::: and 
rational manner from a ll cons ume rs of u tility servi ces prov ided bv the 
Ut ilit ies Corpora:::ion. Billings are prepare d monthly. Cus~ome:s · wi~h 
meters .a.re billed bas ed on measu red consumption, wh ile cus:::omen 1,:ithou c 
meters, except Covernmental, are· billed a flat-rate assessment based on 
estimated consumption Governme ntal cus tomers are no t billed for ucili:y 
s et"'\·ices 

On June 11, 1987, the Utilities Soard selected a private utilitie s 
company, exper ienc ed in operating pover facilities on ocher Pacific 
Islands, to provide consul ting services for the electrical paver 
operations. The consulting contract w"as avarded on August 25, 1987 . The 
consultant vas subsequently selected as the contractor for No other 
contracts. One ts a $1. 2 m1ll1on contract, signed July 18, 1988. co plan 
and initiate an effec tive meter1ng progr&.111. for the Utilities Corporac1on. 
The ocher 1.s a 3-year concracc, .signed Augu.sc 15 , 1988, to operate and 
manage che eleccrical power system and the administrative offices of .all 
ut i lity functi ons . 

OBJECTIVE AND SCOPE 

The objec tive of the audi t ...,as co detennine if (1 ) che Commonveal.th 
Utilities Corporation effective ly metere d , billed, and collecte d for 
utility services ; (2) contra c:: s for fuel and fuel storage •,.rere a...,arded in 
accordance >Jith requi red procurement standards and in the best inceres c 
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o f che Cornmon...,e alch; and (3 ) the d e s i r ed goals escablishe d by the 
Commonve a lch Legislature in Public Law 4-47 were being achieved . 

'..ie revie...,ed Util i:::::'. es Coqo r ac::'. o n proc e dur e s for mecer ir.g , bil:i:".f;, 
c ol lecting , cont=accing for fuel and fuel .9Corage, and re l ate d budgec ar. ci 
financial documents fo r the per::.od November l . 1985, through Occ:ober 31, 
1988 . To .accom?lish our obj ecti-.•e . 'Je v isi t ed offices of che Utilitie s 
Corpo rat i on ; Utilicies Corpora t ion ' s consul cane; Commonwealth De par t!llencs 
o f finance, Public Works, and Coau:nerc e and Labor: t he Governor's Offic e 
of Pl.a nning and Budget ; and selec :::: e d c o n sume r l o c at ions. The audi ::: -.·o ri;. 
•.:a s comp leted i n November ~988 

Our r evi ew disclosed only minor defic i e n c ies concerni ng che foe! supply 
or fuel storage contra ~t s. These deficiencies Yere communicate d .:o 
Uci li cies Corporation management under s epa r ate cover. 

Th is ec onomy and efficiency revie"' was made, as applicable, in accot'dance 
\Jich che ·standards for Audi1: of Governmental Organizations, Programs, 
Activitie s . and Func t ions," issued by the Comptrol l er General of the 
Uniced States . Accordingly, ve included such tests of records and oc!ier 
a udit ing procedures that ..,.ere considered necessary unde r the 
circUJllstanc es . 

The accounting anci adm i n i s:::r;.c i ve records a t the Uti li t i es Co rporati on 
vere i nadegua ce to fully deter:iine the cause and effect of condi :: ions 
i dentified by our revie\J . Repeated actempcs co obc.ain infooacion o r 
explanations from Utilit i e s Corporacion employees '-'ere not successful 
Accordingly. the lack of documencacion and adequace e xp lanac i ons lia:i ;:ed 

t h e scope of our r ev i ew" . 

As par-c of our review" , ve evaluate d the syscem of incernal controls over 
me cering. b illing , and collec:ing for ucilicy services . Also , \o'e 
re viewed the internal controls over procurement of fuel and fuel s torage 
for elec-crica.l power geTleration . Our review disclosed major weaknesses 
in the administration of the meter i ng, billing, and collecting func:ions 
The inc e r '!".al ccn-crol 'loleaknesses identified are addressed in the Findir:gs 
a nd Re commendat i ons sec-cion of t his reporc . The recoa,.menda cions. if 
imp l emented , should improve the controls i n these areas . 

PRI OR AUDIT COVERAGE 

During the pasc 5 years, the General Accouncing Office had not evaluate d 
the procedures u.sed by the U~ilicie.s Corporation or Public t.i'orks co 
mecer . bill , and collect for utility .services. The Office of In.specter 
General b.sued one fla.1h audit r•porc •ncicled •a.vtev of The 
Commonwealth Utilities Corpor.a.cion. Commonwealth of che Northern Kariana 
Islands" in September 1988 (No. 88-114). That report conta i ned 
recommendations to the Governor of the Northern Harian.a. Isl.ands and the 
Chairman of the Soard of che Ucilicies Corpora.cion dealing 1,1ich 
unrealist:ic flat rac:es for power consumers without meters. The reporc 
identified $1.2 million in lose revenue a.1&ociated with the 20 to 30 
largest commercial users . The Governor and the Utilities Corpo rat i on 
i enerally agreed 'w" it:h the recommendations a.nd proposed ac t ions to cor:rec ::: 
the problems. 
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[INOJNGS AND RECOMJ1 E@ATI ON$ 

A . CQ~p r !_J_"'JCE :..·t TH U:GI SL:..T! VE GOAL$ 

The Ur;ili:::ies Corporation had not achieved che de sired goa ls of the 
Cotil.lllonveal : h Leg i s la cure for full cost recove ry and effect i ve opera:ior:s _ 
Publ ic Lav 4.47 requ ires thac che Utilities Corporaci on be independent o f 
all appropriations by t he Commom.,ealch Legislacure by the end of fiscal 
year L98S and e s :::ablis h the polic ie s and procedures necess;;,ry :o ensure 
e ffective op erations. The Commonvealth did not ac e prompcly to es.::o.blish 
a Board o f Directo rs for ::he Ucilit:ies Corporation. and the Board has not 
acted proropdy co implement the mandates of the law. At the time of our 
audit. many ucility cus:omers s till had noc been metered, a nd fla :: rac es 
charged these customers normally recovered far less than the coses o f the 
services prov ided. As a resulc, che Ut il ities Corporation los::: an 
estimated $12 . 9 million i n 1988 and may noc be financiall y independen t in 
the near fucure Additionally , the Utilities Corporation does not have 
the accounting and adminiscracive s y scems necessary co ensure effective 
o pera tions. 

The Agreer.le n t of the Spec ial Representatives on Future United States 
Financial Assistanc e for che Northern Mariana Islands requires the 
Common,..ea lth Covernmenc co ensu re chac the Utilities Corpo rat i on i s fully 
funded, through the use of user fees. and independent of Governmen:. 
subsidy by the end of fiscal year 1988. This requirement ..... 15 agreed co 
as a condi t i on f o r the Commonvealch co rece i ve Federal funds for 
Commonvealth Government opera tions . Federal funds provided for 
Gove rnment operations in fiscal year 1989 ..,ill a.mount co $15 million . 

Cos t Re c ov~,...,,,. 

Contrary co applicable lav, che Utilities Corporation has been provid i:15 
services co consumers at prices far below actual coses. Public La1J t.. :.. ; 
requires che Utilities Corporation to ta\ce all seeps necessary to 
accuracelv meter and bill all consumers, including Government consumers 
and all ·covernmenc buildings, for electrical pover, se..,age . refuse 
collect ion . and ._.acer consumption by no lacer than October 1. 1986 . ac no 
less ch.an the cost of production, operation, and main t enance of che 
services provided . No race inc reases were permitted unless the 
Coq,ora tion vas in full compliance with these provisidns . !

0

ecause •ll 
consumers were nee metered , t he Boa.rd could not implement a new race 
schedule . 

Utility races have nor been changed since 1982, and che existing races 
did not recover the full coses of providing service. For examp l e, the 
cost of producing paver 1s e3ti.m,ated at 11..5 cents per kilo\l&CC hour . 
while the •verage race charged by Public Works and the Utilic.ies 
Corporation vas 7. 2 cents per kilowatt hour. Consequently, ut i Ucy 
services were provi ded co consumers ac a loss. and as consumers were 
added to the system, the operating losses and corresponding Government 
subsidies increased proportionately . We es timated chat the Ut il ities 
Coq:,orat i on' s fiscal year 1988 losses would amount to $12. 9 mill i on. o: 
which $9 . 2 million is due to an inadequate rate s true cure and SJ· · 



COU:P901 

OCTOBER 
NOVEMBER 
CECEMBER 
JANUARY 
FEBRUARY 
MARCH 
APRIL 
MAY 
JUNE 
JULY 
AUGUST 
SEPTEMBER 

04107/93 

1993 1992 % 

3..'i0J .J2j 0.4% J,490,409 30.0o/o 
3.298.775 l'.U% 2..855 .326 67.4% 
3,212.592 35% 3,tOJ,33) 64.2% 
5,176,370 42.7% 3,627.126 -128% 
4.180,467 30.7% J,t9'U81 1.$ .9% 
2.742 ,350 - 9.5% 3.031.764 18.5% 

!.965.304 - 7.7% 
3.018.979 - 16.QQ"o 
1.ll7,9jl 3.8% 
3.266,870 -0,2% 
!.837.409 -8 .?o/., 
2.9H,890 -2.3% 
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COMMONWEALTH llflLmES CXJFPORATION 
COMPARATIVE COLLECTION FEPOITT 

FISCAL YEARS 1993, 1992, 1991. 1090, 1989& 1988 

1991 % 

2,68-4.657 67.•% 
I.W.664 - .5.1 % 
t.890.040 ll.4% 
4,1J9,65:! 94.0% 
2.7l!.776 27.3% 
2.,358.?M 16.7% 
),211.124 61.1% 
J,.'59:l.•27 20.6% 
3,003.175 40.0% 
J,Zn,410 SJ.•% 
J,11.5.800 28.8% 
J,02',241 40.8% 

1990 

I.60U• l 
1.797.239 
L696.299 
2.144.277 
2,166.561 
2.193.09 
L993.!56 
2.981.100 
2,145,061 
t ,784.6ZS 
2.419.964 
2.1•7,907 

% 

63.1% 
1275% 
1•5.5 % 
94.6% 
31.4% 
•l.2% 
&l.2% 

l00.7% 
27.0o/o 
(2.3% 
40.8% 
29.3% 

1009 

983.46' 164 6% 
789,900 366.2% 
691.048 16J"f. 

l.l(r .... 013 138.6 % 
I.649.309 JJ• 6% 
u .n,6"37 164.7% 
l.076J .S5 IJS.5% 
1,483.D7 29U% 
1,688.n? 202 .0% 
I.5~.40'! 212.2% 
l.71!-143 186.4% 
1.661.~~ !04.9% 

"''" 
371.675 
169,451 
59.\.Jl? 
42.6..090 
379.469 
j87,021 
-431.3.'59 
3'79,441 
'.l.'5 9.2 36 
509,050 
599,999 
5«.951 

TOTAL 

AVERAGES 

$22..tlJ.878 $37.466.9'f0 7.1% SJ4,980.nl J9J% $25.074.19 1 '.16.8% U'.1.989.~ 1117.0% ~J71.066 

S2.089Ji6 

AVE . INC. FROM- lw:2 ij63,40l 18% 

AVE . INC. FAOM - IQlill $770.585 2.6% S20i.l8-' 7% 

AVE . INC. FAo.4 - 1990 SU96.t30 76% SL0l2.729 •9% $825 .. 5'5 40o/o 
=========--·-·=====: ==:""····-··-==::=====- • 

AVE . INC. FAOM-1889 $l.J.H,1ZS 177% SL719.826 13•% SLJ82.6-42 ll9% 
=========-·- -·•=::o======="''"··-··-===: =====----

AVE . INC. FROM - 1988 S3.~U91 694% S2.6S 7.989 57)% 2.4j0,805 5~% 

NOTE. EXCEPT FOR GOVERNMENT OFFSETING O F ACCOU/1/TS WHICH AF£ PRESUMED AS COUECTIONS, 
THE ABOVE FIGUR:S \-YEFE BA.SEO ON THE ACl1JAL MONTI-RY COLl.ECTlONS CEPOSrrEO UNO:R 
CUC'S CPEAATION FUN0(80GK0603-134J) . 

MARCH IEl90COUECTION DOES NOT JNCLUO; GO\IEANMENT BILLING WHICH HAS YET 
TO BE PAINTED AS OF APRIL 7, 1993 

Sl. H2..419 $464 ,2.5 6 
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0 ~ . ({ommontuealtfJ lltthties ({orporation 
@mer of tur lfxecutibe 1.19imtor 

' 

February 11, .1992 

Mr. Themas BUssanich 
Dt.ldJet Office 

i.owrr ~sr .fl.$. J!!ox 1220 

&aqllm. ffl fl %930 

Territorial and International Affairs 
United states Department of the Interior 
Off ice of the Secretary 
Wa.shi.nqton, D.C. 20240 

SUbject: Fiscal Year 1988 l\lldit of the 
o:moonweaJ.th Utilities eoi:poration 

Dear Mr. BUssanich: 

We are in receipt of your letter dated January 9, 1992 and the attached 
letter of June 25, 1991 together with the llpril 16, 1991 II>3DOrandtm fran 
the Inspector General. We have no record that we receive your letter of 
June 2 5, 1991 and explains the lacl< of response. 

The fifteen control and no~liance findii¥,s with questioned costs were 
addressed in a letter dated May 8, 1991 to Mr. sam Gillentine, Regional 
Audit Manager. we note that the questioned costs.were an issue only 
becallse the al.1di tor could not find the procurement" records at the CNMI 
Procurement and S\JWly who is the custodians of all procurement reoord at 
the time in question. With ax:•s direct assistance the findii¥,s were 
resolved. The audit of the o:moonwealth Utilities Corporation (CUC) for 
Fiscal Year 1989 attest to this fact. 

:'ie nave enclosea a copy or: our .iet::ter aac.ed. .May ti, ..i.991 ro l'i.r. u.illent:llle 
together with our detailed response dated January 28, 1991 and the 
resul tin:J response frcm CUC' s auditor, Deloitte &. Touche. 

Sincerely I 

Enclosure 

=: caiq,t.roller 
special Advisor 
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CommontntaltlJ 1ltiliti~ Corporation 
~ffict of tlJt btttttibt llinrtor 

Kay 8, l.991 

Mr. &Im W. Gillentine 
Re:µ.onal l\lldi.t Mlmllger 

l.owtr Ji.tit fl.~- Jiox 1220 

.-1114n. Jfll) 969:30 

united states Dep!rlment of the Interior 
Office of Inspector General 
N:irth Pacific Region 
238 ~ F.C. Flores street 
lUl" Buildirq, SUite 807 
1,gana, Guam 96910 

Dear Mr. Gillentine: 

The Chai rnvm of the caim:mweal.th utilities corporation (CO::) asJcoo me to 
respond to your letter to him, dated~ 26, 1991 (7520-91-541), 
regarding your desk revi.- of the audit report on the o:mnanweaith 
utilities corporation for the year ended September 30, 1988. 

My response to the Federal l\ssistance QUeStioned cost Detail was sent to 
Deloitte, Touche by the enclosed letter dated January 28, 1991 (Exhibit 
ll. Holle'ror, it was not IIMressed nor inclll<jled in the final audit 
report. Deloitte , Touche, through our insistence, have since reviewed 
the procurement records at ata: Proc:uranent and S!WlY and have eliminated 
most of the questioned cost. EDclosed is their facsimile transnitttl and 
its attaclnants (Exhibit 2) which indicate the redllc:tion in question 
=st. The resolution of the ~on cost is contained in the Fiscal Year 
1989 audit report. 

The 11aninist.rative Ocntrol Weakness 8I.IIIDary is enclosed as Exhibit 3. 
1\ction plans, where rel1Nant, are noted on the battcm of the sheets. 

we wish to eq>hasize that every contract by ax: duriD3' the fiscal year are 
procured oaipetitively and selected pursuant to the =iterias listed an 
tilol> pubJisbed ~ for Proposal. (RFP). All proposals for these RFP 
were received by ata: ProcurEment and SUpply, in duplicate copies. we 
took one set for ew.l.uation and the other set remains with ata: 
P=curement and Bupply. 'lbesa infot:111ation are stored by PJ:ocurement and 
SUpply and requires more thZln a cursory effort to get them for revi.-. 
The reduction of Federal l\ssistanoe QUeStion cost is an exzlllt)le of this. 



Mr . Sam w. Gillentine 
May 8, 1990 
Pl,ge Two 

Sincerely, 

(~£-~ 
Ram:lnS. Guerrer<f 
Executive Direc:1f>r 

Enclosures 

cc: Governor 
Chail:man 
CCllt)treller 
Special. Mvisor 
Deloitte, ToUcbe 
Public J\lll:litor w/enclosures 
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Director of' Ert.ernal J\lll:lits w/enclosures 
Director, l\1ldi t Followup and 

QUal.ity =anoe w/enclosures 
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-------- --- - - - -- -___ L---------·---------
E,..,C\._.0$ L\ \'L~ 1 

a • Commontutall~ ~hilllCS Coq>1m1110n •. 
@fficr of 1hr 'l'xrcut1t1r Btrrrtor 

Jam.J.a.rY 28, 1991 

Mr. Michaal Jolm9on 
Del.oi tte , Toucbe 
P.O. Bal< 308 
84ipsn, MP 96950 

Dear Mr. Jolm9on: 

PUrsUant to :tr:'e[«11tmt ~tor's RepOrt on o:q,lianoe with IawB and 
Regulation, for the year.- Sept-.- 30, 1988, and apecific::ally to the 
Fi.ndiDgs ot ~]lance identified in oannectian with the 1988 Bingle 
lllldi t and discussed in tba sa.lule ot 'f'indin,s and Questioned Costs, we 
protide the following justifications: 

66.4L8/US EPA -
8adog Tase BTP 

JUsti f ication: 

JUstif ication: 

J'Ustif ication: 

QUESTIONED 

= 
••• purchase piclc-up true!< in a lease 
~ without prior~- •• 

= CODducts many Womai ocmsu.ltation 
with 11.s. BPA wbare approval in ~ cases 
are abtalDed. Purcba!le ot vehicles and 
~ vare vi- as neoessacy to 
sui;,part grant 1IOJ% IIDd tbus approved by 
tba gnmtor. The carious proof of this 
~ is tba fact that rei.mbl:r:oam,nt 
ottbaClplllllevaa-. 

• • cbarg9 rant for g0'l8Dmllmt bousiD:J' 

= - c:lllu:ged (billed) by CH!I Per9on­
lllll tor tba govwt quarters. Tlllls, 
the c:bluqe is proper IIDd approved t:rf 
tba gr,mtor "" ~ti- oost . 

•• ctmrged lladog Tase STP •• tor vehicle 

rental --· al~ the~ 
BTP project bad - cbarged for the 
sameapem,es. 

Tl>a rental e,ipense for the vehicle was 
split - tba bl<> projects. As 
stated .-, this ia vi- .,. -

$ 4,490 

$ 4,500 

$ 1,540 

ssary to~ grant 1IOJ% lllld authorized . 

1-_._._ ... ,220 ........ _ 



Del.oi tta • TOUct>e 
Ja:mm.:cy 28, 1.991 
Paq,onio 
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66.41.8/UII P:PA - • • purcbaae <XIO(lUter systaa with prlDtar S 6,649 
Rcta s-r Systm am1 aotboare without proper ~ ttan 

JUstllication: 

15.875/UII OOI 
org. No. '2S8 
Proc. ~tor 

JUstification: 

15.875/UII OOI 
M3lti. IV/calllcun 
Raser,t,ir water 
sys. ~c 

J\Jstific:ation: 

lS.875/tJS WI/ 
~loan~ 

JUstification: 

granter ••• • 

Tba purcbaae ot ~ IIUCh as 
~ are ~ as ~ to ~ 
the ~ .... ,rtatf tor the grant worlt 
md are ~ b-f the gr,mtor aqer,c/. 

" •• could locate no avidm>oe or procur&- S2 s2 , 001 

- pn,oedures ~- contract No. 
CJ.7S.3 

cantract No. C017S.3""" -.:dud b-f the CHU go,ra,:IDmt 
on JUl.y a, 1986 for tba Reta PcMU: Plant. Contracting 
Officer tlMm vas Ula Director of PUhlic Worlcs. 
~ i.n!o.-tion abould be with DPII. 

Tba BIDllcutive Director for = CmN on board on October 
l, 1987 • 

. . recai- $1, ooo for tba sale or plans 
mid speciticaticna. ;recognized as llli.so&­
l.lJU>eOUS ~. 

S l,000 

CHU Dept. of l'i.naDoa """ prcnidiD, the aco:,unt.i.ng for 
thi.s project mid abould !lave l:>oolted the receipt in 
aooc>rdanoe to am Cin:ul.ar A-102 • 

• -~ Vbic:h - - to a:mtrac­
tors for Vbic:h no evidaioa """ avulable 
Jndlatt:lng tbat ~ proc,,dJra9 
ba4 t-. parf<mai. Owlck Ho. 0001 

0002 
97001731 

cr-<13-3156 
cr--<13-27 66 
cr--<13-2927 

$ 168,Sll 
$ 191,023 
$2,628,041 
$ 1.6,200 
$1,011,993 
$1,818,007 

o-:lt No. 0001 in Ula -..mt of $168,BU.20 vas 
~ to IBC as final payamt for tba puxdlase of 
blo l. 6 M1t c,,terpill.ar g,m,m:,,tors installed in the 

1q:ll>;Jlm - Plant p,z:aaat to o:mt:l:act Ho. O'.ll8576. 

Tba ~ of tbis ~ - dcma by the 
ou.::tor of PU:lli.c WaI:lal dUrlng tbe J.ast quarur ot 



DBl.oitta, TOUcne 
January 28, l.991 
PoqeflID,,e 
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~ J19Br 1986. 00. 8ept-.r 24, l.986, the 

ou.at:or ot Publio - - a _, to the OU.et o! 
~ and &wlY ~ -1 !or 
~ ~ ot the ;,e,, •- ao. °"""4t:er 
l., 1.986, the Orl.at ot Pn4nwt am &wlY-"""" 
the ~- - ~ • houl.d be with 
Procu<wt ..m &wlY, CRII go,;auw,t. 

Cbeclt 110. 0002 in the -,.,z,t ot $1.lll.,023.20 was 
di.atm:Nd to IR. tar the -.z:iJ:q prgjeot pursuant to = 110. C4U4'r-Ol.. 'l!nJJ cxmttact - procurwd 
i;:,=sant to IIFP rrt03. ~ _,,., ~v"'1 by a.MI 
ProoW.Wt -n<2 &wlY in Kay l.987 and should bsve 
record ot this procuremant. 

a-,1t 110. 97001731 in the -=-mt o! $2,628,041 vas 
dial:A.ll:a-1 to the Depart,llmt ot J'i.nlmc>e u a 
r.dal:w:wt !or the - •- p,:orided to q>a11 a letter 
ot credit in the -..mt ot $l.,97l.,03l., in tll'il'Or ot '1ba 
o•lll:ial llllddDcy ~,,,imd the a4vaDOe ~ ot 
$657 ,0l.0, to the - ~, pirBU11Dt to 0Jatraat Bo. 
C4U3'r-Ol, the~ _. prgjeot. T!tl.a o:mtnct 
- prac:ured puDIUBDt to IIFP 8705 in sept-.: l.987. 
CIMI ~ and 9'Wly sbcUld """'8 reoard ot this 
proc:m:emeat. 

o..:l< 110. Cl'-03-3156 in the ~ ot $16,200 vas 
c1iamned to Kl.tsui " Oo. in - with OCDttact 
110. C41522-<>l, Sinapal.o ~ •aim '111d Di.st:rimtim, 
islJmi1 of Rota. ~ ot this ocatract is -S. 
~ to 11FP rr,02. Jlgain, PWO.ii.wt and 6'.WlY 
sbould bava J:900t'd ot this ~-

a-:lt 110. ct--ol-2766 in the ~ o! $1,0ll,993.88 """ 
dial:m:9c to llitsui " Oo. in - to <Jonttact No. 
0)17843, the IIIOta _. Plant. '!'bi.a ocnt:ract -
...a:dld by the nu.:.tar ot ~ ....,,_. m JUly a, 
l.986. Both Dl'9 IIDl1 ~ and ag;,ly sbould have 
reoard ot the proc:ur<al!l>t prooMS. 

O>eck 110. Cl'-03-2927 in the -,unt o! $1,818,007.12 was 
~ to ltl.tsui " Oo. in mXlCll.1'm>oe to OCDttact 110. 
Clll.78-43, Rota_. Plmlt. 'lhi.s o::mtl:aCt _,. DUded 
by Dl'9 en JUly 8, l.ll86. Both Dl'9 am PW- and 
lllWlY abclll4 - ra>atd at tld.. ptOCXU-. 
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l.5.875/1)8 rrr!/ . . toll.owi.Dg ~ to CXXltractor:s 
CDJ. loom prooeede which incl.u&> iDte:rest ~-•. 

JUstification: 

Bincere.l y I 

o-:k No. 0001 
Cl'-03-2766 
Cl'-03-2927 

S U,9U 
S 187,359 
S ~7 ,262 

CYCI a:mtracta l>avw always auc-1 pi<ylll!mt or 1ntarMt 
up to a om:icillUI. ot U perc,ect per year • .Mditicmal.ly , 
ISlll0II thia is baD<1 :O.mda, - - no remoc:c to obtain 
addl.tia>al autbarlsation tar 1-t p!!lll!ISIIt Vbl!m 
authorized U/ =. 
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PLEASE DELIVER THE FOLLOWING PAGES TO: 

NAME: 

FIRM: 

fA X NO: 

FROM: 

3V-YJ23 

F~cs1rni1e: !6701·322-73t.0 

FIRM: DELOITTE• TOUCHE, P.O. BOX 308, SAIPAN, MP 96950 

FAX NO: ( 670) 322-7340 

·vc 

PHONE NO: (670) 322-7337/8/9 

CLIENT: 

IF YOU 00 NOT RECEIVE , < PAGES ( INCLUDING THIS ONE) IN GOOD 
CONDITION, PLEASE CALL BACK AS SOON AS POSSIBLE. 

ADDITIONAL INFORMATION: 

llfk,-W drr ro,4 1,,1 o/ ;;, r( Yi.J<"✓ e:z 20 
7 ' e-1 /If, EY t7 (er-t,,4/i£Mrr 

' 
C'f'~t- 7 0<,,f1 C'jl'/~I 

I /i,e <i;iJ/ U:?t(JO (.J;td' /$ CY<'!i /-"'.'! ,eYU 

SENT BY'--<~-+----· ______ _ 

MESSAGE T~SMITTED: YES: 

DATE: 

NO: 

CONFIRMATION NO_~l!~L~1~ 
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co~~ONWEALTH ~T!~I~Y COR ?O~~TI C~ 

Administrative Control \.: a c1Jr.r,c!: :.; SurrJTiary 
Year ended Septcrnb~r 30, :989 

Crit <LC..1.A : A rc v:,.e\.l o ! the ayutet:\ o f ::-iteL·no. l control ir.clude G 
~aKing on evaluation of \.lhether prior year recommer.C ati an s 
concerning internal controls were implemented. 

Condit i..Q.!l: 
'!'he !::..sco.i year !988 report on comp l .:.a.nce wi t ~ :ow s ar. c 
regulations :ioted the !ollowj ng questioned costs and. cotnmcnts, 
':o:- :~c yea:- r.r: :!C'.:C Se;:, ~c:-:-ibc: JO , l98e :rc?c =~ C.J.tcd Sc ~·~co:-:-.:-:e:­
!5, 1989) ...,hich .,,ere ~nreaolved at or con eidered to be 
:-eportable c::ind~t .icns !o::- ~ ~e ye~r e ndP.C. Septetnbc = JO , :9 89. 
Que ~t:c~e t Ccs~ s : 

rcpo:-ted 

Resolved questions co5ts: 

Procure~ent procedures mo.de 
available and revieYGd tor 
propriety. : 

Contract No. Cl7843 
ChecK So . 97001731 
Check ·No, CT-03-2766 
ChecK No. CT-03 - 2927 

E~ e rgency j usti!ica~lo c ~aae 
available and reviewed ~c: 

S E, : VS, 06 ~ 

(252,807) 
(2,628,041) 
(l , 0ll, 993 ) 
(1,8 18, 001) 

propriety, check ~o. 0001 __ :~ 

u~ r es olved pr ior year questioned 
costs a,; Septembec 30, 1989 

Comments: 
No . R•conciliation of receivable/p~yabl e balanc~s :~o~./ : o 

No, 
~o. 

No. 
No. 
No , 
No . 
No , 
No. 
No. 
!le . 
No, 
"~ 

10 
11 

ll ,. 

granto: agencies not per!ormcd 
No inventory of fixad a,ceta 
Fi~i6hed cons tructic~ i~ p:ogress not tran~ r~ rreti -­
plc.nt 
oavis-BdCO':"l. Act. 
Suhmi ~~ ion of fina~c ~al repcrts 
Program outlays repartee 
Ev i dence o! ~dministrat~v e :cvie~ 
Leck ot aubgrant agreem~nts 
Contract provi• ions 
Operations 4nd maintenc.nce manu a l 
::20..1 Water Ac: 
Insurance 
,:,~,-11h1 i •1-t_,.,.,. ,...,. • ..,..,,..,.. cvll't ... m rQvonue fund 
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a"'10NWEIU.TH UTILITY CORPORATION 

·f~c1crel A1eistance 0Ue1tioned Coat Detail 
/' Year ended Septell\ber 30, 1988 

crDA/Grant 

--~..\lmtu_ 

CrnA No.66.08_/U. S. 
E nvi ronment 
~~ctection Agency -
Stdog T4ae Sevage 
~reo.tment Plant 
(ossietance 1D No. 
C69000l-04-0) 

C P D A N o . 
66.416/U.S. 
Environmental 
Protection Agency -
Rote. Wa • towatar 
Treatment Sy1tem 
Phase I (o.11i1tance 
IO No, C690002-010) 

CUC exerciaed ita option to purchase a 
pick-up truck in a l1a1e agreement vi.thout 
prior Approval !rem the qrantor. 0MB 
Circular A-87 attachment B Section c( J) 
require • prior approval from granter 
agenciee !or capital expenditure,. 

Accounts payable Voucher Na. 627614 

cue charged rent tor a governmental 
housing unit to the federal grant ~hich 
appear• inconaiatent ae other governmental 
agenciee are not ch•rqed for uae of 
government.al quarters, 0MB Circular A-87 
Attachment A Section c ( l) requires 
policiee, regulAtions and procedures be 
applied on a consistent baeia among 
taderally asoiltod and other government 
progre.tna. 

Journal voucher Ko, 80054 

CUC char9ed the Sadog-. Ta1e SsYage 
Tre&tNnt Plant project $1;540 !or vehicle 
rental expenaca, although the Agingan 
Waatevatar Treatment Plant project 
(assiotance ID No. C690001-0JOJ had been 
charged for the sa~e expense& . 

Account• payable voucher No . 831399 

cue purchaaad • computer syete~ ~ith 
printer and aottvare vithout proper 
approval from the 9rantor. 0MB Circular 
A-87 Attachment B Section c(J) require• 
prior approval from granter agenciea !or 
&DP purchU411. 

Con~ract No. 18459 

Total CFOA No. 66.418 

Questioned 
cost 

4,49 0 

4,500 

i. 540 

10,530 

6, §:12 

17.179 



184 

J,..,.,oN't,~ALTH UTILITY CORPORAT:ON 

_,,, ... r;der4l A• oist&nce Oucstion•d Coat Detail 
Year ended September JO, 1988 

CFD/\ No. 
1s.a7s1u:s. 
Department ot the 
I n t e r i o r I 
Procurement at 
Generator Org. 4258 

CFOA No, 
15.875 U.S. 
9epartment of the 
Interior Water 
Systems Improvement 
xau:. :v/Calhoun 
Reservoir or~. 4493 

0MB Circular A-102, Attachment O, 1ete 
procurement standard& tor construction 
related contrActa. No evidence o! 
procurQmont prcceduree performed could be 
loce.t.-d, 

Contract No. Cl7843 

CUC received ~l,000 for the aala ot plans 
~nd speci!icationo far this project and 
recognized this as miece l la.neoue revenue. 
0MB Circular A-102 Subpart C, Section 25 
requires program income be deducted froo 
program outlays to determine reimbursemen: 
requests. 

Total CFDA No. 15.875 

Total Questioned Coats included in 
Schedule of Federol Financial Aa1i1tance 

Questioned 
coat 

. , 000 

2):0-,g6..._ , -,•· 
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~~: 

, -o,.MONW!:J\LTH UTILITY CORPORATION 

reder&l Aaaiatanc• Que&t.ior.ed Co9t. OtitA il 
Year end•d September 30 , 1988 

~;:~;;;~ 
CF~A No. 
l 5 . 8 7 5 U ; S • 
Department of the · 
I nterior / Common -
~calth Ocvelop~ent 
A u thority loan 
proceede 

OH S Circular >..-102, Attachment O, sets 
procurement standa.rde !or constructio n 
related contract,. '!'he f ol lowin <; 
disbureement1 wore made to contractor, !or 
vh i ch no ev.idonce vaa available indicating 
that procurement proc:eduree in accorda nce 
..,ith Circular A-102 had b<len performed . 

Check No. 0001 
0002 

9700173l 
CT-03-3156 
CT-03-2766 
CT-03- 292 7 

f' .,..,,,.., ,..,,,. ~ 

/l ,r!o/.Jr ./ 

£ "';v1 ., , ,; 

0MB Circular A-87, Attacrunent B, Section D 
Paragraph 7 ,tat•• that intereet on 
borrowings, bond discount,, cost o! 
financing and r•flnancing operation,, and 
legal and profe • aional feea paid in 
connect ion th•revi th, a~• unal love.bl• 
except vhen authoriz~ by Federal 
legiahtlon, The folloYing dilburaeinents 
to contractor• includa interest expen• a, 
vhich va • unauthorized. Theae 
diebureementa were questioned in their 
entirety above but alao included interett 
c ·nargeu ,u indicated belov. 

Check No, 0001 
CT-03-2766 
CT-OJ 2927 

ll,911 
187,359 

U,262 

Total Queetioned Cost• from COl\ Loan 
Proceeds 

Total Quettioned Cotta 

- l 7 -

Qi..: ,ationed 

___0_•~-

168,811 
191,023 
-~ 

16,200 
+,elt,993 
-;.e1e,Q!F 
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COHKONWEALTB UTILITY CORPORATION 

Administrative Control Weakness Summary 
Year ended September 30, 1988 

~t Without an adequate system to record receivable or payable 
balances from or to the granter agency, an entity can not accurately 
report on the use of the funds. 

condition1 CUC ia not reconciling receivable or payable balances from or 
to the gr an tor agency on a timely basis, nor doe a CUC have 1.n place a 
system to establish those balances. 

Causea The cause of the above condition is that management has not 
introduced an adequate system of recording !:"eceivable or payable 
balances. 

~= The effect of the above condition is that a.mounts due from or to 
the granter agency are misstated throughout the year. 

Recommendation: We recommend that cue implement a system whereby a 
receivable/payable account records all cash received from the granter 
agency and records all payments made to vendors. This account ahould be 
reconciled on a monthly basis. 

Auditee Responses We concur with':'the above finding. Grant related 
transactions are recorded vhen cash is received or expenses are incurred. 
Reconciliations have been postponed until audited balances are 
established. 

-..-, . .:: --~commenaaL;on '"'.as :::een -='_;~ • ·mc·1ementea s~nce Gct.ooe--
...,e -ave -:::s:.a:: ·sr.e·= ;. 3'...l • s•=•2-- -=•::ge-- -::-- -:-'= =:--=.r,:.:::-- ;~e" 
:~a:. h. · • ::ver :ur --eca10Ls anc : soursemen:s ~-.- :ne ::roJec 



vixed Assets 

.'ind1ng No. 2 
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COMMONWEALTH UTILIT~ CORPORAT!ON 

Administrative Control Weakness Summa.ry, Continued 
Year ended September 30, 1988 

~: 0MB Circular A-87, Attachment B, paragraph 11, allows grant.e1:c 
compensation for the use of buildings, capital improvements, anc 
equipment through a use allowance or depreciation. 

condition: CUC has not ta.ken a physical inventory of fixed assets tc 
determine what is on hand a.nd what was contributed by the CHMI government 
and capital grants. Additionally, CUC has no registration eyatem i; 
place to ensure safekeeping of fixed assets. Thus, neither depreciat.1.or 
or a use allowance ha.a been charged to grant awards. 

~: ':'he cause cf :.he aoove ccndit:.on :..s :.nat. :10 .:..nvent.ory nae eve: 
Deen called for :Jy :na.nagemem:.. 

~: The effect of the above condition is that an allocation c 
depreciation or use allovance to federal grants is not occurring 
Additionally, a serious Yealc.nese in cont.rel exists over the aafeguardin­
of fixed assets. 

Recommendation: We recommend that CUC perform a physical inventory o 
all fixed assets on hand, agree th,~ count with their record• and mak• 
necessary adjustments. Contribut.ect':'fixed assets should be credited t 
contributions. Additionally, ve recommend that cue implement a system o 
tagging fixed assets and perform periodic counts to en• ure existence 
Once fixed assets are recorded, cue should obtain the approval of grant.a 
agencies concerning depreciation or a use allowance to charge to gran 
awards. 

Auditee Response: We concur vith the above finding. However, at the en 
of fiscal year 1990, CUC had performed its first company-wide inventor 
of fixed asset.a on hand. Tagging of the asset.a vere thoroughl 
implemented. This inventory is being processed for coating and :. 
summarized in preparation of the valuation of a certified appraise~ 
Assets contributed are credited to appropriate contribution account 
(CNKI, Federal, or others). Fixed assets recorded in the books ar 
depreciated on a monthly basis. 

qeccmmenaa~1on ~as • een ~u 1 1·/ ·mclemenLea ~o Cate. 



;-ipding ~o. 3 
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COHMONWEALTB UTILITY CORPORATION 

Administrative Control Weakness Swnmary, Continued 
Year ended September 30, 1988 

~: Construct.ion i.n progress proJect.s should :le :-ecorded as ~:.xed 
assets vhen complete and depreciation expense snould comme nce at that 
ti.me. 

condition: CUC retains numerous construction in progress project.• in its 
conet.ruction in progreae account vhich have not been transferred to fixed 
aeeet • or depreciated. Additionally, the to tal coat ot projects 
tra.naterred to CUC from the emu government hae not been determined and 
thua some construction i n progresa account.a do not reflec t h istor i ca l 
c ost. 

Cause: The cause o ! the above condition is that CUC :.s no~ mon 1:cor1.nq 
~he accounting for ~~9 conetruc~1.on ~n proqress ?~O Jec ~s . 

Effect: The effect of the above condition is that. fixed asset.a are 
understated and depreciation expense, which should be used in rate 
setting, is understated. 

Recom.mendationi We recommend that CUC scrutinize ita existing 
con• truction in progress project• to determine "'hich are complete, adjust 
these projects to fixed a.aaeta, and depreciate them4 Additionally, CUC 
should work with the CNHI government -~n determining the hiatorica.l coat 
o f transferred projects. 

Auditee Reeponeei We concur with the above finding. Bovever, this 
matter hae been monitored and coordinated vith the operating division 
:-eeponeible for the construct.ion of the project.. U~on =eceipt. of adv i se 
cf completion !rom ':.he division, the !:in1.eiled project vil l be 
~ecla.aaified to the corresponding aaaet accoun't.. Additionally, 
depreciation is automatically computed and recorded on a monthly baais. 
Consultation vith the CNHI government as to the valuation of the projects 
transferred to our account.a is pending. 

-~nsu ~aL1on ~1 t M ~o e ra L ing =iv•s1ans 
J 1·11s1cn neaa s we re reauestea ~~ su • m'~ 
~is =rcgram w1 · :e 

- -,n -

on reoc .... -_ 
99 ·:. 
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COHMONWEALTB UTILITY CORPORATION 

Administrative Control Weakneaa SlllmDAry, Continued 
Year .ended September 30, 1988 

Davis aacon Act 

~1 When required by t.he Federal grant. program l eqielat.ion, a ll 
la.borer• and mechanics employed by contractors or subcontractore to vork 
on conatruction projects financed by federal aaeistance must be paid 
vaqe• not lea• than those eatablished for the locality ot the project by 
the secretary of La.bar. (40 Stat 1494, March 3, 1921, Chapter 411, 40 
U.S.C. 276A-276A-5). 

Condition: The Commonvealth of the Northern M.arianae Islands hae not. 
established a minimum. vaqe rate for laborers or mechanics employed by 
contractors or subcontractors vorkinq on federally financed construct. i on 
?roJecte. wages paid to laborers by a contract.or on the ROL4 Wast.ewa t e!" 
Treatment Syat.em - Phase I project ( funded by t. he U.S. Lnvironmen :. 
Protection Agency, aaeiata.nce ID. No. C690002-010) were below the minunum 
vagea set in the labor standards provisions ot the construction cont.ract.. 
CUC in general, doe• not appear to have established procedures for the 
review ot contractor vage rates to ensure compliance with grant 
provisions. 

~• 'l'he above condition waa caused by the lack of adequate overs i.ght 
procedure• by CUC over its contract9_re and poor adherence to compliance 
requirements . : · 

~i The effect of the above condition is noncompliance with federal 
regulations . 

R.ecommenda:tlon: We recommend that the cue review contract.or's payrc:.. . 
reports closely and enforce compliance vit.h contrac~ ~ayroi. 
:equirements . 

Auditee Response: We concur vith t he above ! i nding. We w.t ll i mplemen , 
the recommended procedure to ensure compliance with grant provisio ns . 

~e w1 1 - · :-n o ·1emen: -. ne recommenaat~on as soon as :::. oss~:;·: <=-
3. Do i 1cao1 e 't:J CUC. no wever, E·, : ~ou9n ~!'l e Oav1s Bacon Ac: 3pc 1 ' 
:~ ~he CN M!, ~ne fe oeral wage oete rm1nat1 o n h as a l wa ys ~e e ~ ~a­
~ue to t ne amount o f m1n1mum wage 1nv ol ve o. The CNM! r egu la t :o 
1s therefore us e a • n : ,eu of th is fac ~o r . 
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COMMONWEALTH UTILITY CORPORATION 

Administrative Control Weakness Summary, Continued 
Year ended September 30, 19 88 

: ectera l ?'naoc'al Reports 

rinding No: 5 

~: Tenne and conditions of the Covenant Capital Improvement 
funding from the Oepa.rt.ment. of the Interior (DOI) require that SF-269 and 
SF-272 reports be prepared quarterly and be submitted to the DOI 30 days 
attar the end of the quarter. OHB Circular A-102 Subpart C, Section 41 
require• that federal financial report.a be prepared using grantee'& grant 
accounting system which ie periodically reconciled to the general ledger. 

Co ndition: CUC l. e not submitting the reports required r.o ~ne 
Commonwealth Development Authority (COA) so they can comply with DOI 
r equirements . CUC is not ba.einq its requests for :- e imbursement. on :.ts 
account.ing eyst.em and. has d.ravn funcis :.n excess c ::: :.:i.ose expendea. 

~1 The cauae of the above condition is unknown . 

~ : The effect of the above condition i s a violation of spec if ic 
terms of the covenant funding and federal compliance requireinents. 

Recommendation: We recommend that the cue establish an accounting system 
capable of providing information required to file and support quarterly 
reports. 

Auditee Response: We concur with the above finding. We will furnish t he 
Commonwealth Development Authority with our audited financial • tateinent.s 
aa aoon as they becomes available. A reconciliation process between the 
~vo agencies has been implemented to monitor accounting records showing 
t.he st.at.us of the cap1.'tal ~mprovement. ?reject.a and :.he requeateci a.JnOur.:. 
to be drum on a periodic basis. 
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COKM.OUW'EA.LTH UT:!..::::TY C~R PORAT : ON 

Adm.in ie t.rat. ive Contro l We akness Summary I Continued 
'(ear ended Sept.ember :: o , -:.98 8 

? ir::j.:.ng ~o, 6 

~: ':'!1e Common ~uie : equi..:es :.::e ;:er:...oc1. c : uc:n1se 1on :.f : e a e r.!. 
!inanc1.al repor t. a '-'h ich a. r e d evel o ped :ram '.:ina nci a l d a t a ~n :. !'.t 
grantee• e grant ac c ount ing syste m ....,n1.cn 1- s per1.od 1- c a lly reconciled ~::i ':. :':( 

general ledger. 

condition, ? r ogra.m out. l a.y e repor ted t.o g rant.or dgencies, fo r the per:..QC 
endinq September 30, 19 88 , did not equal grant cut. lay s r ecorde d !.:1 CUC' · 
f inancial management eyetem, ae t ollo...,e t 

Outlay s 
? r e j ect J er SP 27! 

.l.cp.nqan ;.;ae t.e..,a ter ':':eatment. ?!..anc: 
Saipan Pump Stat ions Re no vat ion 
(assistance I D No . C690001- 0 30) $ 314, 415 

Sadoq Tase Sewage Treat ment Plant 
(aeeistance ID No. C690001-04-0) $929,460 

Water Systems Improvement, fiscal year 
1986 (federal grant No. 14-01-4102) $860, 26 0 

Ou tlays ~e r 
Ge neral !..edae --

S306, 60] 

S958, , 90 

$799, 198 

~t The c ause of t he above conditi o n i s a g e nera l l a clc 
reconciliat i on pr ocedures betveen financial ~ana ge me nt system g ra. n 
outlay• and report ed grant outlays. 

~: The e tfec t o f the a bove conditio n i s that expenses ~eco r ded 
cuc•a financial :nana~ement. s ystem Co ::.ct co i nctde '.Jtt.!1 :!':;ose stat.ea 
::.nancial .:-eports. 

Recrnrqpendatio.n1 We r ecommend that CUC structur e ~:s ~:.:ianc i a l ::ianace!!le ~ 
system so that: e xpenditures r ecorded against a part. icula.r grant c an t 
reconciled to expenditures reported to grant.or agenc ies. 

~' We concur with the above finding. We vill provide 
aubeidia.ry ledger f or each gr an tor agency. Thie sub l edger vill i nclud. 
receipts, disbursement. , and amount due to or from t he granter agency 
The balance of the aubledqer will be reconciled .-i t.h t.he general ledge 
on a monthly ba•i•. 

Th1s rec o mmendat ion has oee n fu l ly ".'TlO leme ntea ·. n f iscal .1ear '.?'?1 . 
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COMMONWEALTH UT!L~~y CORPORATI Or 

Administrat ive Cont.rel Weakness Summar 
Year e nded September 3 0, !. r 

Grant AdJnini'st;ation 

Findin6; Ng. 7 

~: In order to adhere to comp l iance 'wll.t.h g rant. a~ 
mu• t structure i t.a control procedures ~a ensur e ~hat 
official• reviev d i abur6ements made r ela.t.ed t.o s rant. a""ards. 

Conditions Currently, costs recorded against granL. awards, '=.y ::":e 
Depe.rtmeot of Finance, a.re not. revie .... ed for propriety and allO\iabil.ity .. 
the CUC-Sever Branch . 

~s The cause of the above condition is that CUC i s not accou n t. .:.. : 
for grant awards i t :receives i !l. a subqrantee capac .1.t.y ~:om t.!"i e C'SMI . 

~: '!'he effect o f :.~e c.oove .::::::-ia i c..:.. c n :..;:! ;::oss 1. ~ i e '...: :H1. 9p rcvec 
unallovable grant charges. 

Recommendo,tion1 We recommend that cue arrange 1Jith the CNHI Depart:ne 
ot Finance to begin accounting for all grants that it recelvee ~n 
aubgrantee capacity. Additionally, ve recommend tha.t d iebu rs eme : 
voucher• related to grant charges require approval ot the appropria 
grant manager. 

>.uditee Resoonee: We concur with -·t.he above find i ng. ;'he cecommendat i 
vill be performed upon establishment of the subsidiary ledger for L 

grantor agenciea . We will seek assistance from the Department o f Finan 
as neceaea.ry to establish an accoun ting system for all grants :-eceive 
Approval for payment of grant related disbursements a.re performed =y 
Executive Director as recommended by the division m.,,nager . 

-:- n 1s recommenaa t ion na s :::-een :-'" ul 1y · -noi-9 menc.aa · '.1 - · sca 1 .t ear 
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(:OHMONWE.AL':'B :;T!!.. :7'! CORPORATI ON 

A.d.m.l.ni et. rative Contro l Wea kness Summa.ry, Cont:.1:rne d 
'!ear end e d Sepc etnber 30, 19 88 

~; pd ino Ng. 8 

~: 0MB Circu lar A- i.28 Cef.!.r.e s s u b r ec.:..;n e nt.s a s ·:!.ny ~e r son c 
g overnmen t de par t menr. , a ge ncy or establ ishmen t. :.h a t. r eceives Feder a 
f inancia l a ee i ecance t o c arry o ut. a p r og ram throu g h a S tate o r l o c a 
government."' . Additionally, the United S tat.e s Oepart.ment. o f t he I nterior 
Ottice o f the I nspec t o r General , has e t.At.ed that. f e dera l ~u nd111, and the l 
r equirements , ma intain t he 1. r id e n t. 1. t.y a e t h e y ar e p aaaed do._. n ~ 

aubrecipiente . 

conditions CUC is administering f e deral grants t!'l a.t .:.t. has receive d in 
eubrecipien t. capacity from the CNMI governme nt . Although CUC h a 
r ecorded these grants vi thin i ts general l edger , 1ndiv i dual t ra.nsactior 
~re c-ecorded by :.!1.e CNMI Oep.art.ment of :' ina nce. .!..dditional l y, CUC ~t 

:iot en tere d :.n,:o any s ubg rant. aqr eeme nt.s . .., .t t~ :.--:e C lHI , : ~at wou l d Cef~~ 
t erm.a a nd c o nditions o f the subg rancs . 

~1 The c ause of the accounting c ondition is th.at t he CNKI Depart.mer 
o f Fina.nee a ccounted for uti l ity relat ed g rants before CUC vi 
e stablished .snd hae continued t o do 90. Th e c ause of the l.ac lc ( 
subgrant agreements ia unknown . 

~• The eft:ec t of the &bove accounting condition i a that CUC i a n< 
acc ounting for g rant• it adm.inistera. Thi• may lead to unauthorizc 
dieburaement.s a nd an inabil i ty to I'l!port t o g rant.o r agenc i e • • The e f !e 
o ! the lack of subgrant agreements is that t erms .5.nd conditions th 
attach to funds CUC receives ma.y be unknown. 

:lecommendat.ion : we recommend that c ue reacn a n agreement 'W'l.th t he c ~ 
) epartment of ?inance to begin accounting fo r grants it receives ~:1 

9ut>qran,:ee capacity . .;dditi onally, ~e reco mmend :hat cue not ~ccept 
a dminister grance in the f uture unless t erms a nd c onditio n of the 
grants are documented in a vrit ten subgrant agre ement. 

Auditee Reeoonae I we c oncur vi th the .above t indinq. 
:i f auba1.d i ar y l edgers ! or gra n t er ~gen c::..es , ::rnr 
drav-up the aubgrant agreement.a. 

Upon e11t.a..b li ehme 
:'..egal cou n sel •4 1 

~e -.-411 I :oor a ,nate th1s mat.ter -,-111::.h t he Oe o a r :.ment :::f ;: , nance ~ 

1mo l emen c t h e recommendation as soon as pos sible. 
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COMMONWEALTH ~~:~=~~ CORPORATION 

Adm.inistrat.ive Control Weakness Summary, C::mt.inued 
~ear ended Septembe r 30, ~988 

Scee• al. ~eguirepents 

?~:1ding No. 9 

~: 0MB C!..!'cular A- 102, Attachment. 2, defines program i ncome a s 
groe • income earned by t he grantee !rem grant-supported 4Cti.v1. tie e and 
!"equirea grantees to u se p r o gram :.:icome to fu r ther el.i g 1ble ::; rogra:.i. 
objective•. 

Condition• CUC i s obtaining program i ncome through investing pnx::eede of 
i ts loan payable to the Common'Wealth Developmenc Authority (COA). CUC ;. 8 

no t. eegregaCing this program i ncome to ensure t hat it is used to f urther 
eligible program objeccivee . 

::ause: -:'he cause o ! -:~e abov e -::::ncti:.:.on :. s ::1a.t. -:. ~e source o f :=:e _.:an 
proceed.a le bond issuance s of CDA t.hat. are supported Cy Federal capi t.ai 
improvement grant.a. Although te nns and conditions of gr an t s should pass 
through to eubrecipient.s, the loan agreement. between CDA and cue does not. 
include federal terms a nd conditions. 

~: The effect of the above condition is the poaaibility of 
disallowed costl!I if CUC cannot account for its use of program. income. 

Recommendation1 We recommend CUC seqreqate any interest income accrued 
on CDA loan pr-oceede and report tci ~-:C DA that. the income ._.a• used to 
further the elig i ble programs as out.lined in the loan agreement. 

Auditee Respc,nse : We concur with the above findinq. ?ro~ra.m i ncome c !" 
:nterest income earned from t~e CDA ~oan proceeds dre p roperly account.ea 
~or and deposited i:it.o o ur =onst.ruct::..on t:ank accoun t.a. We will ::-,fo~ 
CDA about t~ia !:!at.tet'. 

- ~1s ~ecommenc a : =~ ~as : een ::-;o I emen::.2 .:: 

- -,,::: -
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COMHONW'EALTB UT!LI7Y CORPORA 1: .1..0N 

Administrative Central Wea.imess Summary, Conc:.nued 
Year e nded Sept.ember JO, 1988 

~: OH.B c:.r::ular i\-102, A.tt.achment. O ~equi.rea dny :-ecipient. ~L 

federal grant funds to include the following c onc:act prov1a1ona er 
conditions in all procurement. cont.;["aC'ts a.nd subcontracts: 

?revision tor the termination of the contract.o r ~y the g rantee. 

Provieion requiring co1npliance with £xecut1.ve Order 11246 ·~quai 
Elnployment Opportunity· . 

?rovieione ~equiring compliance \Jith the Copeldnd "Mti-KickbacX.· 
Act. 

?rov1s1.ons z equ1. r:O:i.g compliance IJl.t.h :.~e c;av1.s 3ac:::n .:..c:.. 

Provisions requiring construction contracts r..o :equire compliance 
with Sections 103 and 107 of the contract 1Jork hours and safety 
standards act . 

Provisions requiring compliance with all applicable atandarde, 
order•, or requirement• issued under Section 306 o! t.he clean air 
act. 

Cooditioni contract number• C018576, C41649-0l, C018660, C41522-0l and 
C41439 did not contain all or some of the co ntract provisions or 
::oncii tiona noted above . 

Cause: ':'~e c ause of ':~e above cond it .::..on :.s 1.::1known . 

~: The effect of the above condition is a violation cf the tenns o: 
0KB Circular A-102. 

Recommendationi we recommend that CUC attempt to amend the above liste1 
contract• and ensure that the listed contract provisions o r condit~on 
are included in all procurement contracts and subcontract• related t 
federal grant avarda. 

Auditee Reeponset We concur vith the above finding. We vill implemen 
the recommended action as soon as possible. 

7he acti on p l an o n this recommendat. 1on 1s o r esent 1y o ngo i ng . ~E 
are t.r y 1ng ~o 1ncoroorate t hese orov1 s1ons 1n a1, orocuremen r 
~an t~cc~s ~nd su bcontracts ~elated to f eder a l g r ant awards. 

- 27 -
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COHMOIIWEALTB UTILIT'! CORPORATION 

Administrative Control Weakness Summ.ary, Continued 
Year ended Sept.ember JO, 1988 

~' Special conditions of the U.S. EPA grant o..vard fo r t he Sddoq 
Taee Sewage Treatment Plane ( assistance ID No. C690001-04-0) require CUC 
to make provision, including developing an operations and maintenance 
( O,K) n.a.nual, to assure economic and effective operation and m.a in t.endnce 
a t the treatment plant i:, dccordance ..,ith a. final plan ot ope rat ion ( 40 
CPR JS.2206) . 

Condition• cue hae not prepared an o,M manual tor the Sadog Taee 
Waatevater Treatment Plane . 

~t The cause of the above condit ion i s unknown. 

~1 '!"he effect o f :he above ccnai tion :_s ::onccm? l .:. ance ·Jt t~. s i;,ec:. ~ i 
condi tion11 at the gram~ award.. 

Recommendation: We recommend that CUC prepare an O&K manual for the 
Sadog Taee treatment plant or obtain a written waiver o f t he requirement 
t.rom EPA. 

Audi tee Response I we concur with the above t inding. However, the 
operation and maintenance manual va.a prepared in 1990 in compliance vitt. 
the requirement. 

~esoonse to thi s ~1nd1 ng was ;naccurate. - ne o oe r at 1on 3na 
maintenance manua l &or t.he Saaog lase 'treatmen t ;:>iant wa s ore~~;~~c 
and acceoted by ~~e gr ant.o r a gencv CE~A) as ~ar 1y ! S Aor ,, - -
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COl1HONWEALTH UT!L:TY CORPORATION 

Administrative Control Weakness Sur.mary, Con t inued. 
Ye ar e nded Septembe r 30, 1988 

~' EPA r equires that the grantee shall cen:.ify one ye ar after 
project begl.na o perating that t he project ~a capable o f meeting 
~reject performance standards and ~he enforceable =equirementa of 
Clean Water Act (40 CF'R 35.2214). 

condition, CUC has not sent a 'writ.ten cert.ificdtl.cn ~o EPA et..at1nq t:-:.a. 
the EPA f unded Agingan Wastewater Treatment Plant. ( assistance ID ~le 

C6 9000l-OJO) project meet.a the standar ds and r equirement.a ot the Act. 

~• Th e cause ot the above condit ion appears to be a :ack. 
a ... arenees of the requirement by the g rantee agency and CUC. 

~: ':'he effect. o f : !':e above c:na1.t:_cn :._s :-.oncompii.ance -_. it!'·. S?ec :.. . 
:equ.irement.e of a fede ra l gr ant.. 

Recommendation: We recommend t.hat the project be teated ~or t.! 
performance standards and that ~ritten certifi c a tio n be sent 
certifiable. 

Auditee Resoonee1 We concur with the above finding. Thie recommendati 
.,ill be implemented as soon as possible. 

- ~,s matter w11 l je 1n 1t1atea ~hrougn :ne 2ewer :, ~,s,on. ~e ~ 1 
send E?A w1tn :he wr~:ten c ert1f 1cat1on exola1n~ng :ne s ~a~~s : 
:he Ag1n gan waste Water ireatment Plant. 
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COMMONWEAL7B UTIL:7! CCRPORAT!ON 

Adminiet.rat i ve Control Weakness Summa r y, =~nt :.:--.uea 
Year ended September 3 a, : 9 8 8 

~; ;'he S30 :nll~ i on ~oan agreement. ::Oet.v ee n c :.;c i!:10 (JA :--equ :.:: as 
that CUC obtain i nsurance for proj ect.a ! ::..nanced by : ::an ;roceeds. 

condition: CUC :Jae not. obtained :.nsu ra nce :'.~r ;:ro:ec:s ~ :.~ancea ":;·-f c:-.; 
l oan proceed&. 

~1 '!'he c ause o f :~e above condit ion :.s u nkno"'Tl . 

~: The effect of t~e above condition J. S a ~!. cic ~f c~mp li~nce ·.;1.::-. 
the loan provisions. 

ileco:mmendat.ion: ".-le :ecommend '?:.hat cue o bt. ai.n :. :-.surance :'.or ;;ro: ec :s 
~inanced througn c :,A :..can ;::roceeas . 

Auditee Response: We co ncur wit h t he above ~::.. n c ing. c~c :. s =-~ :~e 
proceaa of obtain i ng b ide from i nsurance compan i.ee :o c over ~il :.: s 
aa~et.s which includes const.:ruct ion project.s. 

n1 s cou r ~ 2 of 
r"O:JC S ~ l ; .: .-,:,rn 

..:'. na l : : ~ng 

3.c ;:. ~on -s s ti ll u nde r way . ..Je 
:~ r- ~us · ~surance :omo a~ y. "'e ? re 
:~e ; 3.l<...J at 1on =f ;1 1 ' ":'...J ( 3.S Se LS 

onstruc t:c n =rc; ec~ s . 

- 30 -
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,:OMMONWE.AL':'H LlTIL::::TY CORPOR.AT::::ON 

,;dIDin1et.rat.:.·1e Cont.:-ol :,.;-eax.nesa Summary, S::::ni::nued 
'!ear ended Sept.ember 30, :._9aa 

~: ::---.e l_oan contract '::et.·...-een ::.:.e C)lHI and ~:-:.e J.S. Jeoar:.::i.e' 
Agriculture, ?armers 5ome Administ.rat.ion, :equ.:.ree C~C :o depoai· 
water ayet.ema revenues and Ccvenant. :·.1nds 1.t :eceivee :..;.to a vat.er s 
revenue fund. 

Condit; on: CUC ~as :1ot. est.ablished a ·water syst.e!:l :E:venue 
account :or :unde to be used :'.:or :epaymenL of ::.:-:.e :._:::;an. 

~: The cause of the above condition :..s -_:-ie _a.ck of ;;:resc 
poL.,;::iea and procedure a. 

Effect: ':'he effect. of the above condition :..s :-,cncompliance ...,i_:.:7. 
and condit~one of :je :._can c~nt.r3ct. 

Recommendation: ;.Je recommend :.!"lat cue establish d .,.,at.er system :e 
fund in compliance v1th the c:.enns and conditions of t.he loan cont.:"ac 
begin depositing funds for- t.he :'epayment of t.:-te loan proceeds. 

Auditee Response: We concur ..,...ith the above fi.-iding. cuc•a ge 
ledger provides separate a.ccounting of its ..,...ater systems revenue 
1,nll be used for repayment of the loan. 

=:~:aoi sn -_he ,..eau1 rea '<'later 
comol1ance ~,~n :~e :erms and cona1t1ons 
w1 :eg1n ceoos1t1ng ~he necessary funcs 

- 31 -
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Ad.ministrat.1.ve Ccnt:::-ol ·<'ieax.ness :::LL..;,Inary, -.:::..:r,c...:..;n.:ea 
Year enaed Septem.oe!."" JO, _988 

unresolved ?!.""' C!."" .' 0 c".:: '.:°::::7cmen;:s 

?inding No. :s 

~: A :-ev1ev cf :.he syste!Il of _:-:ce:::--.al ::c:~t.:-c.:._ :..:1cludea ;;iaK.1na ~~ 

evaluat1on of ·....-nether :Jrior year ::-eccr:1.menaat.:.._:.=::1s c:::incerning .:._nt.erna~ 
controls 'Jere i.:.nplemented. 

Condition: ~!'le United States Depart::-.ent. of :.he :;-:ter.:..or, Office oi :.~<: 
Inspector General's report on ·com.monvealth Utilities Corporat.:..cn 
Commonvealth of the Northern Hariana :::slo.nds", :=:at.ed :E-"ebruary, ~989 
noted the follo..,..ing items vh1.ch have yet :.o be ~ct.ed on by management: 

~Jo. ::.: s tab l i s h a n d ::a a 1- "· t G .:.. :-: :: e c c :- ::.: s :: :: :! l 2.. :: ·J s t c:; e 
--:.:-ansact.:..ons. 

:~o. ::.:stablisn c:ont:-8.:._s ,..:ve:: ::·..:st.c::ie:::- :·~c::::::-::.:s ~na .!cc:::c.:;-. 
:11.llil.Oers. 

~o. .~dept and enforce a policy on t.heft. 
No. 6 
No. 
No. 

No. 9 

Document flat-rate c.ssessmencs o:- :c:ei:er :;,ultipliers. 
Seal meters and require meter readers t.o verify seal. 
Establish controls to ensure that all account adjuatmeni:. 
are properly approved and justified. 
Enforce collection requirements of Public Law 4-4 7. 

Cause and E!:ect: ':'he cause and effeict of :he c::::m.,,ent.s 'w'ere discussed 
that report dated February, 1989. 

~: We recommend that CUC :._:nplement :.'."":e ::-ecomrnendat:ons ::'.c.c 
.:..n -.:.he February, ~989, :-eport. 

Auditee ~esponse: ~e concur ~lt~ :.he ~nave ~~~d:~a. ~~1.s :nat~er __ 
J1aJor concern ::.o management. i-le '-Hll _:._mplernent :.:-:.e ::-ecommendat1.ons c 
soon ae manpower becomes available. 

n 1 s ~eccmmencat~cn ~as ~een -~ ~~en~2a =?ar 

- 32 -
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The Honorable Stella GUerra 
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QI orporaiion 

Office of Territorial and International Affairs 
u. s. Department of the Interior 
18th • C Street, N.W. 
Washington, D.C. 20240 

SUbj ect: OS Department of the Interior, Office of the Inspector General's 
Draft J\Udit Report OD capital De\Telopnent :E\mds, CC:moonweaJ.th of 
the Northern Mariana Islands (Assignment No. N-TG-NMI-09-90) 

cea.r Madam secretary: 

We have reviewed the subject matter and specifically the areas that 
directly impact the relationship of the Callnonwealth Utilities corporation 
(COC) and the Callnonwealth Developnent Authority (Cllll). we offer tile 
following response with the hope that you can utilize than in responding 
to t.he final audit report. 

Part A - Financial Manag..uent syst..u. Managi.nerit oversight 

FimiDg - The Developnent Authority did not talte an active role in 
manaqing or monitoring the use of the funds once those tunds were advanced 
and the Develapoent Authority did not establish a structured review 
activity to ensure that (1) projects UDdertal<en by the various agencies 
achieved the results intended by the cevel0pDB11t Plan and (2) funds were 
used only for Dellelopnent Plan projects. 

Response - The Office of Management and aua,et•s Questions and AnsWers 
on the Silgle l\Udit Provisions of Cl!B Circ:ul.ar A-128 1'l\udits of State and 
Local Govennent11 , question 23, states that prime recipients of federal 
funds are expected to establish a system to assure thet audits of 
subrecipients ID88t the requinments of Circular A-128. 8Uch a system 
should include a desk review of each subrecipient :report to ensure it 
contoms to the Cin:ular. The prime recipient is required to ensure that 
systems are established at the subreci.pient level thet would r,aquire that 
ac:q,liance audits be perfoi:med, that a system for follow up on alldit 
findings be iJlt>lemented, and that the prime recipient have access to 
subrecipient•s records and financial statements. 

In accordance with these requirements, coc has been audited for 
ocnpliance with Ci..rcular A-128 since inception. COpies of these audit 
reports have been provided to Cllll for follow up of audit findings. 
Additionally, Cllll :requested, and COC provided, identification of the 
related projects for all fund requisitions. This project identification 
was checJted for allowance with the Seven Y~ sµ-at:egj.c _D_!,Velopi,ent Plan. 



The Honorable Stella Guerra 
NoVmber 25, 1991 
Page 'Iwo 

202 

Part A - Financial Hanaganent systen, Project of Questionable Benefit 

FiDd:ing - Capital DeVelopnent funds were used to constnJct an 
unde,:gi:,:,und electrical power transmiss ion line that does not meet 
Developnent Plan obj ect.i ves. 

Response - '!'be llDderground cable project is a Strategic Developnent 
Plan (SOP) project. Tblls, the expenditure of capital Developnent fund is 
consistent with BDP objectives. '!'be COC requested proposals for the 
~ cable pnrject and negotiated the oanuact with tile best 
responsible proposer. 

Tbs fallacy of the statement of finding is tile failure of tbe IG to 
differentiate between bids and request for proposal (RFP). '!'be citation 
of the Procuranent Regulation provisions made by the IG applies to bids 
where the basis for oonuact award is the lowest bid price. In contrast, 
oonuact procured by RFP is awarded to the proposal best meetiJ>g the 
selection criteria defined in the RFP. 

Tbs IG's critique of the technical merit of the llDderground cable 
project showed a laclc of researt:11 and UDderiltaDdirq of the project. The 
Ullderground cable project was not intended to eliminate the 90UtheJ:n 
distril::ution lines trail tbe Ban Jose SUbstatic.n. It was intended to 
transnit power to the 90UtheJ:n distrinltion fn:m the substation with the 
resultiJ>g ~rove voltage, the added reliability durillg typbo0Ds and the 
inexpensive increase capacity and voltage to t 1>e shortened fealer. 

Tile original plan of the lllldergrc>lmd cabl e is to brin; three ci=ui.ts 
to the Ban Jose SUbstation with a dispatch center outside tile power plant 
at I.ower Base. lls constructed, on1 y two circuits were l:w.lt and tile 
dispatch center outside was eliminated in lieu of a switchgear in the 
power plant whicb will pertcm tile ,._ function. ct,ticns to the 
unde,:grcund cable were analyzed by R.W. Beclc and delllcnstratec1 that wery 
options, includin:J a double circuit overlle&d systan, ccst mere than $13 
million, far exceeding the $5. J million expended. 

In the final analysis, tbe IG sboul.d be cognizant of tbe fact that tbe 
prcbleos with the UDdargrcund pnrject was a direct result cf coc•s 
reliance on the O&M cxmtractor. Tbe retention of an O&M ccnuactcr was 
required by the Grant Pledge l\greaDent cf October l, 1991 precedent to the 
use cf bond funds. FOr the reoord, = voiced its disagreement to the 
retention of an O&M oanuactcr in a meeting with Office of Territorial and 
International Affairs (arDI) officials in NOVelllber 1987. 

Part A - Financial Management System. FUnds Used D!properly 

FiDd:ing - Flmds adv.meed by the Dslrelopnent AUthcri ty to the 



The IIODOrable stella Guerra 
tbvember 25, 1991 
Pager Three 

203 

Cr:moonWeal.th Utilities OOrporatian for specific ''Priority'' capital 
delTelq:ment projects were DOt expended on projects. Instead, the funds 
were used to purchase general opera tin, equipnent, spec:ificall y, four 
utility trucJcs at a total cost of $352,279. 

Response - ax: has expended its loan funds OD projects approved by the 
Northern Marianas CCmnonweal.th Legislature pursuant to PUblic I.'!W 5-37 and 
contained in the u,an llgreBDent. Additionally, drawdoWn authority for 
a.JC's funds were all obtained fran. Ol'IA. ~Jiatio:n of fUnds we.re 
cocrdinated with COl\ and cx:mplaints for funds requisi tianed were DOt 
received frail =· When equipnents are purcbased in the project, it is 
because the equipnents were necessary to illplBDent the project 
objective&. we wcul.d note, however, that ~limlce-cm the use of the 
funds was DOt =nsidered to be a cx:mpliance concem in the Single Audit of 
CUC. 

Part B - Implementation of Developnent Plan Financing strategies 

Findings - As CUC has failed to achieve full =st recovery, = should 
withhold any unru.sblrsed loan proceeds fran aJC until it provides an 
independently prepared =st recovery plan by the end of fiscal year 1991. 
This action wcul.d be a result of aJC defaultin, OD loans fran al1I. and not 
achieving full cost re=very. 

Response - We are unaware that CCX: is currently delinquent in 
payments en its loans with us. Initial p,cyments cm these loans is due in 
early 1992. Fllrther, - strongly quasticm reuaning for the 
recxmnendatian to withhold any U!ldisbursed loan proceeds fran en:: as we 
feel this action wcul.d only balt existing projects and force ax: to drive 
up existing rates. 

It is our understanding that ax: has currently entered into contracts 
with outside private ti.ms to prepare rate structure related plans, 
includi.D, cost projections and financial needs analysis. 

Sincerely, 

2~.c~ 
Ramon s. Guerrero; 
EKecuti ve Direct.6r 

I 
cc: l\cting Chairman, aJC 

Chai=,= 
Special lldvisor 
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THIRD SL'lATORIAL DELEGATION 

f~ 
S.D.L. Res. No.Lb_ 

EIGHTH NORTHERN MARIANAS COMMONWEALTH LEGISLATURE 

~ "'lqyvJ.ivi SESSION, 1993 

A THIRD SENATORIAL DELEGATION RESOLUTION 

Requesting the members of the Eighth Northern Marianas 
Commonwealth Legislature not to support any proposal by 
the i:·., ard of Directors of the Commonwealth Utilities 
Corporation (CUC) with respect ro utility rate increases; 
and advising the Board of Directors of the Commonwealth 
Utilities Corporation that the Third Senatorial Delegation 
strongly oppose any proposal to increase utility rates. 

WHEREAS, the recent financial ! iasco experienced by the 

2 Commonwealth Utilities Corporation has led the Board of Directors and the 

3 Executive Director ro propose utility rate increases as the only mean to 

4 improve the financial.status of CUC; and 

S WHEREAS, the Third Senatorial Delegation feels that the recently 

6 financial fiasco experienced by CUC are caused by the Board's and the 

7 Executive Director's inability to develop policy to insure prudent financial 

8 management; and 

9 WHEREAS, the Third Senatorial Delegation request the Eighth Northern 

10 Marianas Commonwealth Legislature to review the present statute of the 

11 Commonwealth ·utilities Corporate and recommend appropriate amendments to 

12 prevent CUC from continuing to accumulate substantial debt to its vendors; and 

13 WHEREAS, the Third Senatorial Delegation feels that increasing utility 

14 rates would forced the consumers to conserve energy, which means less 

15 revenue to CUC; and 
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S.LD. RES. 'io. _8-'__~--- _ 

WHEREAS. the Third Senawrial Dei~gau m encoursgc·s CLC to rursuade 

L1rge power consu1ners to connect their e!c,-trical povver to CUC; now, 

rticrcfore. 

-+ ~E IT RESOLVED, that the Third Senatorial Lklegat1011 request th, 

5 members of the Eighth Northern Marianas Commonwealth Legislature nut 

Ci support any proposal by the Board of Directors of the Commonwealtl1 Utilit1•, 

/ Corporation (CUC) with respect to utilit~y rate increases: and advises the Bo~~-' d 

8 of Directors of the Commonwealth Uulitics ,:orporation tha• the Third 

9 Senatorial Delegation strongly oppose any proposal to increase utiliP, rett•<: 

10 and 

11 BE IT FURTHER RESOLVED, that the Third Senatorial Delegat1on n,qu ,st 

12 the Executive Director to provide the names of CUC customers whose elecu·i•:ai 

13 power were disconnected from Saipan, Tinian and Rota; and 

14 BE IT FURTHER RESOLVED, that the Chair;:na.n of the Third Senatorial 

15 Delegation shall certify and the Legislative Secretary shall attest ;u the 

16 ddoprion of chis Resolution and thereafter transmit certified copies 

17 Honorable lor 0 nzo I. Guerrero, Governor, Commonwealth of the Northern 

18 Mariana Islands: l\.11 Mayors, Chairman, Board of Directors, CUC; and Execu,:·:c• 

19 Director, CUC. 

20 

Date:. _______ _ 
L /1.~ /~nc:',_ . 

lntroduced By~'-'-'('"-) 0"< __ _ 

<,_ ~1. Jllim S. Tunes 

Page 2 
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HOUSE OF REPRESENTATIVES 

Eighth Northern Mari anas Commonwealth Legis la ture 
Third Regul ar Session, 1992 

HOUSE JOINT RESOLUTION NO. 8-9 

A HOUSE JOINT RESOLUTION 

Req·.! 1 '~ting the Hoard of Direc tors of the Commonwealth U tilities Corf)oratio n not to 
inc ,,e util ity ra tes un t il the ll o use Co mmittee fo r l' uhli r Utiliti es, 
Tr~ 1Jnation and Communications has completed oversight inves tigation of CUC'.s 
fr .. 1licies, practices and condition and released its findin gs to the BoarU. 

':.ffered hy Rerresentatives: llc inz S. ll ofsc hneider, Jesus T. Attao , 

Crispin I. De leon Guerrero, and Stanley T. Torres 

Date: August 18, l '192 

HOUSE ACTION 

Ado pted: August 18, 199 2 

SENATE ACTION 

Adop ted: Sc ptcniher 23, 1992 

:~~--------[~-c. fi e~ g 
Ilouse Cle rk 
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EIGIITII NORTHERN ~IARIANAS CO~ l ~IONWEAITII l.EGISIA rl lRF 11 . J. It NU. IV> 

Tl IIRIJ RLGL!l.i\l( SESSION. I ')')2 

- ------ - - ---- ------ .-·~ 
--------- - ------ - -

1\ IIOIISl ' JOINI l(l'S(1ii!IJ<H; 

Requesting th e Board o f Dircnors o f the ComrnonweJILh lltilili cs Corpo ration 
not to increase utility ra les until the House Committee fo r Public lJ t itilil's, 
TransporLalion ~ind Communications has comple ted it~ OH.'. r,ighl i11\ ·c q iga tion 
of CUC's fi scal policies. practices an<l co ndition and re leased i i ~ n,~ di ngs w 
111,, Boa rd . 

VV HLl{b'\S, !l has hecome ( 0111 111 011 prJrtire lor th e 1.e g is Lnu r '-.'. l e · . 1.\ \. ___ 1 lhe 

2 Co mmom,·eallh lllilit ics Co mmi ,s ion ei l11 e r in thl' form o! !0~111 gturantc (' " u r ~t lh ,in n ~ uti!il, 

3 payments as evidenced hy th e passage of Public L.1\.\''.; (1-l -+ Jnd 7-- 18 a nd Se na 1 loinl 

• Resolution 7-() ; and 

5 WIIERFJ\S, lh ese eve nts a nd th e most recent threa t hy Shell r-. tarian~1<; to,.;; .. ,. ;Linu r 

(1 fuel deliverie.li unless ClJC's fuel b ill w;.1.s brought up to d;.1.te indic llc an 1nahili t,- ,,n t'.v~ parr 

7 of CUC to pJ.y dchts ; i:,, thcr herome due: and 

WIH:HEAS, ~1s a result of th ese even Ls the douse Cnm:T1il \i. '.•~ !o r !'ub lit· ,. :._1:!Ucs , 

9 Tr::rnsrortatinn and Co rn:iw :iications he ld :rn ove r.'iigh t lwa , !ii g un Cl lC'.'-1 o pL·r~1tion, {, '~ . K l..."-

10 

11 

12 

!
., 
~ 

15 

16 

17 

:md 30, l()(JZ :.md is t'Oncurre1 n! y con Linuing an i!1\"CS !igation on t he same to p il" : :1 1H..1 

WHEREAS, durin g the lWO day he<uing, officers and directors or cue LeHi!iu.1 J.S lo 

their knowledge of an<l participa lion in the fiscal management o! CUC as we ll sl'.i llw linancb! 

condition of CUC; and 

WlfU\FJ\S, upon th e l"onclusiu n o f th e two day heann ~~ it was ,tt"lund~rn1ly c i '.:.' ar lh~H 

the lloard ha <.! very little kn ow ledge of the nscal managem ent or affai r '-. o l Cli C anJ ha<l 

adopted the pr~nlre ol allowing the E-'.et:utive Direno r unit~ucral a uthority to si gq c hec k~ !'o: 

CUC; and 
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HOUSE .!OINT RESOl.llTION NO. 11-'l 

WH EREAS, the t\\'o day hearing a lso disclosed un accc ptahle hookkeeping practices, 

2 favoritism in the priority order of pJy ment to certain YCndors . and a Board s.rnnioned polic) 

3 of spem..ling mo re tha n was take n in hy CUC and the tak in g on o r dch t th;H far o ut s trip ped 

--t ClJC's prescrn o r futu re ct h ili ty LO pay hased upon an y reaso nable projcnion of :rntic ipa tcd 

IT\ 'l'l1Ul'S; <.ll\d 

Wl/ i.-:REAS, Lile House Com mitlcc for 1>ubl ic Utilities, lransporta tion d!ld 

Communir -='-· :ons, conc urrent w ith the two day hearing, requested a nd ren~iYed vari o us 

··, nanci;,:, · . ,11ent"i fo r t h e p urpose o f further inYcst iga ti o n and a 11 1.11y,;is o f the fi sca l affa i rs 

o f CUC: and 

1 :"1 WHl:1~1:t,S, the r,reliminJ.r) f'indings of the commi ttee s ubstantiated tl1c findings ol 

1 ! :.tH.~ l1C' a r in gs JS we ll as disclosed ot l1cr serious situation s of gross financial mismanagement 

ihat indka1 c l il,H ~h~· neel~ to raise ut ility rates is 'i uhs tantially due to gross mi . .sm~rnagc ment 

: .~ o f the l'iiianciai ,d"Ldrs Gf CUC by its oflicers and Board of Directo rs: and 

1-l WHEREAS, the spirit of 4 CMC 8143 (c) prohihits anything less than an e4uitahic 

I ~; increase in e:xisting ra te schcdul l'..':s; a11d 

i l> Wll[Ri:J\S. the Legis!ature fi nd s that an y p ro posed r;Jtc in t·rca sl' by Ct iC m Hst he 

I 7 t·ons idered anU u ndertaken if necC'ssary on ly after a complc u.: and thoroug h r<..•v il.' \\" o l the 

1 -'.~ fiscal rolicies and pr~lC lices of CUC and th e implementati o n of re medial measurc.:.s hasc.:d upon 

1 () such a review; and 

20 WH EREAS, the I-louse Co mmittee for Puhlk Util it ies, Tran.sport~llion :tnd 

2. l Com municatio ns has undertaken to provide CUC wi th a co mpre hensive re,-iew of ClJC's fi scal 

2'2 policies and practices in the absence of a ny initiative by th e Board to art in this arc;1 : a nd 

1.3 WH EREAS, among other things , the committee' s re po rt is intended to he a loo! for 

:!4 the Board's use in addres.sing wher2 CUC presently stands and to indicate the direction CUC is 

2 ~ headed; and 

Page 2 
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HOlJSF JOINT Rf'SOUJTION NO. 8-'J 

WIIERFAS, the Legis lature furth e r find s that any co nsi<.lcralion of a rale in <: reasc 

2 hy th e Hoard with out the hendi t ol the rnmminee's reron would all ow for an inequitah lc 

3 increase in utility r~llcs if the c urrent fi sca l policieii ~rnd practice., o r CUC are allo\,·t1d to 

• continue and, in th e LegislaLUre 's , ·icw, serve as at lea.lit a partial ha sis for t!l c need lt> 

S increase ulilil) rates; now, therefore, 

(, Bl: IT Rl'SOI.VU), hi · th e llouse o f Rcrrc.sentath·es. 1:i~hth No nlwrn ~laria na s 

7 Commo nw~alth Legis lature , the Senall' roncurring, that hoth housl's of th e l.l.'gisl~llLirc li l' rch) 

8 request the ~'. -lard o f Directors o !' the Cornmonwcalth lllilitics Corpor:Hion not to intTl'~1se 

9 utility rates until the Hou se Committee for Puhlic Utilities, Tr :.111 -i port~Hion an d 

] 0 Communications has complctctl its oversight investigation of CU C's financial policies, 

1 I practi<"es and condiLion and relea se its findings to the Board; and 

12 Ill: IT HJHTIIER RESOLVFD, that the Speaker of the House and th e Preside nt of the 

1 3 Senate shall certify and the !l ouse Clerk and the Senate Legislative Secre tary shall attes t to 

1-1 the adoption of thi s jo int reso lutio n and thereafte r transmit cop ies to the llonorahle Lo re nzo I. 

I;; De Le.on Cucrrero, Co, 'L'rnor or tl1e Co mrnom,T ~tllh 01 the Northern ~larinas Islands: til e Bo~1rd 

16 of Directors and th e L\ccut i\'e Director of the Co mmonwealth Utilities Corpora Lion. 

Adopted: September 2.l, l'J'J2 

'-= /44----=, -
THOMAS I'. Vl!(.AGO~ll:Z 

Speaker of the I-l o use 

. -:i~l~~:Kl-~11-NG-,--
Housc Clerk 

CERTIFl[I) llY: 

ATITSTED RY: 

Page 3 

./ 
JlJAN S. l)!'~IAl'AN 

Pre.'i idc nl of lhc Sena te 
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((ommontlltaltb of tbt Jlortbtm ftlanana Jslanbs 
COMMONWEALTH DEVELOPMENT AUTHORITY 
Wakin's Bldg., Gualo Rai, Tel. 234-71-!5/7146/6293 

Saipan, MP 96950 

IS? 
\_1No'vember 2 9, 19 91 

:-;:, • OurRef: XL-91-388 

Mr. Harold Bloom 
Assistant Inspector General for Audits 
United States Department of the Interior 
Office of Inspector General 
\';ashing-r:::,n, D.C. 20240 

APPENDIX 6 
Page l of 5 

!'AAILING ADDR! 
P.O. BOX Zll 9 
S A IPAN. ~!P 96 9 

Subject: U.S. Department of the Interior, Office of Inspector 
General's Draft Audit Report on Capital Development 
Funds, Commonwealth of the Northern Mariana Islands 
(Assignment No. N-TG-NMI-09-90) 

Dear Mr. Bloom: 

l~e have reviewed the above referenced subject matter and this 
letter will convey our official response to findings and 
recommendations contained in that report. 

Section A. Financial Management System 

Recommendation No. 1 ~ Development of a financial management 
system to properly account for all bond issuances and capital 
improvement projects. 

Response - We have worked in conjunction with our Auditors, 
Deloitte & Touche, in developing a financial management system and 
,a chart of accounts to properly account for all bond issuances and 
capital improvement projects. This system has recorded all bond 
transactions (from the inception of CDA) in a Development Banking 
Division, in accordance with our enabling legislation, CNMI Public 
Law 4-49. Some of the areas that the system was tailored to 1n 
order to meet terms and conditions of the Covenant Capital 
Development funding are as follows: 

1. A revolving loan fund has been established to account for all 
repayments of interest and principal from revenue producing 
projects in accordance with the Agreement of the Special 
Representatives on Future United States Financial Assistance 
for the Northern Mariana Islands (the Agreement). As loan 
receivables are established, contributions from the U.S. 
Department of the Interior have been recorded within the fund 

25 
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equity of CDA in keeping with generally accepted account ing 
principles. All interest earned on the loans of the 
revolving fund, become part of the revolvi ng fund and 
increase the co ntribution amount. 

2 . All funds disbursed for non-revenue producing projects are 
accounted for as receivables until such time as financial 
reports are received from the grant receipient. In this 
manner CDA properly keeps track of all outstanding grant 
awards. 

3. As described above, all bond related transactions have been 
recorded including applicable cost of issuance fees. Am oun ts 
received through the grant pledge agreements are record ed as 
deferred revenue until such time as the funds are expended in 
accordance with the terms and conditions of the Agree menr.. 
At that time either a contribution or· revenue is record ed . 
Additionally , all cost of issuance fees have been establi shed 
as other asser.s and will be amortized over the life of the 
bonds. 

We feel that the system established meets the requirements of rh1' 
Co venant and the CNMJ enabling legi s lation of CDA. We are 
cu rrently working to brin g our genera l led ge r up to dat e in 
accounting for the bonJ transactions. 

Recomme ndation No . 2 - Establi sh f ormal review procedures to 
monito r and revi ew projects and project expenditures for 
allo wability and sufficiency of supporting docum e ntation. 

Response No. 2 - The Office of Management and Budget's Que stio n, 
and Answers on the Single Audit Prov i sions of QH B Circ u lar A- 1::-: 
"Audits of Stat e and Local Governments" , question 23, s tar.es r h:: -­
prime recipient s of federal funds are e xpecterl to estab li sh a 
system to assur e that audits of subrecipients meet the 
requ irements of Circular A-1 28. Such a system should include• 
desk review of each subrecipient to ensure it contorms to the 
Ci rcular. The prime recipient is required to ensure that sy-S t L'1: 
are established at the subrecipient level that would requir e r/1 Jr 
comp liance audits be performed, that a system fo r follow up on 
audit findings be implemented, and t hat the pri me recipient hav ~ 
access to subrecipient's record s and fina ncia l s tatements. 

In accordance with these requir emen ts, CDA has ass ured that 
subrecipients of Covenant funding are audited in accordance w1 c)1 
Circular A-128 (including both subrecipients of loan program s anJ 
subrecipients of grants). CDA has been working with the vari ous 
subrecipients to ensure follow up on audit findings. In addi t i on , 
CDA has always requested identification of th~ related projec t a nd 
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copies of supporting documentation before fund requisition from 
s ubrecipients are approved. Pro ject ide ntificati on has always 
bee n c hecked for compliance with the seven yea r strategic 
development plan. 

Recommendtion No. 3 - Establishment of formal procedures which 
ensure thac ca pital improvement projects are funded on ly if they 
adequately meet the need identified in the development plan. Any 
p rojects requiring significant modif ica tion because of funding 
limitations should be undertaken only if the project still meets 
the develoDment plan objective. 

Res ponse No. 3 - As discussed in Response No. 2 above, CDA has 
alwa ys checked for compliance with the seven yea r strategi c 
dev el opment pl an before fund reouisitions from subrecipients are 
ap proved. We will estab lish formal procedures, approved by the 
Board, that will officially require this procedure. In addition, 
any modifications to projects will be determined to meet the 
original development plan objectives. 

Additional l y , Section A of the audit report aluded to certain 
f ind i ng s that we feel require response. 

1. The report men t ioned that CNMI Public Law 4-46 and the 
Ag reement prohibited the use of Cove nant development funds 
for ope rati ons of CDA. We are curre ntly working with the 
U. S . Dep artmec. t of the Interior on procedures for developing 
an indirect cost rate or an allocation formula whereby a 
ce r tai n percentage of capital development funds could be used 
fo r admin i st ration. We do not believe that it 1ias the 
inte ntio n of the Covenant agreement that the CN)!I governmen t 
~oulJ fund all administrative co sts of the development funds. 

2 . The re po rt mentions t he underground ele c tri cal power 
rran sm 1ssi on as being the project that does not meet the 
de ve l op ment plan objectives. This asserr.ion appears to ba se d 
on th e statement that the final product operates at only 
on e-fourtn of the original design requirements. 

The underground cab l e project was administered by the 
Co mmonwealth Utiliries Corporation , a s ubrecipient of the 
Co venant funds. This projec t was undertaken around the time 
of inception of CU C. Due to problems i nherent in the initial 
sr.a rt~up of an y organization, CUC was forced to subcontract 
administrative t ype of work to various c onsulting firms. The 
firm co ntracte d by CUC to perf o rm operational and maintenance 
serv i ces wa s also cont racted to perform the underground cable 
project. It is our belief that this firm has a co nflict of 
interest in being co ntracted to perform other services and it 
is ou r belief that thi s firm acted outside the boundaries of 

27 
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its professional responsibility. The firm recommended the 
reduction in scope of the project and was able to approve 
this reduction through its capacity within the O&M contract. 
we are currently determining whether legal action should be 
taken against the firm in question. 

The report suggests that funds were used improperly and that 
this 1,;as a result of (1) fund advances being allowed, (1) nor 
performing on-site inspections, and (3) not verifying the 
allowability of claimed expenditures. We are not aware of 
any stipulations within the Agreement that disallows fund 
advances as long as funds are not held for an extended period 
of time. We do not believe this was the case. Further we 
J1ave responded to the non performance of on-site inspections 
and allowability verification in responses 2 and 3 above. 

The report goes on to list $670,70U and $352,279 in capital 
development fund expenditures that were unallowable per 
Public Law 4-46 and the Agreement. We do not feel these 
expenditures were unallowable and if the Inspector General 1 s 
Office could provide suffici~nt identification of the above 
expenditures we feel we can provide detailed responses on why 
rhe expenditures are allowable. 

The report makes reference to the fact that no Single Audir 
for CDA has been issued since 1986. It was our understanding 
that Single Audits were to be issued with our 1986 and 1987 
financial audits, but this was never performed. We have 
expanded the scope of our 1988 Single Audit to include a 
financial and compliance review of bond transactions for the 
vears 1986 and 1987. 

-,~. Implementation of Development Plan Financing Strategies 

:o~mendation No. 1 - Withhold any undisbursed loan proceeds from 
1: until it provides an independently prepared cost recovery plan 
tr guarantees full cost recovery by the end of fiscal year 1991 . 

.. ~;:-ons·e No. 1 - We strongly question the reasoning for the 
··commendation to withhold any undisbursed loan proceeds from CUC 
·•_•• feel this action would only halt existing projects and force 

to drive up existing rates. It is our understanding that CUC 
•~ currently entered into contracts with private outside firms to 
:-•~are rate structure related plans, including costs projections 
• 1 financial needs analyses. 

·;~endation No. 2 - Enforce loan agreement provisions and 
-; 1 nt a business entity to manage CUC if it fails to provide a 

.:J cost recovery plan before the end of fiscal year 1991. 

28 
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Response No. 2 - We are unaware that CUC is currently delinc. 
in payments on its loans. Initial payments on those loans a 
in early 1991. Again, it is our understanding that CUC has 
entered into contracts with outside firms to prepare a full 
recovery plan. 

Recommendation No. 3 - Withhold loan proceeds from the Ports 
Authority until it can demonstrate an ability to repay the l 

Response No. 3 - As mentioned in the audit report, this is 
currently being done. 

Recommendation No. 4 - Request that the CNMI and OTIA allo" 
$4.3 million of capital development funds allocated for econ 
development loan purposes to be reprogrammed to capital 
development projects. 

Response No. 4 - As the Agreement specifically allows a maxi 
20 percent of capital development funds to be used for econc 
activities, we do not see the reasoning for this recommendar 
its validity. 

Recommendation No. 5 - Directed to OTIA. 

Section C. Grantor Oversight 

Recommendations 1 through 3 - As these recommendations are 
directed to OTIA we will not directly respond however we wou 
dire ct the reader to our response no. 2 on page 2 and respon 
4 on page 5 of this document. 

\1e believe that the above responses to the above mentioned s 
matter will require revisions to the draft audit report. We 
to work with the Office of the Inspector General in preparin: 
t se revisions. 

of Directors 

DA Board of Directors 
Chairman, CUC Board of Directors 
Acting Executive Director, CDA 
Executive Director, CUC 
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e ... uuu, 11wuau1J uL LOt .nortl)em J • . ,nana .:1JfSlanill5 
J emce of tfJt $o1Jtmor 

• Dpi10l Hill, Saipan MP/USA 96950 \ 

" .,, I ,12, I . 1 APR 1991 ' U. S. 

• Mr. Harold Bloom <:>'~~ :~,\~ 1(/ Assistant Inspector General for Audits '.:' • c_,(\>,.'\. ~. c'' -._:.,. 
Cl United States Department of the lnteri ,_, ~\. " " ( ~~ ~ · 
• Office of the Inspector General ' :.\ ,i,'i-°' .i-'(IO•\' ::.· 

Phone: (670) 322-5091 
Telefax: (670) 322-50% 
Telex: 783-622 Gov. ;' 

./J Washington, D.C. 20240 --::', ·<t-'~-' 1,'-, . />. 
CJ <·) •. ~~ If ' /'-/ 

Dear Mr. Bloom: · , .~ c:, 
4 , I J / s I \ ' • ~ 

Re: Comments on Audit Report No. 90-104 (Sept 1990)- Commonwealth 
Development Authority (O)A) Economic Development Loan Fund (EDLF) 

Please excuse our delay in providing comments to m:ommcndations made in the 
Inspector General's mA-EDLF audit. We consider this an important matter to 
which we have given considerable thought The Commonwealth of the Northern 
Mariana Islands (CNMI) Government and its autonomous agencies strive to be 
fiscally responsible. In the main, I believe we succeed in this cffon. But there is 
always room for improvement. As usual the Inspecur Gcncnl provides some 
positive suggestions for changes in financial procedures and fiscal controls. We 
express our appreciation for these suggesrions·and offer the following comments. 

I> No Nred foe GPYmJor to Request Appropriation to Rerav Loan Fund for CDA 
Paymenrs op MJHA $JO roillioo Loap <OCK housjpg pmjes;t) apd $1 3 roiUioo 
!pap ro MIHA io 1282 

There is no doubt that O)A has att~mpt=<l to help out lhe lVaariar.a wands Housing 
Authority (MIHA). MIHA, an autonomous agency of local govcmmcnt, in an 
arrangement with OCK construction company, obligated itself 10 construct 
approximately 360 low-income housing unilS lllld related inft2structun:. Because of 
problems with the Matthews & Wright bond issue meant to finance this project 
(problems beyond MlliA's control), MIHA was fmced 10 secure a $10 million bank 
loan. Obtaining the bank loan could not be done without COA assistance. 

As we read our local law, O)A could legitimately aid in financing projects 
undenalcen by autonomous agencies of CNMI Govcmmcnt Title 4, CMC, § IOI 92 
says the purpose of the Banking Division oflhc Development Authority shall be 10 
receive Covenanl Section 702(c) monies and then, among Olberpmposcs, use lhat 
money to aid in financing projects undertaken by aulOIIOmoUS agencies of the CNMI 
Government. As a practical matter, economic development of the CNMI cannot 
proceed in the absence of essen1ial infrastrucll!IC. Low income housing is essential 

. infrastruc1ure for our community. l1 is, lhcrcfore, an clement of economic­
development activity. 

We will not belabor the point with you. Admittedly, reasonable legal minds might 
differ on the legitimacy of using the Loan Fund to assist MIHA with ilS low-income 
housing project The Inspector General's audit draws into question a discretionary 
judgment call by lhe O)A Board of Directors. From our point of view, O)A 
provided a valuable public service. Without this service, the CNMI Government 
might have lost ilS Housing Aud1ority and found itself embroiled in financial 
difficulties impossible to offset by the benefilS of leaving the monies in the Loan 
Fund. 
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Be that as it may, the CNMI has taken ,rep. re see tbat CDA, and its Loan Fund, arc 
fully reimbursed for expenditures made on MIHA's behalf. A new appropriation 
law will not be necessary. The CNMI Lcgislamrc has already passed a law 10 

remedy tbe CDA·MIHA loan problems. 

Our Public Law No. 6-34, effective July 28, 1989, provided a financial recovery 
plan for MIHA's fiscal difficulties. The law authorized MIHA to lease for 
commcn:ial development certain properties known as tbe North Garapan 
Subdivision Annex No. 2. The Lcgislamrc dirccled that tbe proceeds from this lease 
must be used to meet MIHA's fiscal obligations OU1S131lding 31 tbe time a lease is 
executed. MIHA recognizes its obligation to CDA on the $10 million loan 
arrangemenL When a lease is signed, that obligation will be met. 

Funhcr, the s1311110rily approved financial =ovcry plan should also provide MlHA 
with monies to repay CDA for the $1.3 million bonowed by the Housing Authority 
in 1985. No appropriation should be necessary. 

2) Goveruor Should Defer ro Lcgisl•mre on Wislom of Amcnruor (J)A Law to 
Restrict Use nflmn Fund ln«:1":sr Income 

The Inspector General's audit states tbaI Loan Fund assets were used for purposes 
other than those rc1atcd 10 Loan Fund aaivities. The audit says tbaI Loan Fund 
assets were used to pay all of CDA's operating expenses and to pun:hase goods and 
services unn:latcd to Loan Fund activities. Y ct , as tbe Inspector General admits. 
our local law, P.L No. 4-49 (4 CMC §10402(f) and (g)), expressly permits use of 
Loan Fund assets for just these purposes. Our law makes it clear that CDA can use 
the Loan Fund for adminisaativc expenses, technical assistance, studies and 
evaluations. To forestall abuses, the Lcgislarurc provided that such cxpcndirurcs 
could not exceed two percent of CDA's assets ( 2% for adminisaation; 1 % for 
technical assistance, etc.). Ccr-.ainl7, we ::..r.not faul, CDA for following the law. 
Nonetheless, the Inspector General's audit concludes that the local law conflicts with 
U.S. Public Law 94-241 and Office of Management and Budget CiJcular A-102. 

The Inspector General recommends tha1 the Governor introduce legislation 10 am~nd 
Public Law 4-49, Section 10, to restrict the use of interest income and other fees 
earned by the Loan Fund to those activities associated with Loan Fund purposes. 
But isn't the purpose of the Loan Fund to help develop CNMI economic resources? 
CDA's adrninisaative activities arc associated with \be purpose of developing 
economic resources. In our view, virtually everywng CDA docs advances, dircctly 
or indirectly, CNMI economic development activity. There is nothing in Sections 
701 through 703 of the Covenant suggesting the restrictive definition of "economic 
development" advanced by the Inspector General 

Again, rc:isonable legal minds might differ on this issue. We don't mean 10 quibble. 
But, rather than point out a clear-cut violation of law in this audit, the Inspci;tor 
<Jcncral really questions tbe policy-making and interpretive prerogatives of the 
CNMI Lcgislarurc. This is a subjective c:111. I do not believe the Legislature clearly 
rnisconsaucd Section 701(c) of the Covenant, or purposefully set out 10 confound 
U.S. Public Law 94-241, or acted beyond its powers in enacting 4 CMC §10402(g) 
and (f). Therefore, I don't think it necessary 10 introduce legislation IO amend 
Commonwealth Law 4-49. 

If the Lcgislarure in its wisdom, however, is persuaded by the :irgument in the 
Inspector General's audit, and initia1es amendment, I will yield. 
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3) CPIDmonwcahb Public Audimr to Jseyjew ,di WM Fund Emenditms 

I have no problem agn:cing with your recommendation that the CNMI Public 
Auditor review Loan Fund expenditures for compliance with legal requizements. In 
fact. in all due lCSpCCt, I believe all Covenant guaranteed funds arc "local" funds 
subject to awlit by local auditors only. Why did we bolher to crcarc our own Public 
Auditor if he is frequently pre-empted by federal auditors? 

I would add, however, that it doesn't seem necessary for the Commonwealth Public 
Auditor to audit CDA since CDA has its own independent auditors. If you disagree, 
I would be happy to discuss this matter funher. 

4) fnvesrigatc and Consider Legal Action 10 Hold CDA Board Members Personally 
Responsible for Loan fund Losses Resulting from Negiec;t ofFjduciazy 
Responsibilities 

In small island communities such as ours, public board members arc extremely 
susceptible to community, political, and family prcmues. This is a pan of the 
indelible cultural fabric of these islands. It is a lamentable adornment almost 
impossible to saip away completely. In islands where the majority of the population 
is inter-related by family blood. heroic efforts arc necessary to avoid all "conflict of 
interest" problems or the appearance of same. 

From the Inspector General's Audit, I sec evidence that some CDA Board Members 
exercised less than stout business practices io granting and collecting loans. I 
particularly reject the practice whereby Board Members obtain private profits of any 
sort or in any amount from the exercise of official duties on the CDA Boarti I also 
think it something of an embarrassment that so many public officials, elected and 
appointed, show up on the Loan Fund lisL 

But, from what I sec so far in the Inspector General's Audit, there isn't clear 
evidence of criminal or even civil culpability. Nonetheless. the fiduciary 
responsibility is one of the most sacred to be observed by our public servants. 
Therefore, I will ask the CNMI Attorney General to review evidence in its 
possession that indieates any civil or criminal liability on the pan of past or present 
CDA Board members. If we find such evidence, I have the assurance of CDA that it 
will fully assist and cooperate in any investigation. 

I hope that my comments here help to resolve tho- Inspector General's 
recommendations in the CDA-EDLF AudiL Thank you for your professional 
courtesy. 

Sincerely, 

.----7~ = 
~ l DELEON GUERRERO 

cc: CNMI LL Governor 
CNMl Senate President 
CNMI House Speaker 
OlMI CDA Executive Director 
CNMI Attorney General 
CNMl Public Auditor 
CNMl MIHA Executive Director 
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DEPARTMENT OF INTERIOR 
OFFICE OF INSPECTOR GENERAL 

CNlfI AIJDI'l' REPORTS ISSUED OVER 'I'HE LAST FIVE YEARS 
STATUS OF OIG AIJDI'l' REPORT RECOlflfENDATIONS 

H-IH-NHI-010-88 
REPORT HO. 88-78 
KIHA: KIHA'• contract with OCK construction Ltd. 

A.l - Unresolved 
A.2 - Unresolved 
A.3 - Unresolved 
A.4 - Unresolved 
A.5 - Management Concurs 
A.6 - Management Concurs 

H-I!I-NHI-002-87 
REPORT HO. 88-79 
KIHA: KIHA's contract Administration Procedures 

A.1 - Unresolved 
A.2 - Unresolved 
A.3 - Management Concurs 

H-IH-NHI-009-88 
REPORT HO. 89-77 
CUC: Legal Compliance 

A.1 - unresolved 
A.2 - Implemented 
A.J - Implemented 
A.4 - Unresolved 
A.5 - Unresolved 
A.6 - Unresolved 
A.7 - Unresolved 
B.1 - Implemented 
B.2 - Implemented 
B.3 - Implemented 
B.4 - Implemented 
B.5 - Implemented 
B.6 - Implemented 
B.7 - Implemented 
B.8 - Implemented 
B.9 - Implemented 
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DEPARTHEN'I' OF INTERIOR 
OFFICE OF INSPECTOR GENERAL 

CBIII Al1DI'l' REPORTS ISSUED <JVER THE LAST FIVE YEARS 
S'l'A'l'US OF OIG Al1DI'l' REPORT RECOHHENDATIONS 

H-IH-!IHI-009-88A 
REPORT HO. 88-114 
CUC: PLASH REPORT: Metering Largest conslllller of Power 

1 - Implemented 
2 - Unresolved 
3 - Management Concurs 
4 - Management Concurs 

H-IH-!IHI-020-89 
REPORT HO. 90-104 
CDA: Review of the Economic Development Loan PUnd: Dec. 11, 1989 to 

Jun• 1, 1990 

A.l 
A.2 
A.3 
A.4 
B.l 
B.2 
B.3 
B.4 
B.5 
C.l 
C.2 
C.3 
C.4 
D.l 
D.2 
D.3 
D.4 
D.5 
D.6 
D.7 

- Unresolved 
- Resolved not 
- Unresolved 
- Unresolved 
- Resolved not 
- Unresolved 
- Unresolved 
- Implemented 
- Implemented 
- Unresolved 
- Unresolved 
- Unresolved 
- Implemented 
- Unresolved 
- Unresolved 
- Unresolved 
- Unresolved 
- Unresolved 

·Implemented 
- Unresolved 

H-IH-!IHI-OZ0-81A 
REPORT HO. tl-I-386 

Implemented 

Implemented 

HIRAI Audit of BDLP - Dec. 11, 1989 to June 1, 1990 

A.l - Unresolved 
A.2 - Unresolved 
A.3 - unresolved 
A.4 - Implemented 
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DEPARTHENT OF INTERIOR 
OFFICE OF INSPECTOR GENERAL 

CNIU AIJDIT REPORTS ISSUED OVER THE LAST FIVE YEARS 
STATUS OF OIG AIJDIT REPORT RECOHHENDATIONS 

11-n1-111u-oo,-,o 
REPORT 110. 92-I-389 
CDA: Capital Davalopmant Funds 

A. l - Implemented 
A.2 - Unresolved 
A.3 - Management concurs 
B.l - Unresolved 
B.2 - Unresolved 
B.3 - Implemented 
B.4 - Unresolved 
B.5 - Implemented 
C.l - Implemented 
c.2 - Implemented 
C.3 - Implemented 
C.4 - Implemented 

II-III-HNI-019-91 
REPORT 110. 92-I-829 
DPBES: Faas, Billings and Collections 

A.l - Implemented 
A.2 - Resolved not Implemented 
A.3 - Resolved not Implemented 
B.l - Resolved not Implemented 
8.2 - Implemented 
B.3 - Resolved not Implemented 
B.4 - Resolved not Implemented 
B.5 - . unresolved 

II-III-HNI-001-92 
REPORT 110. 93-I-403 
PSS: Audit Report on Food Services Operation, 10/89 to 07/92. 

A.l - Unresolved 
A.2 - Unresolved 
A.3 - Unresolved 
A.4 - Unresolved 
B.2 - Management concurs 
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STATEMENT 

Hearing on Northern Marianas Aid Proposal 

March 18, 1993 

Mr. Chairman, today we are being asked to obligate the 

Federal Government to provide the Northern Mariana Islands 

with $120 million from tiscal years 1994 to 2000. If 

approved, this would replace the current commitment of $27.7 

million a year to the one proposed in HR 1092, 

I have in the past, and will continue in the future, to 

support the needs of our fellow islanders in Northern 

Marianas. However, on this particular issue, I question 

whether it is prudent to obligate such a large sum of money to 

one possession of the U.S. when the overwhelming needs of 

other territories are barely being met. 

According to one report, those who are in most need of 

assistance are the Trust Territory of Palau, and my own 

district of American Samoa. 

During the past five years, the territory of American 

Samoa, whose native population is more than double that of the 

Northern Mariana Islands, has received approximately six 

million dollars per year for all it• capital improvement 

projects. As a result, our total system of infrastructure is 
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in an absolute state of decay. The roads are in • ome place•, 

impassable. Our medical facilities are in such poor condition 

that a health crisis 1• now imminent. Th• roofs on many of 

our schools continuously leak -- and the • tudents have to • it 

on the floor because we cannot afford to purchase the 

necessary desks. 

I understand that people of Palau face similar, or even 

worse conditions. 

This is a question of need. A recent report states the 

standard of living for the natives of the Northern Marianas 

(NMI) has been raised substantially. Further, although the 

NMI needs hundreds of millions dollars of capital 

improvements, the economy has developed to the point that it 

can generate funds to meet much of this need. 

The economic success of NMI can be attributed to the 

wisdom of its leadership and its proximity to Asia, 

particularly Japan. American Samoa, on the other hand, is 

isolated and thousands of miles from any of the world's 

centers of commerce. 

While the current administration of Governor Lutali is 

attempting to cut government expenditures (almost 1,000 

government employees have been laid off in the past three 

months), and raise local revenues, the government is a long 

way from being economically self-sufficient --- the ultimate 

goal of all U.S. territories, commonwealths, and possessions. 
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I a• k that we • eriou• ly con• ider the need• ot our 

brother• and • i • ter• in the Northern Mariana Islands, and ask 

whether the Covenant goal• ot • ec~ion 702 have been met. I 

also ask that we seriously consider the needs ot our other 

territories. 

Thanlt you Mr. Chairman 
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O ffice o f 1he Speaker 
HOCSE OF REPRESE:\T ATI VES 

EIGHTH NORTHER:\ MARI ANAS CO\,1\IO:\\VEALTH LEGISLATURE 
P.O. Box 586 

THOMAS P. VILLAGOMEZ (KIYU) 
Speak.er 

March 13, 1993 

The Honorable Ro n De Lugo 
Chainnan 
Subcommittee on Insular :1 nd 

International Affairs 
U.S. House of Represe ntat ives 
Washington, D.C. 20515-6 20 1 

Dear Mr. Chairman: 

SAIPAN. MP 96950 

Phone: (670) 664-5498 
Fox: (670) 322-2500 

We are writing to express our support for passage of the "Agree ment on Future 
Federal Financial As s is ta nce fo r th e Northern /\larL:rna Is lands," but we 
request that your Committee co nsider ce rtain amendments tha t may enable the 
CNMI to optimize its infras ,ruct ure devel opment through the use o f approved 
public bond finan cing whi c h will be repc1id from a combination of local 
revenues and the U. S. fed e ra l gDnts pled ged under the p roposed "Future 
Federal Financial Assis ta nce" .l\greemc nt . 

The CNM I successfull y useJ bo nd firuncin g Jurin g the Seco nd Financial 
Assistance Program o f 1986-1 992 to e .-..:ped ilc ils infrastrut:ture d evelo pme nt 
and ma..'Umize the timel y and prudent use o f the Federal Grant Payments. We 
bdieve bond financin g can be success full y used again in 199 3 to improve our 
islands' infrastructure . 

Our experience with bond fin a nc ing had m~tny benefits for our is land 
development. We wi sh to use bo nd finan cing to achieYe furth e r ga ins in our 
infrastructure during the Third financial t\ssist..1ncc Progr~m. Am ong the 
benefits of bond finan cing " 'e experienced were: 

1. Infra.structure need s were J.ddrcsscJ in J. timelv wav s ince the 
bond proceed s \V e re "u p fro ntcd" rather th-,:m ,~·aiting on 
annual pay ments d uring ~1 seven year peri od to compl e te 
development. 

2. Infrastructu re projects " ·e re be tter pLrnned tu pe rm a nently 
solve pro blems ins tead o f tem porary "band-aid " solut ions. 

3. Infras truc ture pro jects ,,·en: d o ne o n ~\ mo re cos t-effec ci ve 
"economies of scale" pl ;:inn ing a nd constrUl.'t io n program. 
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The Honorable Ron De Lugo 
March 12 , 1993 
Page 2 

4. Prioritizat ion of projec ts w::t.s impro,·ed . 

5. Bond legal req uirc me nc s a nd use of trus tee ban k imposed 
certain fiscal discip li nes on the u.se of bond cons truction 
funds. 

6. Eco nom ic benefits we re accelcr~Hcd as infrastruc ture 
improvement occurred faster than if projects \,·a ited fo r 
funding over :1 seven year peri od. t-.lost of ou r projects were 
"placed in service" wel l befo re the end of the seven year 
period. 

There is si: ill much infrastructure imprO\·crnent to be m:..de, and the benefits of 
project planning an d execu tion cited ahove need to be applied durin g the 
Third Financial Ass is tance funding period. We belie,·e the time is opportune 
for the CNMI to launch another bond finan ci ng during I 993 fo r these reasons 
and the following timing reasons. 

* Interest rates a re current!v Im,· and · ca n save us milli ons of 
dollars of debt service paym.ents. 

* Our local econ om,· needs the boos t th a t re n ewed in frast ructure 
construction would ·provide. 

• f\los t of the construction can he done bv local firms so the mon ies 
have a multiplier effec t on ou r econom): an d much of the imported 
equipment and m:ueri~ts come from U.S. sup pliers. 

* Improving o ur inrrastruc ture ,,·ill help :Htro.ct new inves tments to 
our is lands wh ich has s lo,,·ed dow n cons iderably. fvl:i ny potential 
inves tors compla in that our infrastructu re is inad equate to suppo rt 
their investment plans. 

• Many of o ur pl an ned im provemen ts ~re urgent ly needed to serve 
our child ren's educa tion a nd imp ro,·e our envi ron men t and health 
with better sewage and water distribution. 

* An improved infrastructure crea tes the base fo r ou r future 
devel o pme n t as \\'e s tri, ·c toward grC:!atcr econom ic se lf­
reliance. 

Bond financing is comm o nl y used by states anJ m un icipa l gove rnments 
thro ugho ut the United States to build , ·:.i.rious pub lit.: projec ts. For us. the 
"Capital Improvemen t Bonds" we issued in l <JH(i thro u gh our Commonwealth 
Development Auth o r i ty provided economic benefits rhat we had n o t 
experienced before. We now ,..,:in t rn build on th;,1t successFu l experiment by 
launching a well-co nceived financing program during the ea rl y years or the 
Third Financial .A.ssist:i.ncc Program. 

We suppo rt the " Financial Ass is tance 1\grcemcn l " be in g considered by your 
Committee at th is t ime, includ ing the intent that ,,·c n >n1rihu te local "matching 
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fund'' revenues tO\vanJ our capital impro,·cmcnts. We are prepared to share 
the cost of improving ou r islands' infrastruc lurc. In fact, we have already 
been budgeting severa l local source::. of re,·enue to pledge toward bond 
repayment and that would count toward our share of "matching fund 
revenues" for purposes of qualifying for the federal match. These local 
reve nue sources in clude local cax re\·enues like fuel taxes and vehicle 
regis tration fees, as well as public benefit contributio ns from large resort 
developments planned fo r our islands . We are prepared to divert local 
revenues from government o perations to infrastructure investment for our 
future. 

To assist us in our efforts, we ask that vour staff sir down ,vith our advisors to 
con sid~r certain amendments to the Proposed legislation that may faciHt:ite 
our ability to use bond financing and thereby accelerate our development. We 
plan to support a bond issue by pledging the Federal Grant payments along 
with our local matching fund reven ues , but we want to insure that the 
language of the proposed Congressional legislation will permit bond financing 
on a more cost-effective basis and clarify any ambiguities that could later 
cause problems for issuing bonds. We fe::i.r that \,·ithout some amendments, the 
full intent of the Assistance Program will not be maximized. 

We appreciate your considerat ion of our request~ :.1s we work together to make 
prudent use of federal grant payments to im prove the life of our people. 

Sincerely, 

~~ 
r,...,-~ 

f. T~es 
_ 0(/r eader 

~~ 
S. Hofschneider 

Chairman 
Committee on Public Utilities, 
Transportation and Communications 

Q~-~ Vice Speaker 

s::11~: 
Chairman 
Co mmittee on Ways & Means 

i\nJ. S. Tcregeyo 
Chairperson 
Comminee on Hco.lth Education 

and Welfare 
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~~u~ 
Chairman 
Cpmmittee o n Federal and 
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/ reign Re\ati,; s ~ - _ 

~t~ta 
/ ~//U ader W 
l~fgf'cu~~~ 

Minority Member 

//2,_,.;;/?, ·, I') -:..:...._ 
Jesus P. Mafn as 
Minority Member 

~~ 
Francisco A. Flores 
Minority Member 

.A..n tonio 0 . Q_uitugua 
Chainnan 
Committee on Natural Resources 

~.~ 
~linority ~\ember 

Joaquin S. Borja 
l\linority P.{ember 

• I , ,,-

·-:: ,,-;_,_.,./ :.,._ , --------~ --(__. 
Antonio ~I. Camacho 

_Minority ~-fember 

Pedro R. Guerrero 
1'1inority /\!ember 
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'Tlie Senate 
NORTHERN MARIANAS COMMO"IWEALTH LEGISLATURE 

P.O. Box 129 

Juan S. Demapan 
President 

March 12, 1993 

Honorable Ron De Lugo 

Saipan, MP 96950 

Chairman. Subcommittee on Insular 
and International Affairs 

Committee on Natural Resources 
United States House of Representatives 
2427 Rayburn House Office Building 
Washington. DC 20515-5501 

Dear Chairman De Lugo: 

Tel: (670} 664·5495 
Fax: (670) 322•7077 

1 am deeply honored and grateful for your invitation to address the 
United States House of Representatives Subcommittee on Insular and 
International Affairs on March 18, 1993, during its hearing on the multi-year 
funding agreement between the United States and the commonwealth of the 
Northern ~ariana Islands. This is indeed a subject of great importance to the 
Commonwealth and its future. I thank you for seeking my in-put and views on 
this agreement. 

However, due to pressing needs here in the Commonwealth and the 
plethora of important legislation now before the Commonwealth Senate, I 
regret I will not be able to personally appear before you. I had looked forward 
with great anticipation to this opportunity to meet with you and the other 
subcommittee members and am saddened that I will have to forego such at this 
time. 

I am, therefore, submitting written testimony for your subcommittee's 
consideration. I hope that I have spoken well on the issues which are of 
concern to you and the other members and look forward to a continued 
dialogue between our office. 

Please do not hesitate to contact me about any of my testimony. Again, 
thank you for your consideration and this opportunity to address the 
subcommittee. 

Sincerely, 
c___ 

,, 

Juan S. Demapan 
Senate President 

-------~ 
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WRITTEN TESTIMONY BY 
THE HONORABLE JUAN S. DEMAPAN 

PRESIDENT OF THE SENATE 
OF THE 

EIGHTH NORTHERN MARIANAS COMMONWEALTH LEGISLATURE 
BEFORE THE 

U.S. HOUSE OF REPRESENTATIVES 
SUBCOMMITTEE ON INSULAR AND INTERNATIONAL AFFAIRS 

COMMITTEE OF NATURAL RESOURCES 
FOR THE MULTI-YEAR FUNDING AGREEMENT 
BETWEEN THE UNITED STATES OF AMERICA 

AND 
THE COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS 

MARCH 18, 1993 
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HONORABLE CHAIRMAN DE LUGO AND DISTl:--JGU!SHED MEMBERS OF 
THIS SUBCOMMITTEE: 

I AM JUAN SABLAN DEMAPAN, A PROU D AMERICAN OF NORTHERN 
MARIANAS ANCESTRY AND PRESIDENT OF THE SENATE OF THE 
EIGHTH NORTHERN MARIANA ISLANDS COMMONWEAL TH 
LEGISLATURE. I AM GRATEFUL FOR THIS OPPORTUNITY TO SUBMIT 
THIS WRITTEN TESTIMONY ON T l-I E SUBJECT OF MULTI-YEAR 
RINDING AGREEMENT ENDORSED, AFfER CONSIDERABLE 
NEGOTIATIONS BY THE U.S. PERSO NAL REPRESENTATIVE AND THE 
NMI REPRESENTATIVES TO THE COVE;'-JANT 702 AND 902 TALK. 
THIS AGREEMENT WAS CONCLUDED PRIOR TO THE INAUGURATION OF 
PRESIDENT CLINTON, AND AS I UNDERSTAND IT, WAS ALLOWED BY 
THE CLINTON ADMINISTRATION TO GO TO U.S. CONGRESS UNALTERED 
FOR ITS CONSIDERATION. 

MR. CHAIRMAN, THE MUL TI -YEf\R FINANCIAL 1\S SISTANCE 
AGREEMENT WAS GROUNDED ON THE COVENANT 702 PROVISION 
AND IS A PRODUCT OF EXHAUSTIVE NEGOTIATIONS BY THE U.S. 
PERSONAL REPRESENTATIVE AND OUR REPRESENTATIVES. FROM 
OUR PERSPECTIVE, THIS AGREEMENT REFLECTS OUR COMMITMENT 
TO TAKE ON A GREATER SHARE OF THE RESPONSIBILITY FOR 
FUNDING CAPITAL IMPROV EMENT PROJECTS IN THE 
COMMONWEALTH OYER THE NEXT 7- YEAR PERIOD. THIS ECHOES THE 
CALL OF PRESIDENT CLI NTON TO THE NATION FOR "S HARE 
RESPONS IBILITY". UNDER TH IS AG REE:VIE~T. WE COMMITTED OUR 
GOVERNMENT TO MATCH ON A DOLL\R FOR DOLL,\R BASIS THE 
FEDERAL CONTRIBUTI ON AND TO LIMIT THE USE OF THE FINANCIAL 
ASSISTANCE TO FUNDING CAPITAL IMPROYE:\.1ENT PROJECTS ONLY, 
AND NOT FOR GOVERNMENT OPERATIONS AS WAS PREVIOUSLY 
PER!vIITTED. SUCH AN ARRANGE:VIENT AND ITS CORRESPONDING 
INCREASE OF OUR FI NANCIAL RESPONSIBILITY, WHILE IT IS FAR 
LESS ATTRACTIVE FOR US Tl-I A!': THE FORM OF FEDERAL FINANCING 
PREVIOUSLY PROVIDED. IS ONE WE ARE WILLING TO ACCEPT IN 
ORDER TO RE..\L!ZE A FAIR. EQL'ITAB LE. A;--.;D DECENT STANDARD OF 
LIVING FOR ALL RESIDE"iTS OF OC R ISL1\:--.iDS. 

WE ARE EYER MINDFUL or THE LIMITS OF THE FEDERAL 
GOVERNMENT FINANCIAL RESOURCES. WE. TOO BELIEVE THAT IF 
THE NORTHERN MARIANAS WERE TO ACHIEVE GREATER ECONO!vIIC 
GROWTH IN THE FUTURE AND THUS IMPROVE THE STANDARD OF 
LIVING FOR ALL AMERIC.,\NS IN THE COMMONWEAL TH, WE OUGHT 
TO I.i~VEST OCR MONEYS IN THE CONSTRCCTIO '\J AND IMPROVEMENT 
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OF OUR PHYSICAL INFRf\STRUCTURE. THEREFORE, LET ME SHARE 
WITH YOU THE PRESSING NEEDS FOR INFRASTRLJCTURE 
IMPROVEME NT WITHIN THE NORTHERN 'vlARJANAS. 

AS YOU MAY KNOW, OUR PEOPLE ARE NOT BLESSED WITH AN 
ABUNDANCE OF POTABLE WATER. INF.A. CT, RA INFALL IS OUR ONLY 
SOURCE OF FRESH WATER AND IS SEASON/\L WITH AN AVERAGE 
MONTHLY PRECIPITATION OF ONLY SEVEN INCHES. SOME OF THIS 
FRESH WATER SOAKS INTO THE GRO UND AND FORMS INTO "LENSES" 
WITHIN THE POROUS ROCKY MATRIX OF THE ISLANDS. FRESH 
WATER LENSES FLOAT UPON THE PERMEATING, DENSER, SEA WATER. 
THESE LE NS ES AS WELL AS THE FRESH WATER AND BRACKISH 
AQUIFERS ARE TAPPED BY DRILLING WELLS. 

HOWEVER, DUE TO EXCESSIVE SALINITY AND BACTERIAL CONTENT, 
OUR RESIDENTS ARE UNABLE TO DRINK THE WATER WHICH FLOWS 
FROM THEIR FAUCETS. A MAJORITY OF OUR RESIDENTS RELY ON 
CATCHMENT TANK TO COLLECT RAI:--.i WATER. THEY BOIL THE RAIN 
WATER BEFORE DRINKING. THOSE WHO ARE FINANCIALLY 
FORTUNATE BUY THEIR DRINKING WATE R FROM A LOCAL WATER 
COMPANY OR BUY IMPORTED BOTTLED WATER. I FIND IT 
APPALLING THAT IT IS CHEAPER TO BUY A GALLON OF GASOLINE 
OR A GALLON OF DIESEL THAN 1\ G,\LLON OF IMPORTED WATER. 
THE PUBLIC WATER SYSTEM IS THREATENED WITH 
CONTAMINATION FROM VARIOLJS SOLJRCES. SUCH AS SEWAGE 
SEEPING FROM SEPTIC TANKS A:'-/D DILAPIDATED PIPES SOME OF 
WH!CH DATE BACK TO WORLD WAR IL 

THE COMMONWEALTH'S WATER DELIVERY SYSTEM PRESENTS A 
CLEAR HEAL TH HAZARD TO OUR CITIZENS. WE CANNOT CONTINUE TO 
PUT OUR CHILDREN'S LI VES AT RISK. IT IS IMPERATIVE THAT 
THESE INEFFICIENT AND POTENTIALLY DANGEROUS PROBLEMS BE 
REMEDIED AS SOON AS POSS IBLL:. 

FURTHER, WITHOUT AN Irv!PROVED SYSTEM FOR DISTRIBUTING 
WATER, SAIPAN CANNOT CONTINUE TO GROW. EVEN NOW, ACCESS 
TO WATER IS LIMITED; SOME COMMUNITIES RECEIVE ONLY A FEW 
HOURS OF RUNNING WATER A DAY. WE CAN NO LONGER APPROACH 
nns VERY SERIOUS 1\ND LONG STA NDING PROBLEM WITH ONLY 
BAND AID SOLUTIONS. 

I KNOW YOU HAVE HEARD THIS 13EFORE BUT UNTIL WE CAN PROVIDE 
OUR PEOPLE AND CO:VEvlLNITY \VITI-I SAFE. RELIABLE RUNNING 
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WATER, WE CANNOT CLA IM TO HAVE ATTAINED THE STANDARD OF 
LIVING ENJOYED BY MOST A,vIERICANS. 

IN THE SAME VAIN, ANOTHER CRITICAL NEED IS TO 
COMPREHENSIVELY UPGRADE OCR SEWER SYSTEM. THE SEWAGE 
TREAT!v!ENT AND DISPOSAL CAPABILITY OF THE COMMONWEALTH, 
ESPECIALLY OF SAIPAN, IS AT BEST INADEQUATE AND ANTIQUATED. 
DESPITE THE LARGE GROWTH IN OUR RESIDENT POPULATION AND A 
CORRESPONDING INCREASE IN Tl-IE NUMBER OF AVAILABLE HOUSING 
UNITS, MOST HO !'v!ES ARE STILL i\'OT CON:\ECTED TO A SEWER 
SYSTEM. THE CONTINUED USE OF SEPTIC TANKS THREATENS TO 
CONTAMINATE OUR GROUND \VATER AND IS NOW CREATING 
ENVIRONMENTAL PROBLEMS WITHE\ OUR COASTAL WATERS. 

LIKEWISE, WHILE OUR ECONOMY. WHICH IS SO VERY DEPENDENT ON 
TOURISM WELCOMES THE GROWTH IN THE NUMBER OF TOURISTS 
ARRIVING EACH DAY AND THE RES UL TING INCREASE IN THE 
NUMBER OF HOTEL ROOMS AND LARGE RESORT DEVELOPMENT 
PROJECTS UNDERWAY ON ALL THREE MAJOR ISLA NDS, WE 
RECOGNIZE SUCH GROWTH FURTHER STRESSES THE CAPACITY OF THE 
SEWER TREATMENT AND DISPOSAL SYSTE\,J. 

THROUGH LOCAL APPROPRIATIONS A FEW YEARS AGO, A NEW 
SEWAGE TREATMENT PLANT WAS PUT INTO OPERATION. THIS 
ENABLED SAIPAN TO TERMINATE THE DLMPING OF RAW 
UNTREATED SEWAGE DIRECTLY INTO OLR SCENIC LAGOON. 
HOWEVER. THIS PLA:--JT IS ALREADY IN,\DEQUATE GIVEN THE 
GROWTH IN POPULATIO N EXPERIENCED Sl"iCE ITS START UP. 

LOCAL APPROPRIATIONS CONTINUE TO BE AUTHORIZED TO WARD 
OFF FUTURE DUMPING OF RAW SEWAG E INTO OU R LAGOON, BUT 
Tl-IlS IS NOT ENOUGH. THE LAGOON IS OLR SING LE \/LOST 
IMPORTANT NATURAL RESOURCE. ITS BOCNTY SUSTAINS OUR 
FAMILIES AND ITS UNIQUE BEAUTY ATTRACTS THOUSANDS OF 
TOURISTS EACH YEAR. IT IS AN ESSE:"-iTIAL ELEMENT IN THE 
LIVELIHOOD OF OUR PEOPLE. ITS DESTRLCTION WOULD SET OFF A 
CHAIN REACTION THAT WOULD lJLTLvL\TEL Y RESULT IN THE 
DESTRUCTION OF OUR PEOPLE'S W.-\ Y OF LIFE .\ND OUR HOPE OF 
BECOMING E:\TIREL Y SELF IU:1.I,\NT 

ENVIRONME:--JTAL EXPERTS PREDICT TH,\ T UNLESS WE ADDRESS THE 
SEWAGE PROBLEM IMMEDIXfEL Y AND EFFECTIVELY, AN OUTBREAK 
OF TYPHOID. CHOLERA. OR SIMIL AR EPIDE .vlI C IS POSSIBLE. BESIDES 
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THE OBVIOUS DANGER TO OUR PEOPLE'S WELL-BEING, SUCH AN 
OUTBREAK WOULD WREAK HA voe ON OUR TOURIST BASED ECONOMY. 

IN ADDITION TO UPGRADING AND EXPANDING PRIMARY 
TREAT!YIENT PLANTS, THERE IS A NEED TO IMPROVE THE 
TRANSMISSION SYSTEM AND EXISTING OCEAN OUTFALLS. THE 
NORTHERN OUTFALL DISCHARGES ITS SEWAGE 100 YARDS FROM OUR 
COMMERCIAL DOCKING FACILITY, AND DIRECTLY UP CURRENT FROM 
OUR MAJOR HOTEL BEACHES. THE SOUTHERN OUTFALL DISCHARGES 
AT THE HIGH WATER MARK, DISCHARGING UNTREATED SEWAGE TOO 
CLOSE TO SHORE AND TOO CLOSE TO THE SURFACE TO OBTAIN 
ADEQUATE DILUTION. 

FINALLY, ON THE ENVIRONMENTAL FRONT, THE PRESENT LANDFILL 
SITE AT PUERTO RICO VILLAGE MUST BE RELOCATED IMMEDIATELY. 
TO THIS END, BOTH THE LEGISLATURE AND TI-IE LIEUTENANT 
GOVERi\fOR'S OFFICE HA VE BEE;'\; DILIGENTLY WORKING TO 
CONSTRUCT A NEW LANDFILL SITE AND PREPARE A WASTE 
MANAGEMENT PLAN. THE PRESENT SITE HAS BEEN IN USE SINCE 
JUST AFTER TI-IE WAR. IT IS PREC'\RIOUSLY LOCATED DIRECTLY ON 
THE LAGOON AND IS YET ANOTI !ER THREAT TO TI-IE HEAL TH OF OUR 
WATERS AND OUR PEOPLE. I AM PROUD TO REPORT THE DESIGN OF 
THE NEW LAND FILL SITE IS COMPLETE. HOWEVER, TO DATE, THE 
EXPECTED AGREEMENT WITH A PRIVATE LAND DEVELOPER FOR 
CONSTRUCTION AND LONG TER\I MAINTENANCE OF THE LANDFILL 
HAS NOT BEEN REACHED. 

FURTHER, THIS LANDFILL, OR DL .YIP ,'\S THi\ TIS WHAT IT TRULY IS, 
IS THE BIGGEST CONTRIBUTOR TO AIR POLLUTION ON OUR ISLAND. 
IT IS CONSTANTLY BUR:-JING A:\D REPORTEDLY, THE FIRE IS MANY 
FEET BELOW THE SURFACE AND THUS, fOR ALL PRACTICALITY, 
IMPOSSIBLE TO EXTINGUISH. TI IE ONLY FEASIBLE REMEDY FOR THIS 
ANTIQUATED EYESORE AND l-lEJ\l.TH 1-L,\ZARD IS ITS ENTIRE 
REMOVAL. BUT AGAIN THE LOC\L FLNDS FOR THIS UNDERTAKING 
ARE SORELY LIMITED AND TOD.A.TE OUR EFFORTS TO SECURE 
ALTERNATIVE FUNDING HA\/[ '.\OT COME TO FRUITION. 

LIKE MANY OF OUR INSLLAR BIWTI IERS WE INI IERITED MUCH OF 
OUR INFRASTRUCTLRE fRO\l l31FU!ff \VORLD W.A.R !I. 'v!UCH OF 
WHAT SERVES OUR PEOPLl: W,\S BLT TEMPOR;\RY rvlEASL'RES TO 
CARE FOR THE \'EEDS OF OCCLPY!i\G l ORCES \ND THEN FOR OUR 
LIBERATORS, TI-IE US ARMED FO!ZCL:S NOW. :\EARLY FIFTY YEARS 
LATER, REPAIRS Ai\D RENOVAT!O\S. LPGR.\DES AND MODERN 
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TECHNOLOGICAL ADV ANCE\-I E"iTS AR E NOT SIMPLY DESIRABLE BUT 
IMPERATIVE TO SUSTAIN BOTH ECONOMIC GROWTH AND 
DEVELOPMENT AS WELL AS THE HEALTH AND WELL-BEING OF OUR 
PEOPLE. SUCH INFRASTRUCTURE IMPROVEMENTS ARE THE VERY 
FOUNDATION NECESSARY FOR US TO GAIN BOTH SELF-RELIANCE AND 
ALSO AFFORD US THE LIFE-STYLE ENJOYED BY MOST AMERICANS. 
WE ARE PAINFULLY REMINDED TI-IAT BECAUSE OF OUR SMALLEST IN 
BOTH LAND SIZE AND POPULATION BECAUSE WE ARE OCEAN-LOCKED 
AND ARE SEPARATED FROM THE CONTINENTAL U.S. MARKET PLACE 
BY THOUSANDS OF MILES , AND OLE TO THE INOR DINATELY HJGH 
DISTRIBUTION COSTS INIMI CA L TO ISLA ND ECONOMIES, OUR 
COMMITMENT TO RAISE LOCA L TAX REVENUES TO MATCH THE 
ANNUAL FEDERAL GRANTS UNDER THE AGREED 702 AGREEMENT 
COMES WITH GREAT SACRIFICE TO OUR PEOPLE AND OUR LOCAL 
TAXPAYERS. 

FOR EXAMPLE, THE PRESENT ROAD SYSTEMS ON ALL THREE MAJOR 
ISLANDS IS SORELY IN NEED OF UP GRADING AND REPAIRS. MOST OF 
THESE ROADS WERE BUILT EITH[R BY THE JAPANESE OR THE 
AMERICAN ARMIES. WHILE THL:Y HAVE SERVED US FOR NEARLY A 
HALF DECADE, DUE TO THE HARS H TROPICAL ENVIRONMENT MOST 
ARE RAPIDLY DETERIORATING WHILE TRAFFIC IS GREATLY 
INCREASING. CAR REGISTRAT IONS FORETELL THE NEED FOR LARGE 
INVESTMENTS [N THE ROAD SYSTEM IN THE COMING YEARS. 
PRESENTLY, WE ARE PROPOSI NG FUEL TAXES TO HELP FUND THESE 
PROJECTS, BUT THE MAGNITUDE OF THE REPAIRS INDICATES THAT 
THIS WILL NOT BE SUFFICIENT AND SPECIAL LEVIES MAY NEED TO 
BE USED. 

ALSO IN THE TRANSPORTATION AREA. AS 0
\ SMALL ISLAND 

ECONOMY, THE SEA IS OUR LIFELI\E TO THE PROD UCTS OF THE 
WORLD. WE DEPEND ON SHIPPI NG FOR MOST OF OUR BASIC NEEDS; 
FROM FOOD TO CONSTRUCTION MATERIALS TO FUEL YET, OUR 
COMMERCIAL PORT FACILITIES OUR WOEFULLY INADEQUATE TO 
HANDLE OUR GROWING ECONOMY. THIS IS TRUE FOR BOTH ON SHORE 
AND OFF SHORE FACILITIES. 

RECENTLY, OUR COMMONWEALTI I PORTS ;-\LT!-IORITY A WARDED A 
CONTRACT FOR A 'vl ,c\JOR S1\ W·\ ., 1-li',RBOR AND PORT DEVELOPMENT 
PROJECT. THIS PROJECT IS LO'-iG OVER DLT AND CREATLY 
WELCOMED. PREVIOUSLY. f\lANY VESSELS HAVE REPORTED 
TOUCHING BOTI'OM WHIL E '-J.A VIGATING THE SAIPAN SHIPPING 
CHANNEL Tl-IE DOCK BESIDES BEl:'!G IN D;\:\'GER OF COLLAPSING DUE 
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TO THE AGE AND THE REF!TIT\:G OF THE DOCK WITH HEAVIER, MORE 
MODERN EQUIPMENT IS ALSO D.:\NGEROUSL Y CLOSE TO THE PUERTO 
RICO DUMP WHICH AS I STATED EARLIER IS NEARLY ALWAYS ON 
FIRE. WE ARE HOPEFUL Tl IAT WITH THE RENOVATIONS PRESENTLY 
PLANNED, THAT SA!PAN WILL ENJOY A :VIODERN PORT AND HARBOR 
FACILITY. 

HOWEVER, OUR SISTER ISLANDS OF ROTA AND TINIAN ARE NOT SO 
LUCKY. THE PORT AND HARBOR FACILITIES IN ROTA ARE IN SUCH A 
STATE THAT ONLY BARGES CAN UTILIZE THEM. THIS TRANSLATES 
INTO MUCH HIGHER PRICES FOR Tl!E ISLAi\l) DUE TO THE NEED TO 
FIRST SHIP AND OFF-LOAD ALL CARGO I'\ SAIPAN TO THEN BE 
LATER LOADED ONTO BARGES FOR THE 100 MILE TRIP TO ROTA, ITS 
FINAL DESTINATION. T!Nlf\N IS IN :--;o BETTER SHAPE. WHILE THE 
COMMONWEALTH PORTS AUTHORITY IS SYMPATHETIC TO THE 
NEEDS OF THESE TWO ISLANDS, THEY PRESENTLY LACK FUNDING FOR 
UNDERTAKING EVEN AN A AND E STUDY FOR FUTURE HARBOR AND 
PORT PROJECTS. 

AS I SPOKE OF EARLIER, :Vli\NY OF THE INADEQUACIES IN OUR 
PRESENT INFRASTRUCTURE FACILITIES IS DL'E TO THE COMBINED 
EFFECTS OF THE AGE OF THE PHYSICAL PORTIONS AND INCREASE IN 
THE DEMAND DUE TO TI-IE EXPLOSION IN THE COMMONWEALTHS 
RESIDENT AND TOURIST POPULATION. ONE CONTRIBUTOR TO THE 
MARKED INCREASE IN THE POPULATION OF THE ISLANDS IS THE 
INFLUX OF MICRONESIANS FACILITATED UNDER THE COMPACTS OF 
FREI: ASSOCIATION BETWEEN THE UNITED STATES AND THE 
GOVERNMENTS OF THE REPUBLIC OF THE :VL\RSHALS ISLANDS AND 
THE FEDERATED STATES OF .\1!CROI\ESlr\ THESE COMPACTS 
GRANTED THE CITIZENS OF TI-IESE: ISL.:\i\DS THE RIGHT TO FREELY 
TRAVEL TO ESTABLISH HABITUAL RESIDfl'iCE AS A NON 
IMMIGRANT IN THE UNITED STATES AI\D IN US. FLAGGED AREAS. 

ALTHOUGH THE UNITED STATES IS!'ERED INTO THE COMPACTS 
WITHOUT CONSULTATION OR AGREE:V!Ei'\T OF THE AFFECTED AREAS, 
THE COMMONWEAL TH I !AS THL;S F\R HONORED THIS AGREEMENT TO 
WHICH IT IS NOT A PARTY. THIS HAS BEEN DONE OUT OF DEFERENCE 
TO THE COMMON H!STORIC\L AM) CLLTUR.:\L TIES AMONG 
MICRONESIAN ISLANDS AND PECWLES. 

CONGRESS RECOGNIZED AS 11\[VIT-\BLE Till: i\DYERSE EFFECTS OF 
FREE MIGRATION TO U.S. 11\SLL\R \REAS. TO THIS END, THE 
"COMPACT OF FREE ASSOCI.\T!O\ OF I lJS5.' SECTION 104(E), MAKES 

-()-
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A COMMITMENT THAT "CONGRESS WILL ACT SYMPATHETICALLY 
AND EXPEDITIOUSLY TO REDRESS THOSE ADVERSE CONSEQUENCES." 
TO DATE CONGRESS HAS T,A.KEN NO ACTION TO FULFILL THIS 
COMMITMENT. NO APPROPRIATION HAS BEEN MADE. NO PAYMENT 
HAS BEEN RECEIVED. 

NEVERTHELESS, THE MIGRATION OF LARGE NUMBERS OF 
MICRONESIANS TO OUR ISLANDS HAS PLACED AGRA VE BURDEN 
UPON US. MICRONESIANS COMPETE WITH OUR PEOPLE FOR JOBS AND 
HOUSING. MICRONESIANS ADD TO THE STRESS ON DELIVERY OF 
ESSENTIAL SERVICES IN EDUCATION, HEAL TH CARE, PUBLIC SAFETY, 
UTILITIES, AND OTHER AREAS. 

IF WE ARE TO CONTINUE TO WELCOME MICRONESIANS TO OUR 
ISLANDS UNDER SUCH PRIVILEGED TERMS AS WERE CREATED BY THE 
UNITED STATES, THEN THE UNITED STATES MUST LIVE UP TO ITS 
RESPONSIBrLITY AND COMMITMENT TO OFFSET THE BURDEN. THE 
ESTIMATED COST OF THE IMPACT IS NEARLY S8.0 MILLION DOLLARS 
FOR 1992 ALONE. WE HOPE THAT CONGRESS WILL "ACT 
SYMPATHETICALLY AND EXPEDITIOUSLY" IN APPROPRIATED THESE 
FUNDS AS AGREED UNDER THE COMPACTS. 

AS YOU SEE OUR NEEDS ARE HIGI I. OUR Fl"-JANCIAL RESOURCES ARE 
STRESSED BEYOND CAPACITY AND OUR TECHNICAL EXPERTISE IS 
LIMITED. AS THE OPERATIONS AND \IAINTE;\JAi'-iCE IMPROVEMENT 
PROGRAM TEAM SENT BY THE DEPARTME>IT OF THE INTERIOR AND 
THE ARMY CORP OF ENGINEERS REPORTED IN THEIR THIRD YEAR 
REVIEW, TECHNICAL ASSISTr\>ICE IN AREAS FROM PLANNING TO 
OPERATIONS AND MAINTE>IANCE TO FINANCIAL MANAGEMENT ARE 
PRIORITY AREAS WHICH THE CO\HvlONWE.\L TH REQUIRES FEDERAL 
GOVERNMENT EXPERTISE. 

CHAIRMAN, WE ARE MORE Tl-lr\N A WARE OF TI-IE MAGNITUDE OF 
OUR MODERNIZATION PROJECTS. WE ARE ALSO MORE THAN AWARE 
OF THE DIRE AND IMMEDIATE >/EEO FOR .A.CTION ON THESE PROJECTS. 
HOWEVER, WE ALSO RECOGNIZE THAT WITH OCT PROPER TECHNICAL 
EXPERTISE THE RESULTS OF OUR EFFORTS AND RESOURCES MAY 
SIMPLY BE MORE BAND AIDS A1'\D Lin'LE I;\! THE WAY OF FUTURE 
SOLUTIONS. WITHOUT FEDER:-\L ,\SSIST,\i\CE IN THE VERY WAY WE 
APPROACH A;\JD SOLVE THE ;\BUY[ PROBL[.\IS. l t\M RETICENT TO 
TELL MY PEOPLE THAT THEY WILL SOO\ ENJOY.\ STANDARD OF 
LIVING THAT OTHER AMERICX\S :\OW EXPERIENCE 
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IF THE ABOVE INFRASTRUCTURE PROBLE'.VIS ARE !\'OT ENOUGH TO 
DISCOURAGE EVEN THE STRONG OF HEART, WE ARE ALSO PRESEN11., Y 
EXPERIENCI NG AN INCR E1.\SE Ii\ TIIE FLOW OF CRYSTAL 
METHAMPEHTAMINE USE AND DISTRll3 LTl0 1'J, THE DRUG COMMONLY 
REFERRED TO AS "ICE". OUR LAW Ei\FORCE.vl E:--IT AND CUSTOMS 
OFFICERS ARE DILIGENTLY ATI'EMPTii\G TO STEM THIS TID E. OUR 
YOUTH, WHO ARE THE PRIME TARGETS FOR DI STRIBUTORS, ARE 
STRUGGLING TO GET A DECENT EDUCATIO N SO THAT THEY CAN 
CONTINUE THE WORK WE ARE UNDERTAKING . BUT LIKE MANY 
OTHER INSTITUTIONS WITHI N OUR ISLA NDS . OUR PUBLIC SCHOOLS 
TOO ARE IN DISR EPA IR. OFTEN TO ILETS AND WATER FOUNTA INS 
ARE UNUSABLE AT OUR 01\LY PUBLI C IIIGII SCHOOL. BESIDES 
FACILITIES BELOW THE NATIONA L NO RM, OUR CHILDREN'S TEST 
SCORES ARE ALSO AT SUCH A LEVEL. WE ARE ALSO EXPERIEW '!NG A 
RISE IN TEEN AGE PREGNANCY . 

AS I SPOKE OF EARLIER, WE SEV ER.ELY LACK MUC H OF THE 
TECHNICAL EXPERTISE TO ADEQU ATE LY IDENTIFY, ANALYZE AND 
PLAN LONG-TERM SOLUTIONS TO THE l!\FR ,.\STRCCTURE PROBLEMS 
FACI NG US DURI NG THIS TIME OF EXPLODING TECHi\OLOGY. 
LIKEWISE, IN MANY WAYS, WE LACK DE \ IOCRATIC. POLITICA i, 
EXPERTISE TO AD EQUATELY !D l::'\JT IFY. ,\;\ .,\LYZE AND PLAN LONG­
TERM SOLUTIO!\ S TO FA ILCRES IN OC R GOVER N.VIENTAL 
INSTITUTIONS. CHAIRMAN. THI S Li.\CK OF EXPERTISE IN BOTH 
ARENAS IS NOT BECAUSE WE FAI L TO DESIR E TO LEARN; TO SERVE; 
OR TO WORK. MUCH OF THIS SHORTAG E IN EX PERTISE IS DUE TO 
INEQUITIES IN THE AVA ILAB ILITY OF POST-SECO\' DARY ED UCATION 
WHICH UNTIL VERY RECENTLY GREATLY PL1.\GUED OC R PEOPLE. 
VERY FEW OF OUR PRESENT LEADERS POSSESS MORE THAN HIGH 
SCHOOL EDLC.\TION AN D SOM E WERE \:OT EVEN BLESSED WITH 
THAT 

THIS SITUATION, I AM PROUD TO RIYORT. IS '-; QT Cl-L.\ NGING. LIKE 
PRESIDENT CLINTON, WE STROt\CL Y l3[LIEV E Tl-1.i\T ONLY THROUGH 
THE IMPROVEMENT IN THE EDLC:\TIOI\ Ol'PORTL.:NITIES OFFERED TO 
OUR PEOPLE CAN WE EVER AC HI EVE/\ TRUE DEMOCRATIC SOCIETY. 
AS MANY ENLIGHTENMENT 'WRITERS WA RNED DE\!IOCRACY CANNOT 
EXIST WITHOUT AN EDLC1.\TED POl>ULI ST. WE FIR \!ILY ACCEPT THIS 
PREM ISE. PRESE:\TL Y. \!l;.\"-:Y :\I ,\I NLi\'\ D 11\STITljTIONS EXTEND 
ASSISTA:-!CE TO OUR YO LTII \VI 10 ,\R[ su:1<1'.\C 1>0ST-SECONDARY 
EDLCATIOi\. OUR GOVER'.\\IL'\T \LSO Oi·lTRS ,\S .vICCH ASSISTA.NCE 
TO TH IS E:-10 ,·\S IS l'OSS IBLL:: Yl:T .. \ SI": U llI ER ,\REi\S. TH E NEED 
FAR OUT DISTX\CES OC R RESOCRCES. \VI: l' In Y THAT FEDERAL 

~ -



238 

PROG RA MS WILL CONTINUE TO BE AVA IL\13 LE SO THAT OUR 
FUTURE CAN BE ONE OF CONTE\U ED GROWTH WHI CH CULMINATES IN 
PU BLIC OFFICIALS WELL VER SE D IN DE:vtOCRA TIC INSTITUTIONS 
AI\11) MODER N TECHNOLOG ICi-\ L SOLLTIO\:S TO TH E VERY COl\tWLEX 
ISSUES CONFRO NTING LS. 

PLEASE UNDERSTAN D THAT \V HIU.: WE FACE GREAT CHALLENGES, 
WE CONTINUE TO STRI VE TO DELIV ER TO ALL OUR PEOPLE A 
STANDARD OF LIVING , WHICH LIKE YOUR OWN CONSTITUENTS, IS 
BAS IC TO DEVELOPED N.ATIONS. WE HAV E MADE GREAT STRIDES 
TOWARDS THIS GOAL. OU R II EALTH CENTER SERV ES OUR PEOPLE AT 
A HIGHER LEVEL THAN AN Y IN 'vlICRONESIA. OUR TELEPHONE 
SYSTEM IS CLRRENT WIT! I MODL: RN TECH'-iOLOGY. HOWEVER, WE 
CANNOT STOP HER E. WE STILL NEEi) YO UR ASS IST.ANCE BOTH 
MONETARILY AN D IN THE WAY OF EXPERTISE. WE APPRECIATE ALL 
WE HAVE PREVIOGSL Y RECEI VE D A\!D STRI VE TO BECOME A 
MEMBER OF THE AMERICAN POLITIC;\ L F:\MIL Y WHICH ALL 
AMERICANS CAN BE PROUD OF. 

ALONG THESE LINES. DURING MY TENU RE AS PRESIDENT OF THE 
SENATE, WE RECENTLY HAD OUR ETHICS CODE SIGNED INTO LAW. 
SHORTLY. OU R OPEN GOV ER NMENT ACT WILL LIK EWISE GO INTO THE 
BOOKS. WE AR E PRESENTLY CON DUCTING CO MPREHENSIVE REVIEWS 
OF THE REPORTS OF VAR IO US TAS K rnRCES AN D RESL'L TING 
LEGISLATION AFFECTING SEVERA L i\ l~EAS OF OUR ECONOMY AND 
SOCIETY. THIS REVIEW PROCESS IS TIME CO:\ St.::Vl!NG AND IN OUR 
OPINION MUST BE PAINSTAK ING. PART OF THAT PROCESS INCLUDES 
PUBLIC HEARI NGS WHICH ARE PRESENTLY SCHEDULED FOR 
LEGISLATION ADDRESSING ARE.L\S OF ALIEN L\BOR. IMMIGRATION, 
MINIMUM WAGE LEVELS, TAX REFORM. AN D REGLJL ATION OF 
INTRA- ISLAN D SHIPPI NG RATES. 

OF MAJOR CO NCERN TO ALL 01-' US IS THE RE l>O RTED LABOR ABUSES 
IN SOME ISLA ND INDUSTRIES. ,\ COOP LRXrI VE EFFORT IS 
UNDERWAY TO CORRECT THIS PROBLEM. THI S EFFORT INCLUDES 
INDUSTRY REPRESENTATIVES. THE PliBLIC A'\ D LABOR 
REPRESENTATIVES. PROG RE SS IS BEING MADE. HOWEVER, CERTAIN 
MEtvfBERS OF CONGRESS BELIEVE ENOCG f-1 TI :VIE HAS BEEN AFFORDED 
OUR ISLA NDS ; THAT A SOLUTION SHOU LD HAV E BEEN 
ACCOMPLISHED IF WE WERE SE R IOU SLY COM.vl!TTED TO SUCH 
REFORM. \!ANY l'-J OUR GOVrn'-<\lr:NT FEEL THIS PRESSURE AND ARE 
RUS HING TO 13LJILD ANY SC\FFOLD. :'--:0 \ IYITER HOW UNSOUND, TO 
KEEP THE SKY FRO M FALLii\ G. THIS IS NOT TIil: COU RSE TO FOLLOW. 

- 9-
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THE MAJOR THREAT REPEATED 13Y THESE CHICKEN LITTLES JS THAT 
IF WE FAIL TO ;\CT WITHI!\ THE TI\IE CONSTRAINTS PUT FORTH BY 
SOME OF THOSE IN WASI-IINGTO;'\. THXTTIIE COi\'GRESS W1LL DELETE 
OUR EXEMPTION UNDER HL\DNOTE 3(:'\; OF THE UNITED STATES 
CUSTOMS REGULATIONS . WHIU: .A.LL OF L'S AGREE THIS WOULD 
HAVE A DEVASTATING AFFECT ON OUR ABILITY TO ATI'RACT 
INDUSTRY AND THUS ON OUR ECONO'.\IIC GROWTH, WE DO NOT ALL 
AGREE THAT WE MUST ACT WITHOUT FlRST UNDERSTANDING WHAT 
TRULY NEEDS TO BE DONE TO RIGHT THE WRONGS IN OUR PRESENT 
SYSTEM. WE RECOGNIZE Tl-11\T OUR PRESE:\T ALIEN LABOR SYSTEM 
IS INA DEQUATE. LIK E REVAMPl\:G OUR l:\FR_-\STRUCTURE, 
REMEDYI NG THESE INADEQUAC IL~S IS i\ i>RIORITY AREA FOR BOTH 
THE LEGISLATURE ;\ ND THE EXECLTIV E BRX\CH BUT SUCH 
REMEDIES 'v!LJST BE PROPERLY DESIGNED AND IM PLEMENTEi) OR 
THEY WILL RESULT IN NO REAL Cl IAi\GES: NO RE.AL RELIEF FOR 
WORKERS, ALIEN OR LOCAL. 

AS YOU KNOW DEMOCRACY IS ,\iOT THE \!OST EFFICIENT FOR'vl OF 
GOVERNMENT. THIS IS ESPECI.A.LLY ILLUSTR ATED WHEN 
ADDRESSING ISSUES LIKE THE ABOV E. NOT ALL OF US ARE iN 
AGREEME:\T AS TO WH;\ TIS TIii: BEST COURSE OF ACTION. 
HOWEVER, WE FIR VIL Y BE LI EVE Tll ,\T PIECE \ 1EAL REACTIONARY 
LEG ISLATION IS A DINOSr\CR TO BE LEI-T 13Ellli\D. 

THE EIGHTH LEGISLATURE L:\Dl:RST,\\DS TH.A.T WE ARE AT A 
MAJOR CROSS-ROADS ll\ OUR ECO'\OM IC X\D POLITICAL 
DEVELOPMEi'iT. OCR CHO ICES ARE HARD GUT OUR GOALS ARE 
SIMPLE; WE :VIUST !?\SURE OUR RESIDE:\TS OF A STANDARD OF 
LIVING WHICH IS ON PAR WIT! I TIIXI OF OTHER AMERICANS AND 
WE MUST MAKE EVERY EFFORT TO l'\CRL\SE THE ECONOivITC LOT OF 
OUR PEOPLE BY LO WERli\C Tl I[ COST 01- u v 1:--;c WHICH IS 
PRESENTLY Oi\E OFTII E HIGIIEST I\' Tl IL \\ORLD. 

IN FINAL PASSING. :VIR. Cl-1 1\ IR \L\i\. FRO\! MY PERSPECTIVE, THE 
BOTTOMLINE IS THAT THE LE VEL OF THE MU LTI -LEVEL 
FEDERAL/NM ! FUNDS CONT.A I:\ ED IN THI S FUNDING AGREEMENT IS 
FAR LESS Tl-1.A.N .ANY RE,11,SON;\BLF ESTI\ IX IE OF THE REQU IRED 
AMOUNT FOR BASIC INFR r\STRl~CTuR E I\WROVE:vlENTS THAT THE 
NM! SHOULD HA VE I:\ Pl..,\ CE ,\\'I) OPI:R.\ I ING :--.:ow. AND NOT 
TOMORROW. AS \' EWCO\l[RS TU Tl IL .\\llYIC\\' POLITICAL 
FAMILY, I K\'OW Tl 1.-\T W[ Alff \'OT L\l'l:C 11:1) TO BE FLAWLESS; TO 
NOT MAKE \IIS"L\KES; OR T\I<.[ \IISSTU'S. \\D /\DM ITTEDLY, WE 

() -
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HA VE OCCASIONALLY ERR ED IN OUR STRIDES TO BECOME 
RESPONSIBLE AMERICANS. HOWEVER. AS A CONCERNED CHAMORRO 
HOLDING A U.S. PASSPORT AN D THE POSITION OF PRESIDENT OF THE 
NM! SENATE, LET ME ASSURE YOU THAT TH E FEELING IS MUTUAL 
THAT WE MAKE THIS CO!\Hv!ONWEALT!-1 A BETTER PLACE TO LIVE IN 
FOR ALL AND TO ASSIST OUR RESIDENTS IN BECOMING BETTER AND 
MORE RESPONSIBLE AMERICANS. 

I IMPLORE YOU TO JOIN US IN OUR EFFORTS TO ATTAIN THESE 
GOALS Al"-!D THANK YOU AGAIN FOR THIS OPPORTUNITY TO ADDRESS 
YOU TODAY. 

- l 1 -
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Al>l<"t./'1~N r OF THE SPECIAL r--RESENTAT IVES 

ON 

FUTURE UNITED STATES FINANCIAL ASSISTANCE 

FOR THE NORTHERN MARIANA ISLANDS 
IC1 &' 1, -1 qcq_ 

EXJiIBIT A 

WHEREAS, under the Covenant to Establish a COC1111onwea l th of the 
Northem Hariana Islands in Political Union with the United States of 
America (Covenant) the peoples of the Northern •lariana Islands and the 
United States of America desire to improve their mutually beneficial 
rel ati onshi p, and to develop the econanic resources referenced in 
Section 701 needed to meet the financial responsibilities of local 
self-goverrvnent in the Northern •lariana Islands; and 

WHEREAS, the guaranteed annual 1 evel s of direct grant assistance 
will expire at the end of fiscal year 1985; and 

WHEREAS, Section 704(d) of the Covenant provides that the Congress 
may appropriate different amounts at the end of the seven-year period 
of guaranteed annual direct grant assistance provided by Section 702 
of the Covenant; and 

WHEREAS, the Covenant provides for the appoinb:lent of special 
representatives of the two goverrrnents to consider and make recoor.1endations 
regarding future multi-year financial assistance to the Goverm1ent of the 
Northern Mariana Islands; and 

WHEREAS, President Ronald Reagan and Governor Pedro P. Tenorio 
appointed such special representatives who have considered such United 
States future financial assistance; 

NOW , THEREFORE, we, Richard T. Montoya, spec ial representat i ve for 
the President of the United States, and Pedro A. Tenorio, Benjar.iin T. 
Manglona, Gregorio C. Sablan, and Ignacio K. ~ichocho, special 
representatives of the Governor of the Northem Mariana Islands, agree 
as follows: 

PART I . POLICY STATEMENT 

The Goverm1ent of the United States and the Goverm1ent of the 
Northern Mariana Islands mutually agree that the people of the Northern 
Mariana Islands will be best served by promoting econanic development, 
lessening dependence on Federal financial assistance for government 
operations, . and reducing the size of government, including the 
executive and legislative branches. Priority shall be given to 
maximizing capital development through the use of public and private 
financing techniques. The Governnent of the lkiited States recognizes 
recent significant efforts and the future carmitment on the part of the 
Goverm1ent of the Northern Mariana Islands to achieve these objectives. 

This document affi nns the mutual carmi tment of the Goverm1ent of the 
United States and the Goverm1ent of the Northern Mariana Islands to 
these goa 1 s. 

PART II. FUNDING 

1. Full Faith and Credit. After approval of this Agreement by the 
Congress and the President of the United States, payments under this 
second multi-year financial assistance agreement shall be accon:led the 
full faith and credit of the United States, except that the full faith 
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and credit for the payment of goverrrnent operations funds shall be 
subject to the performance standards (paragraph 4 of this Part) and 
settlement of di sputes provisions (paragraph 2 of Part III) contained 
in this agreement. 

2. Schedule of Payments. The Government of the United States shall 
provide the Government of the Northern Mariana Islands $228 million over 
a seven-year period, beginning October 1, 1985, and ending September 30, 
1992, to be appropriated according to the following schedule: 

Fi seal Capita 1 
Year Development 

1986 $ 8,466,000 
1987 18,294,000 
1988 18,000,000 
1989 25,150,000 
1990 20,850,000 
1991 17,850,000 
1992 17,390,000 
Totals $126,000,000 

Goverrment 
Operations 

$ 17,760,000 
17,050,000 
16,360,000 
15,000,000 
13,000,000 
11,000,000 
10,330,000 

$100,500,000 

Special 
Programs 

$1,500,000 

$1,500,000 

Total 

S 27,726,000 
35,344,000 
34,360,000 
40,150,000 
33,850,000 
28,850,000 
27,720,000 

$228,000,000 

When appropriated, funds shall be granted annually by the Department 
of the Interior according to such regulations as are applicable to such 
grants . Al 1 previous funds granted under Sect i on 702 of the Covenant 
remain subject to the provisions and restrictions under which they were 
granted. 

3. Capital Development. 

a) The Goverrrnent of the lt>rthern Ha riana Is lands sha 11 
develop a seven-year strategic plan for capital improvement 
projects and econanic development activities. At a minimum, 
eighty percent of the annual capital development funds 
identified in the schedule of payments (paragraph 2 of this 
Part) shall be obligated and expended in accordance with 
such plan that shal 1 provide for essential infrastructure 
through capital improvement projects in the areas of power, 
water, sewers, roads, schools, ports and harbors, and public 
facilities. The balance, not to exceed a maxim1111 of twenty 
percent of such annual capital development funds, shall be 
obligated and expended in accordance with the provisions of 
such plan that sha 11 provide for econanic development 
activities. Such plan and r.,endments thereto shall be 
submitted in accordance with lt>rthern Mariana Islands law 
and mutually agreed upon by the Goverm,ent of the Northern 
Ha riana Is lands and the Secretary of the Interior, or his 
designee. The plan shall be project specific with sufficient 
detail to perfonn cost/benefit!Panalyses and develop financing 
strategies and alternatives. e Goverm,ent of the Northern 
Mariana Islands shall establ is a revolving fund, into -.tiich 
repayments of principal and interest fran revenue-producing 
projects shall be deposited for financing of additional 
revenue-producing capital development projects. Interest 
earned on capita 1 development funds before such funds are 
expended shall be treated as capital development funds; 
interest earned on moneys in the revolving fund shall becane 
part of the revel ving fund :J 
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b) Tr~ payment of federally appropria funds, backed by the 
full ,th and credit of the United States, may be applied or 
directed by the Goverrvnent of the Northern Mariana Islands 
(but such an application or direction by the Government of the 
Northern Mariana Islands shall not be a guarantee of payment 
by the United States, either directly or indrectly) for the 
repayment of debt instruments issued by the Government of 
the Northern Mariana Islands for capital development funds. 

c) The islands of Rota and Tinian shall each receive no less 
than a l /8 share and the i s1 and of Sai pan sha11 receive no 
less than a 2/8 share of annualized capital improvement 
project funds which shall be no less than 80% of the 
capital development funds identified in the Schedule of 
Payr,ents in paragraph 2 of this Part. 

4. Government Operations. The full faith and credit of the United States 
for the payment of gover11nent operations funds. shall be subject to 
fu1fi11ment of the following performance standards during the entire 
seven-year period: 

a) The Gover11nent of the United States shall provide $100.5 
mill ion in operations funds over the seven-year period in 
the annual amounts set forth in the schedule of payments. 
These annual funds shall be provided according to a 
separate payment schedu1 e deve1 oped by the Gover11nent of 
the Northern Mariana Islands consistent with Federal 
regulations. 

b) The Government of the United States, through its designee, 
subject to the avai1abi1ity of funds, and at the request of 
and in cooperation with the Government of the Northern Mariana 
Islands, shall provide technical assistance, including but not 
limited to the following purposes: (i) the development and 
operation of a financial management system, (ii) the 
development of a plan for the transfer to the private sector 
by the Government of the Northern Mariana Islands of those 
functions that can be privately owned and operated, (iii) the 
pror.iotion of government efficiency, (iv) the improvement of 
Northern Mariana Islands business development capabi1 ity, 
{v) the pra:iotion of business development and marketing by 
the Gover11nent of the Northern Mariana Islands, and 
(vi) assistance in bonding and financing techniques to be 
used in capital development. 

c) Representatives of both goverrvnents shall meet at least 
biennially to evaluate and discuss progress and 
achievements made under this agreanent. 

d) The Government of the Northern Hariana Islands shall 
demonstrate a decreasing reliance on Federal Covenant 
financial assistance for gover11nent operations by reducing 
such assistance by an average of $1 mill ion a year during 
the seven-year period of this agreement, and by reducing 
the overal 1 size of government. Capital development funds 
shall not be spent for goverrvnent operations purposes. 

e) The Government of the Northern Mariana Islands shall 
ensure continuation of an independent public agency that 
sets rates and fees for public ut11 ities as described in 
Northern Mariana Islands Public Law 4-47. These services 
shall be fully funded, including both current expenses and 
1 ong-tenn debt, without government subsidy through such user 
rates and fees by the end of the third year after this 
aQreement is effective. 
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f) "''>e Goverrment of the Norther,. Mariana Islands shall 
ensu the continued adrnini stration of capital develo1J11ent 
funds by an autonomous public agency of the Northern Mariana 
Islands, as described in Northern Mariana Islands Publ 1c Law 
4-49. Such administration shal 1 include the coordination 
and approval of all public financing of capital improveiient 
projects and economic development activities. 

g) The Government of the Northern Mariana Islands shall 
obligate and expend those capital development funds to be 
devoted to capital improvement projects only according to 
definitions now contained in Northern Mariana Islands 
Public Law 4-46. 

h) The Goverrvnent of the Northern Mariana Islands, within 
three months after this agreenent becomes effective, shall 
initiate a study and an ir.iplementation plan that shall 
ensure an actuarially sound, locally funded pension systen 
for the Goverrment of the Northern Mariana Islands by the 
end of the seven years after this agreenent becomes 
effective. Alternative strategies to bring the pension 
systen into actuarial balance and alternative time periods 
necessary to accanpl ish this objective shall al so be 
analyzed. The plan shall be fully implenented within the 
seven years referred to above unless otherwise mutually 
agreed by representatives of the Government of the United 
States and the Goverment of the Northern Mariana Islands 
based on long-term financial considerations and sound 
goverm1ental managenent. 

i) The Goverrment of the Northern Mariana Islands shall, 
with in one year after this agreenent becor.ies effective, 
develop a comprehensive plan for the transfer to the 
private sector of selected functions currently operated 
by the Goverrment of the Northern Mariana Islands, and 
thereafter to the extent feasible, shall implement such 
transfers to the private sector. 

5. Special Programs. The Goverrment of the United States shall provide a 
one-time payment of $1 mill ion for the Commonwealth Health Center 
operational start-up costs, and $500,000 for special technical assistance 
for developing a plan to fully fund the Goverrment of the Northern Mariana 
Islands pension system. Should a portion of these pension study funds 
remain unexpended, the balance may be used for such technical assistance as 
the Government of the Northern Mariana Islands may determine. 

PART II I. CONGRESSIONAL OVERSIGHT ANO REPORTING 

l. Reporting. In addition to other reports and audits required by the 
Goverrment of the United States, the Governnent of the Northern 11ariana 
Islands shall furnish to the Congress of the United States, as part of 
its annual budget justification, a report on the use of the funds made 
available under the schedule of payments contained in thfs agreanent. 
Such annual reports shall outline the achievements to date under 
the categories of funding (including the status of efforts to provide 
for capital development through the use of revenue and general 
obligation bonds, l ik.e instruments of public l!ebt, and other financing 
techniques) and the progress of efforts to transfer selected functions 
to the private sector. 

2. Settlement of Disputes. Should the Governnent of the United States 
believe that understandings or the performance standards of this 
agreement are not being met, it shall notify the Govermtent of the 
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Northern l'lariana Islands in writing, with the intent to resolve such 
issue in a mutually agreeable and expeditious manner. Should the 
issue not be resolved within thirty days after such notification is 
received, the Secretary of the Interior 11ay propose deferral of 
Goverm,ent of the Northern Mariana Islands operations funds pursuant 
to the Congressional Budget and Impoundment Control Act of 1974, 
(United States Public Law 93-344, 2 U.S.C. 681, .!.L!.!s.,). 

PART IV. AMEN01ENT Of THIS AGREEMENT 

This agreement may be amended frcm time-to-time as mutually determined 
by the Secretary of the Interior, or his designee, and the Gover1111ent of 
the Northern Mariana Islands, provided that the full faith and credit 
authorization and appropriation of the capital development funds, and the 
minimum shares guaranteed for Rota, Tinian and Saipan as provided in 
Part II, paragraph 3(c), shall not be subject to such amencinent. 

PART V. REC01MENOED STATUTORY AMEN01ENTS 

In order to give effect to this agreement, the parties recarrnend that 
the Covenant (Public Law 94-241, 97 Stat. 1461) be amended as follows: 

Be it Resolved b~ the Senate and House of Representatives of the 
United States of kienca in Congress assembled, That Section 2 of Public 
Law 94-241 (97 Stat. 1461) is mnended as follows --

In Section 703, Subsection (a), after the words "Section 702" add the 
words "and Section 705". 

In Section 704, Subsections (a), (b) and (d), after the words "Section 
702" add the words "and Section 705". 

In Section 704, delete Subsection (c), and redesignate Subsection (d) 
as Subsection (c). 

After Section 704 add a new Section 705, as follows: 

"Section 705. Enactment of this section by the 
United States Congress and approval by the President 
shall constitute a ccmmitment and pledge of the full 
faith and credit of the United States for the payment, 
as well as an authorization for the appropriation, of 
$228 mill ion at guaranteed annual mnounts of direct 
grant assistance to the Goverm,ent of the Northern 
Mariana Islands for an additional period of seven 
fiscal years after the expiration of the initial 
seven-year period specified in Section 702, which 
assistance shall be provided according to the 
Agreement of the Special Representatives on Future 
United States Financial Assistance for the Northern 
Mariana Islands, executed July 10, 1985, between 
the special representative of the President of the 
United States and the special representatives of 
the Governor of the Northern Mariana Islands. The 
islands of Rota and Tinian shall each receive no 
less than a 1/B share and the island of Saipan shall 
receive no less than a 2/8 share of annualized capital 
improvement project funds, which shall be no less than 
BOS of the capital development funds identified in the 
Schedule of Payments in paragraph 2 of Part 11 of the 
Agreement of the Special Representatives.• 
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In Section 1003, Subsection (b), delete "Article VII" and insert in 
lieu thereof "Section 701-704"; redesignate Subsection (c) as Subsection 
(d); and add a new Subsection (c) as follows: 

(c) Section 705 will becooe effective on 0€tober l, 1985. 

Signed at Saipan, Northern Mariana Islands on the tenth day of 
July, 1985. 

FOR THE UNITED STATES OF A11ERICA: 

0~n,~~ 
Richard T. Montoya 
Special Representative of the President of 

the United States 

FOR THE NORTHERN MARIANA ISLANDS: 

Pedro A. Tenorio 
Special Representative 

of the Governor of the 
Northern Mariana Islands 

) - \"\.l\ \ 1. \\,-___ 
1Gregor19 C. Sablan 

especial 1Representative 
of the Governor of the 
Northern Mariana Islands 
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United States Department of the Interior 

OFFICE OF THE SECRETARY 
\\'ashington, DC. 20240 

January 19, 1993 

The Honorable Thomas s. Foley 
Speaker 
U.S. House of Representatives 
Washington, D.C. 20215 

Dear Mr. Speaker: 

Enclosed are the Agreement 2.t: the ~ Representatives on 
.EYtYn felle.ra..l Financial Assistance .f2.I: the Northern Ha.rllM 
~. and a draft bill "To authorize financial assistance for 
the Northern Mariana Islands, and for other purposes." 

We recommend that the bill be referred to the appropriate 
committee for consideration, and that it be enacted. 

section 102 of the covenant to Establish a Commonwealth 2.t: the 
Northern H.a.r.ia.na. Islands in Political !lni2n :!!i.th the ~ 
~ Q.J: Ameti£a_, approved by the Congress in Public Law 94-241, 
provides that the President and Governor of the Northern Mariana 
Islands shall appoint special representatives to consider and 
make recommendations regarding future multi-year financial 
assistance to the Northern Mariana Islands. President George 
Bush and Governor Lorenzo I. De Leon Guerrero, respectively, 
appointed special representatives. On December 17, 1992, the 
special representatives completed the signing of the Agreement 2.t: 
the fil2ec.ial Representatives on ~ ~ Financial 
Assistance tor the Northern Mlll:iana~ (hereinafter referred 
to as "agreement"). 

Subject to approval by the Congress, the agreement provides the 
framework for Federal financial assistance for the Northern 
Mariana Islands for a third seven-year period, fiscal years 1994 
through 2000. The United States' full faith and credit guarantee 
would continue to be applicable to the negotiated $120 million in 
Federal funding for the Northern Mariana Islands. This third 
agreement differs from the previous two agreements in two 
significant respects -- the funding would be devoted exclusively 
to capital infrastructure development, and over the period of the 
agreement there will be a 50/50 match between Federal and local 
funds. 

Fueled by rapid economic growth, the Government of the Northern 
Mariana Islands has experienced striking increases in local 
revenue over the past decade. Federal funding of government 
operations, therefore, is not required. This rapid economic 
growth, however, has severely taxed the physical infrastructure 
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of the Commonwealth. Thus, Federal assistance, in declining 
amounts over the seven-year period of the agreement, is required 
to fund capital infrastructure construction. 

The effect of this draft bill on the' deficit is: 

Outlays 

1994 

-6 

Fiscal Years 
(in millions of dollars) 

1995 

-7 

1996 

-8 

1997 

-10 

1998 

-12 

1994-1998 

-43 

The omnibus Budget Reconciliation Act (OBRA) requires that all 
revenue and direct spending legislation meet a pay-as-you-go 
requirement. That is, no such bill should result in an increase 
in the deficit; and if it does, it will trigger a sequester if it 
is not fully offset. This draft bill would decrease direct 
spending. considered alone, it meets the pay-as-you-go 
requirement of OBRA. 

Enactment of the draft legislation is essential for fulfillment 
of the agreement and meeting the infrastructure needs of the 
Commonwealth. We urge early action by the new Congress. 

The Office of Management and Budget has advised that there is no 
objection to the submission of this draft bill from the stand 
point of the Administration's program. 

Sincerely, 

Stella Guerra 
Assistant secretary 
Territorial and International Affairs 
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A .!l l LI., 

To authorize financial assistance for the Northern Mariana 
Islands, and for other purposes. 

k il ~ fil'. ~ ~ aru1 ~ Q! Representatives£{~ 
~~£{~in congress assembled. That the Act of 
March 24, 1976 (Public Law 94-241; 90 Stat. 263), as amended , is 
amended by adding the following new section at the end thereof: 

"Sec. 6. Pursuant to section 701 of the foregoing Covenant, 
enactment of this section shall constitute a commitment and 
pledge of the full faith and credit of the United States for the 
payment of $120 million of guaranteed amounts of direct grant 
assistance to the Government of the Northern Mariana Islands for 
capital infrastructure construction for the seven fiscal years 
1994 through 2000, which assistance shall be provided according 
to the Agreement of the Special Representatives on Future Federal 
Financial Assistance of the Northern Mariana Islands, executed on 
December 17, 1992 between the special representative of the 
President of the United States and the special representatives of 
the Governor of the Northern Mariana Islands. • 
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PRoPo $f'D 
A~ OP TD SPSCJ:AL UPUSIDl'l'A'1'?V1ES 

ON 

l'OJl '1'D HOJl'1'KDlf IIAllL\HA I SLUl>S 

I q9 '--l - )_ooO 

WHEREAS, under the Covenant to Establish a Commonwealth of the 
Northern Mariana Islands in Political Union with the United States 
of America (Covenant), the Government of the United States (Federal 
Government) and the Government of the Commonwealth of the Northern 
Mariana Islands (Commonwealth Government) desire to further their 
mutually beneficial relationship through the development of the 
economic resources of the Commonwealth, which, over the next seven 
years, are expected to meet the financial needs of local 
self-government; and 

WHEREAS, the current guaranteed annual levels of direct grant 
assistance expire at the end of fiscal year 1992; and 

WHEREAS, the Covenant provides for the appointment of special 
representatives to consider and make recomnendations regarding 
future Federal financial assistance to the Collll\onwealth Government; 
and 

WHEREAS, President George Bush and Governor Lorenzo I . De Leon 
Guerrero appointed such special representatives who have considered 
such future Federal financial assistance; 

NOW, THEREFORE, we, Stella Guerra, Special Representative of 
the President of the United States, and Benjamin T. Manglona, Pedro 
R. Deleon Guerrero, Joseph S. Ines, Eloy S. Inos, David M. Sablan, 
and Mike w. Naholowaa, Special Representatives of the Governor of 
the Commonwealth of the Northern Mariana Islands, agree as follows: 

PART I. POLICY STATEMENT 

The Special Representatives mutually agree that economic 
growth in the Commonwealth of the Northern Mariana Islands has 
progressed so that the ColffllOnwealth Government is now capable of 
fully financing its government operations, and will phase in local 
financing for all capital development projects according to the 
schedule in this agreement, with the goal of self-reliance by the 
end of the period of this agreement. 
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PART II. FUNDING 

A. Guaranteed Funding Schedule. Subject to the minimum matching 
contributions by the Commonwealth Government, the Federal 
Government pledges the full faith and credit of the United States 
to the appropriation of $120 million in capital development funding 
in accordance with the following schedule: 

Commonwealth 
Fiscal Federal Commonwealth Matching Capital 
Year Contribution Contribution t Ratio Development Fund 
1994 22,000,000 9,000,000 71/29 31,000,000 
1995 21,000,000 14,000,000 60/40 35,000,000 
1996 20,000,000 16,000,000 56/44 36,000,000 
1997 18,000,000 18,000,000 50/50 36,000,000 
1998 16,000,000 20,000,000 44/56 36,000,000 
1999 14,000,000 21,000,000 40/60 35,000,000 
2000 9,QOQ,QQQ 2,1,0QO,OQQ l.U.1.1 Jl,000,000 

TOTAL 120,000,000 120,000,000 50/50 240,000,000 

The Special Representatives agree that the final appropriated 
amount for fiscal year 1993 will be granted in accordance with the 
terms described in Parts II and III of this agreement, except that 
the matching contributions by the Commonwealth Government will be 
25 percent of the Federal contribution. 

The Special Representatives agree that the interest earnings on 
funds contributed under the Second Financing Agreement may be 
applied to the total of the Commonwealth Government matching 
requirements for fiscal years 1993 through 1995. These earnings 
will be made available when the terms of the grant pledge 
agreements entered into under the Second Financing Agreement are 
met. 

Any non-Federal funds appropriated by the Legislature in the 
internal Commonwealth budget process constitutes local revenue for 
the purpose of complying with the Commonwealth Government 
contribution requirements for specific projects delineated in Part 
II B of this Agreement. 

B. Capital Development. The Commonwealth Government shall develop 
and maintain an integrated list of priorities for new and 
reconstructed capital infrastructure to serve the residents of the 
Comnonwealth. Each listed project shall have a cost estimate with 
identified sources of financing. Projects may be phased over two 
or more years. Such list may be revised as deemed appropriate by 
the Commonwealth Government. Copies of the list and any revision 
shall be submitted to the Assistant Secretary of the Interior for 
Territorial and International Affairs. 
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Projects shall be funded in accordance with an annual grant 
that specifies the required Federal Government and Commonwealth 
Government contributions for the projects. 

The is"ands of Rota and Tinian shall each receive no less than 
a 1/Sth share and the island of Saipan shall receive no less than 
a 2/Sth share of the total Commonwealth Capital Development Fund. 

C. ·nebt Financing . The Federal contribution provided in accordance 
with this agreement may be applied or directed by the Commonwealth 
Government for the repayment of debt instruments issued by the 
Commonwealth Government for purposes of capital development, 
subject to the approval of the Assistant Secretary of the Interior 
for Territorial and International Affairs. 

PART III . ADMINISTRATIVE PROVISIONS 

A. Reporting and Accountability. The Federal financial assistance 
provided under this agreement shall be subject to applicable 
Federal grant regulations ( the Common Rule: 43 CFR 12a, 0MB 
Circular A-102, and 0MB Circular A-128). 

Prior to the contribution of funds under this agreement, the 
Federal Government and the Coll'll!\Onwealth Government shall enter into 
a Subsidiary Agreement on Audit Resolution describing the 
procedures for resolution and follow-up of all audit 
recommendations related to financial assistance provided pursuant 
to Section 702 of the Covenant. 

B. Performance Review. Prior to the beginning of the third and 
fifth years of this agreement, representatives of the Commonwealth 
Government and the Federal Government shall meet to review progress 
in carrying out this agreement. 

c . Prerogative. This agreement may be amended by mutual 
agreement in writing, or may be voided by either party prior to 
ratification by the Congress. In recognition of mutual compromise 
in exhaustive di• cus• ions leading to this agreement, and the 
Governor of the Co111110nwealth shall col!ll1Wlicate his endorsement of 
this agreement to the Congress concurrently with the 
Administration's formal transmission and endorsement . 

_____ L ef . dfiL . J ~ 
7' Sji.neda~A!!' ~ ~n. the .L2..:_ day of 

1-w« -~ i992. 
/ 
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FOR THE UNITED STATES OF AMERICA : 

~~-ella Guerra ~-• 
Special Representative of the President 

I 

w. Naholowaa 
ec Representative of the 

Governor of the Commonwealth 
of the Northern Mariana Islands 
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<ommonwraltb of tbr Jlortbtrn .fflariana Jslanbl 
$fCitt o( tl)r 8ollrrnor 
Copiiol Hill, Soi{'III MP/lJSA 96950 

U,8, 

Thi: Honcnble Stella Gucm. 
Auistlnt Scct1:11ry 

3 DEC 1002 Phone: (670) J2l,509l/U) 
TcJcr;i,: (670) l22•5096M 

Temtorial and lntanalional Affairl 
U.S. Depanmc.nt of tbe lnierior 
18111 & C Street, N.W. 
Wuhlncton, DC 20Z40 

Dear M1. Quern: 

Re: MemonndurilofUnden11ndtn1. Raviewofl..abor, Allen 1111d Tu b1ues 

I have aipcd die MOU telcfwd to us with your le11er of November 25, 1992. If 
yuu would bc 10 p,d 1110 ,end me a cap:y of this MOU wilh )'Ollr orisizial 
lignarwc, I bclicvc we ca11 complelo Ille formal 11cp1 to exccutiol\. . . 

By this memorandum, OTIA and Ille Commonwalth tab I positl-.e IICp u,Wirlt. 
analyw or the OIMI cconomr. This economy tw pr,Jduced unpm:edenllOd 
pn:,aperit:y fa- the: Nm1hcni Marianas. It hu allowod us 10 oi<port mcre lban we 
Impart and 10 malmain a mcnblc bew1c;c ulll'IKlc with Japan. It bu relirled 
Amcrlr.an 11xi-ycn oC the bwdell 10 support opmtic:c·s al our local IC)YCrllltlCIIL It 
bu allowe:I a dnlnalic in=aJC in imcmaUJ p,cn- reYenuu, We ba..: bcco able 
10 ahrlnlc the Ii• of 1ocal .,..,anmcnt !dative ID the privallt se,;IDr, Thuo 
accomplilhlDell would be d>e tnV)' of oLhcr Island .,,. .... IDd, fa- that 111111C1', the 
MaiJlland U.S. -.ur, 
Our robust economy hu also allowed us to provide jobt, housln&, educadon, 111d 
medical aucnllon 10 our Micronesian aeiahbon. The combined rat1F or bu--. 
in tho c.ommonwealth, In 1990, n:paned Ille highest ever total poss revenues. Bank 
dc:posi11 in 1990 WCR almoll four 1lmu the amount ofl0111s ;rllllCd and IClldln1 
activity durlnl this same period lncrwcd by 14 per,;en1. l!conomlcllly, the CNMI 
hu bcco a star In the insular area con11ellation. 

Yet, there have been <XmCCnu and speculations about clements cJ. our 1uccessful 
ecooomy. MOJl of these speculatlcns come fmm outside the Commonwealth. Bui 
we, 100, ~ dcalred a more dellllcd costlbcnent analysis on the etl'cct otnon-U.S. 
citi.cns on our IOael)' and IOYCnUllel1t servlc:es. 11•, an unchalleapblc flCI that we 
cann01 drive a modem economy without resorting 10 foreisn labor. Ilecauso of our 
small indlpous populadon, we simply lack the necessary local labor me. IC 
fon:ed to rel)' on oor own population 10 supply labor needs, hopea for oconomic self• 
sufficiency vanish. We would be pennanent welfare wards of the U.S. taxpayer. 
Since a roman labor r011:e will be • fact ofllfe for us, we need 10 more fully 
undcntand its impact. 

This unprect.dented pannenhip e!Tort will launch a joint ft.dcnl-CNMJ examination 
o( key ~k:mcncs of our economy: wage&, alien impact, taxes. This historic: agreement 
with the Ocpartmcnl of the Interior demonsira1es the CNMl's commiiment 10 work In 
full coapenlion with 1hc Federal Government . By this MOU, we show tha1 we arc 
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open 10 fcdenil scrutiny, commincd 10 work with Woshi11111on IO &Cl IO the bottom of 
labor and financial concerns, and open minded for rcfonn. 

Thank you •o much for )'Our coopenlion. Bes1 rc,ards and the very best to you this 
holiday season. 

Si~~ly, 

",;,,u.«<-< • ~ 
L DE UiON GUERRERO 

or 

Enclosure 

a:: CNMI Lr. Oovcm« 
CNMI Realdent Rcpuentatrie to the United Stau:s 
CNMI Senate l'n:.sidcnt 
CNMI Hnu... !lpeam 
OIMI Dinct«ofl'laance 
CNMIDincuol~ and Labor 
CNMI Alll:lmey Clmcal 
O'I1A. CNM1 Fidd Rcpucnwive 



256 

KISAWCMUVK 01" mmasrAMDIHG 

Bl'l'WEEH 

OfflCII: or '1'DIUTOR.IAL Ml) I.ll'n:IU(MIOKAL A!TAlltS 

DU.ummrf 0!' 1'D XJl'l'BBIOR 

ARD 

COVllRIIIIDU'I 01' lfDD ~ 01' TD Ill~ UlUMA ISLIHDS 

roa 

.D9DII o, :t,UOJl ARI> AUD I8lmS 

AND 

UVIBW-OP'fAX ISSIJa 
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The Oft:icc 4f 'l't!!rrttorial .inc.I Internati6nal Affairs (U'l'I>.) and 
th• Governaent of th• co11111onve&lth oti the No:ctbarn Mariana 
Isl.ands . (CHKI) aqra• to conduct a r•v~ev of labor IU\d .ilien 
iGsueo. and• reviav of t&X i~suc~ am th:ey af(cct the C!IKI Wld 

the EedoraJ, governaent. l 
UVIEV OF LUO& AND ALZl!K ISSOZS 

luio luor WomaUon tor tile aoa: nNded. in order to 
properly analyse n;• and alien awaa. ~ partiu, tllerefore, 
a;na to a tJu-••-•tap rwin u f0Um1 

( 1) aa•ic data will be ~llec:tecl I on cn&nent wag-.. 
Ul4 NUtiU in all aaa ~iu, 

(2) .. fta data vill be uail@le to auat the procau 
Of •ettint ainimm ftp n.~ ~ the CDX, &Dd 

(3) '1'bc data vill be UOG- in tile tpNpUaUon of a 
coat/~tit ualys:1.8 ot t:m effect of 
aon-vni~ atat• ciit1HD8 Oil r ecoDcaf of 
tbe c,na. 

DVDNOP~USOU 

!Mro baa Men •= ~Uon abal.lt the acbal effect of th• 
c::ma: 11J81:a of ~ tuaticm, lien, it I attecta tupayen in 
ftrioua 1DCCIM l:lracuta ad bov m= tnezm• it ~ 1A 
cmpuiaon to 1:be appU.catioa of tu ~ ...,..,. Coda 
(IRC). ft• partiu aqne to a th~ata9• revicv u tollonz 

1) OlteuTirlf al.l cont14enti&lit:y I ~t.a of 
local and. P-4eral law and. re;ulation1 va vlll aaJc the 
Internal Ravenua sorric• to reviev(a :tepre•enta.tivo 
•up1e of CHM? t11¥ ret..ans in a way •iailau: to the 
Intunal Revenue service (IRS) Taxpayer compliance 
Meaaurem.nt Program. 'l'hase data vil.l enable us to 
determine hov veJ.1 talcPQY•rs arc •aetinq the 
requiruaent11 of CNKI and Fecleral lav~ Ther vill. a.lao 
p:rovid• the rav data for the ncart stage ot the revieow. 

2) A ravi•v will b• pcrtonad m~c:uring recaipt.~ 
under th• CNMI •Ylitem of incom• t&Xation (W&CJG and 
salary tu, qross receipts tax, and 11in:0r IRS tax 
with rebate) and measuring what receipts wow.d ba 
unde~ a pure lllirror l:RC tax alone, · without rebate. 

l 
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3} A review will be made of the entire emu tax 
!.t~ctw:e, comparing it to other jurisdicti ons and to 
1.nnI re\'enue needs. , . 

To the oxt:ent that th~ enwaerated work i• acoomplished wider a 
separate contract by the CNKI and available for use in this 
review ~t taxation, it need not b~ duplToated . 

COOPERM'ION 
' 

For t:b• c:iollection of data for the•• revi~vs, th• assistance and 
full aoopen.tion of th• QIMI c.ov.rriunt officiala vill be 
uaantial. : 

I 
Tb• .O~fice of Territorial and rntenati~ Affair• will provide 
fundift'I for tb• NTiw of labor ud alien issuu U)d review of 
tax i•nu vbe11 the atata•enta of vork are ooaplated. · 'l'he 
<:01111onvaalth ~ uy aiapent th.u i tunding sboul4 it need 
additional,. related intonation. , , · 

Tho aaopa ot vorJc tor au piiuu of the -~view• a.ball lla ~ cintly 
avretd betvMn t:he CRKI and OTIA. Alli cmatnc:ta tar needed 
consul~inq sorvices abal.l be ava~e4 by~• C'llKI p,anuant to tb• 
p~t roguJ.ationa of tb• Ollll. : 11.Dal .. lection of 
aontraotan uall be •d• 11y the aaa in ~llltation vi th OTIA. 

CCllllpl•"on ot tile revL•- cont...,lated bf. this KOt1 ab41.l not be 
a condition precedent to Dpprov&l. of th• Covenant section 702 
a;rawnt. · 

liptld thia ______ _ , 1H2, 

~ <-- :-=;; ;;nfiy ,<:. . 
.,...s:;...-',;;:;f,:;._,;6-~~I.e:::0::;.n....;;;Qµ;;::;;;•;;tt;..•_r_o__ Stella ·Guerra 

ovemor J.asictant Scoretary 
C:ommoaval.th ot the TorrH:orial &nd 

Northam KUiana tslands Tnternational At'Cain 
Dcpiirblent: ot th.- :rntcr.lcr 

2 
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United States Department of the Interior 

omCE OF THE SECRETARY 
Washington, D.C. 20240 

November 25, 1992 

The Honorable Lorenzo r. De Leon Guerrero 
Governor 
Co11111onweal'th of the Northern Mariana Ialands 
Saipan, Northern Mariana Island• 96950 

Dear Governor Guerrero: 

I appreciated receiving your auggeated change• to the Memorandum 
of Underatanding (MOU) I aent on October 20, 1992. 

Most of your euggestiona are acceptable. I have three 
laOdificatione, however. Firat, in paragraph one you deleted the 
last line, which read •and relation• between the CNMI and the 
Federal governaent.• on re-reading the •aterial in queation, I 
eurai• e that you may have interpreted this language a• involving 
po• eible change• in the Covenant. Thie va• not the purpose of 
the language in que• tion. A• I _etated in the .July 30 hearing, 
I believe that any policy changes d ... ed desirable can be 
accompliehed without changing the Covenant. In the aame 
• tat-ent, however, I eaid that (in addition to Co11111onwealth 
issue•) Federal i.s• ues :aay be involved. Tbus, the Federal 
gove:rnaent ehould be •entioned. The reference to •relations , " 
which •ight be mi• construed, i • removed. 

A second •edification appears before the enumeration in the tax 
section. It i • ••rely the stylistic addition of •The parties 
agree to a three-et age review aa follows:• 

The third JIOdification is a deletion in the last paragraph under 
•cooperation• of the words •or aupport. • While :: i ntend t o 
fully support the draft Covenant section 702 agreement, the 
agre-ent specifically allows withdrawal of that support if 
untoward activity occurs. Tbus, removal of the words •or 
support• puts the MOU in hariony with the covenant section 702 
agreement without co• pr0111i• ing aupport for that agreement . 

In the interest of time and believing that these modifications 
are minor, I have signed and enclosed a copy of the new 
M-• orandum of Und.,retanding. With your • ignature, we can 
initiate the process in a timely manner. 

Enclosure 

Stella Guerra 
Assistant Secretary 
Territorial and International Affairs 
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~.: 
United States Department of the Interior =.~ _ ,. 

OffiCEOFTiiESECRE"L-\RY 
W"'1,mp._ O.C. :!02<0 

October 20, 1992 

The Honorable Loren.:o o. L. Guerrero 
Governor 
commonwealth of the Northern Mariana Islands 
Saipan, Northern Mariana Islands 96950 

Dear Governor Guerrero: 

covenant section 702 discussions, last wi.nter, included the 
subject of a cost/benefit analysis of the presence of non-United 
States citizens in the Co:mmonwealth of the Northern Mariana 
Islands (CNMI). This past summer, you and I discussed issues of 
conce:rn to the CNMI that vere being raised in the Congress: 
alien labor, 111inimum vage, tu:as, and Federal funding. You may 
recall that :r co111111i tted the Departinent of the :Interior to a 
reviev of NMI labor and alien issues and a review of NMI tu: 
issues. In the last Covenant section 702 discussions, I 
reminded Lieutenant Governor Manglona of the c0111111itmant. 
Follov-throuqh on th• CQJllllitment :may have illlPQrt.ant conseqpencu 
for next yur•s congressional deliberations on funding the n.ew 
702 agreement. 

Because the fate of the 702 agree:ment :may hang in the ))&lance, 
and because long lead tae is necessary for gathering 
infor:mation, :r believe it critical that we c:0111111ence work soon. 
In order to avoid delay, :r suggest that the following actions 
might expedite the process: 

(1) signing of the _enclosed :me:morandlllll of 
understanding which outlines th• general 
principles for the review of labor and alien 
issues and the review of tax issues, and 

(2) meeting in November (with principal staff 
responsible tor labor, alillII and tall: issues) to 
ti.nlll.iz• details for the revi- ot labor and 
a1ien issues and the revi- _of tax issues. 

Delay in our showing a c0111111it:J11ent to action, could elicit change 
that may be vi-ad by persons in the CNlll as contrary to the 
Collllllonvealth's best interests. 

:rn order to obtain basic data regarding eaployaant c1nd wages in 
the CNMI, a full review at current vagu and benefits in all 
CllMl induatriu 11111St be performed. 1Jnder current law, the 
united St&tea Departaent of Labor performs such a review 
biannially in American Sa:moa in preparation tor the meating of 
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an industry committee to set m.inimU111 vage rates for Allerican 
Samoa . In the past, silllila:r law and procadures applied to the 
Collllllonweal th of Puerto Rico. A copy of the Uni tad States 
Department of Labor report ~various Industries in American 
SaJ11oa" is enclosed tor your :information along with the 
questionnaire used to elicit information from fil"lllS for the 
report. I aJll not at this tuie proposing application to the CNM:r 
of the federally mandated procedure for setting th• minimum. 
wage. However, I believe the preparation of a report sailar 
to the enclosed will provide essential information for the 
Collllllonwealth and Federal governments. 

We expect to have assistance fr011 th• Department of Labor and 
will nead the full cooperation and assistance of the CNMI 
government in collecting the necessary data for th• report. 

A second step in the review of labor and alien issues will be 
the preparation of a cost/benefit analysis of the affect of 
aliens (including laborers, tourists, and Micron• -ians) on the 
econ011y of the cma. I have reviewed the technical assistance 
funding request enclosed with your letter of July 23, 1992: a 
proposal to perform a cost/benefit study on the ilapact of non­
United states citizans on the econOJIY of the COlllllOnvealth of the 
Northern Mariana Islands. The proposal would addr•-s the 
issues, but is consideruily broader than the study - have 
discussed. Its estilllated cost is well in excess of th• amount 
we believe is adequate for addressing House c~ttee issues. 

I enclose a copy of an al.ternative draft statement of work for 
the costjbenefit study. The studY would use base data obtained 
in the review of wages described al,ove. It would not include 
detailed economic plBDaj.nq and projections. leqal analysis or 
draft legislation. If you feel t!lat it would be useful also to 
prepare a development plan and draft legislation and regulations 
based on the study, you may want to prepare, additional 
provisions for the scope of work to be fWlded by your 
government. Any contract paid in whole or in part out of OTll 
technical assistance funding llUSt be let under c011P9titive 
biddinq procedures. 

At the - • ting I propose, we can discuss technical assistance 
for trai.ninq QIKI .umdqration and lallor p• r90Mel, and its 
tilainq in relation to th• review of labor and alien issues. 

RlCVIEW or T.IX ISSUES 

The second is•ue that will require extansive review is taxation. 
The«. is much interest in the Congr .. s as vell as the 
Adllinbtrat{an 3n Eie •-.iH to wbicb fb• S-OM9A•-e naa ~ 
the ~al expn,a,sed in C09uent sectfon 201 •to elo~ e 
econ c ..,--ow-ca• needed to meet tb• tinancial responsillibties 
o'f loe&l sel'f-government.• -
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The corner• tone of the systell of raising revenue• to meet these 
responsibilities is the income tax. The Tax Reform Act of 1986 
contained a provision permitting Allterican Samoa, Guam and the 
Northern Marianas to replace the Internal Revenue Code (IRC) 
applied as a local tax with a locally legislated income tax. 
Each jurisdiction could illlplelllent the Tax Reform Act through an 
agreament with the United States Treasury involving cooperation 
and exchange of information to increase efficiency and prevent 
avoidance and evasion of taxes. 'Any new tax system is required 
to raise an equivalent amount of revenue to that raised under 
cu=ent law. The OIKI bas not implemented this provision. 

It is clear that, in 1986, Congress expressed a strong 
preference for, but did not require, individual jurisdictions to 
adopt tax systems that would be better tailored to their local 
economies and the needs of their peoples than the mirror code. 
There also vas an implicit congressional and executive 
expectation that most jurisdictions would avail themselves of 
this opportunity. 

At this time there is little information available in the United 
Stat•• on the operation of the CNMI tax syste:11.. Thi• lack of 
information, coupled with continued CNMI use of the mirror code, 
bas led to congressional and •xtta1,tive concerns about th• 
adlainiatration and equity of the CHI[[ tax •istq and the 
contiiiuec! appropriateness of th• min-or c04• for the c:ma 
economy. For this reason we beli.ve now i• the appropriate time 
for a review of the CNMI tax system. 

This proposed review of th• OIK:I syst&111 would be tailored to 
address the issues of concern, and would :be conducted with the 
aid of personnel from the Treasury Deparaient. Tb• goal of the 
raviav would he for all interested parties to reach a better 
understandinq of the syst-. The revi- would provide a 
!raJDevork in vhicb va could evaluate the syst- and then propose 
and ultillately implement change• that we agreed were necessary 
and beneficial to the people of the CNKI. This r.viw would be 
coo~ated with azry onqoi.ng tax ·studies that yaw: government is 
now conducting in order to ensure a compli.Jlentary effort. 

I enclose a 11-0:randlm of understandinq that would get the 
process underway. The :memorandum should provide a fir. footing 
for the Novaber meeting I propoae. 

Sine~~'?<• -=;;z;~am· 
Aaaistant Secretary 
Territorial and International Affairs 

Enclosure 



Covena nt Law 
P.L. 94-i41 ( 1976) 

" 'ARTICLE VD 
"'UNITED STATES FlNANCIAL 

ASSISTANCE 
_ " 'Sect ion 70J . The Government of 

t!lc t;ni1t:d Staie~ will assist the Got·ern­
:-: ,:nt of the Northern ~tariana Islands in 

1~ efforts to achieve a progrcssivelv 
higher standard of living for its pcop!C 
as part of the American community and 
to develop 1he economic resourttS need­
ed lo meet the financial responsibilities 

al income tu.es derived from the North­
em Mariana Islands, the proceeds of all 
taxes collected under the internal reve­
nue laws of the United States on articles 
produced in the Northern Mariana Is­
lands and transported to the United 
States. its territories or possessions, or 
consumed in the ~orthem Mariana Is­
lands. the proceeds of any other taxes 
which may be levied by the Congress on 
the inhabi!ants of the Northern Mariana 
l.slands, and all quarantine, passport, im· 
mip-ation and naturaliz.ation fees col­
lected in the Northern Mariana [stands, 
acept that nothing in this Section sh.a.II 
be construed to apply to any tax imposed 
by Chaplers 2 or 21 of Tille 26, United 
States Code. 

• 'Section ';'(H. (a) Funds provided 
u.ndcr Section 702 not obligated or ex­
pended by 1he Government of the i'lonh­
em Mariana Islands during any fiscal 
yu.r will remai n available fo r obligation 
or expenditure by that Government in 
subsequent fiscal years for the purposes 
for which the funds were appropriated . 

"'(b) Approval of this Covenant by the 
United S1a1cs will constitute an authori ­
zation for the appropriation of a pro-r::na 
share of the funds provided under Sec­
tion 702 fo r the period between the ef­
fect ive date of this Section and the be­
ginning of the next succeeding fiscal 
year. 

'"'(<=) The amounts stated in Section 
702 wi.11 be adjusted fo r each fiscal year 
by a percentage which will be the same 
as t.he pcrcen1age change in the Uni1ed 
States Department of Commerce com­
posite price index using the beginning of 
Fiscal Y car l 975 as the base. 

" '(d) Upon expiration of the seven 
year period of guaranteed annual direct 
grant assistance provided by Section 
702, the annual level of payments in 
each category listed in Section 702 will 
continue u.ntil Conarcss appropriates a 
different amount or otherwise provides 
by law. 
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of local self-government. To thts etr::'. 
the Uni1ed S1ate will provide direct m-.:.;­
ti•year financia l suppon to the Gove:-n­
ment of the Northern Mariana Islancis 
fo r local government operations, fo r 
capital improvement programs and fa~ 
economic development. The in ilial peri• 
od of such support will be seven years. 
as provided in Section 702. 

" 'Section 702. Approval of this Cov• 
enant by the United States will constitute 
a commitment and pledge of the full 
fai th and credit of the United States for 
the payment. as well as an authorizaticm 
for the appropriation. of the following 
guaranteed annual levels of direct grant 
assistance to the Government of the 
Northern Mariana Islands for each of 
the seven fiscal years fo!loV1-ing the effec­
tive date of this Section: 

'"'(a) $8.25 million for budgetary 
support for government operation.. 0£ 
which $250,000 each year will be re­
served for a special education 1rainin1 
fund connected with the change in the 
political status of the Northern Mari• 
na Islands: 

N '(b) S4 million for capital improve­
ment projects, of which SS00.000 ca.ch 
year will be reserved fo r such projects 
on the Island of Tinian and SS00.000 
eac h year will be reserved for such 
projects on the Island of Rota: and 

"'(c) Sl.75 million for an economic 
development loan fund. of which 
$500,000 each year will be reserved for 
small loa ns to farmers and fishermen 
and to agricultural and marine cooper· 
atives, and of which $250,000 each 
year will be reserved for a special ?ro­
gram of low imerest housing loar:s for 
low income families. 
.. 'Section 703. (a) The UniteC:: $;:,1.es 

will make available to the Nonhe,n Ma­
riana Islands the full range of fe rieral 
programs and ser•ices available to the 
1crritories of the United States. Funds 
provided under Section 702 will be con­
sidered to be local revenues of lhe 
Government of the Northern Mariana 
Islands when used as the local share 
required to obtain federal programs and 
services. 

"'(b} There will be paid ir.to t0t. ~rca­
sury of the Governmen. of the )\.c·-.hern 
Mariana Islands, to be exper.cieC <u the 
benefi t of the people thereof as that 
Government may by Law prescribe, the 
proceeds of all cuaonu duties and fedcr-

P.L. 99-396 

--S.C.. 3. Pursuant to section 701 of 
the forqoin, Covenant, enactment of 
this section shall constitute a commit­
ment and pledge of the full faith and 
credit of 1he United States for tbe pay• 
ment of S228 million at cuarao1ttd an­
nual amounts of dir,:ct grant a.s.sistanCC 
for the Government of the Nor. "-•""" Ma· 
riana Islands for an additional period of 
seven fiscal years after the expiration ?f 
the initial seven-year period specified U1 
section 702 of said Covenant. wbjcb »­
sistancc shall be provided accordina to 
the schedule of payments c.onwned i.a 
1he Agreement of the Special ~ -

ativc:s on Future Gnited States Financial 
Assistance for the Government of the 
Northem Mariana Islands, executed July 
10, 1985. between the special re_prescnta• 
1ive of the President of the United States 
and the special representatives of the 
Governor of the Nonhern Mariana Is.­
lands.. The: islands of Rota and Tinian 
shall each receive no less 1han a 1/, $hare 
and the island of Saipan shall receive no 
less than a Y~ sha re of annualized capital 
improvement project funds, which shall 
be no less than 80 per centum of the 
capital development funds identified in 
the schedule of payments in para,raph 2 
of part tl of the Agreement of 1he Spe­
cial Representatives. Funds shall be 
granted according to such regulations as 
arc applicable to such grants. 

'"Sec. 4. (a} Section 704(c} of the 
fo regoing Co\'enant shall not apply to 
the Federal financial assistance which is 
provided to the Government of the 
Northern Mariana Islands pursuant 10 

section 3 of this Act. 

"(b) Upon the expiration of the period 
of Federal financial assis1ance wttich is 
provided to the Government of (he 
Nonhem Mariana Islands pursuant to 
section 3 of this Act . payments of direct 
gran1 assistance shall continue at the an­
nual level pro\'ided for the last fiscal 
-,eN of 1bc additional period of seven 
fiaca.l yurt until Con,ress otherwise 
provides by law. 

"Sec. ! . Should the Secretary of the 
lnte-rior believe that 1he performance 
Stan_duds of the agreement identified in 
secnon 3 of _1his Act are not being met, 
h; shall nm:~: :~e Government of the 
N?nhcrn_ Mariana Isl ands in writing 
wnh 1he 101en1 to resoh·e such issue in a 
mutually agreeable and expeditious 
manner and notify the Committee on 
Interior and Insular Affairs of the House 
of Representati ves and the Committee 
on Energy and Natural Resources of the 
~na,te. ~hould the issue not be resolved 
~·1th1n _1h1M): da:vs aher the notification 
1s received :,~· the Government of the 
Nonhe:-n Mar:;i::.i ls; ands, the Sccretan: 
of the lnienor may request authori t~ 
from ConS'!"es.s to withhold payment Or 
an appropnate amount of the operations 
funds i~entified in the 5Chedule of pay­
ments in pana:raph 2 of pan n of the 
~meat of the Speci.al Rcpraenta­
uws for a period of lea than oae year 

but no funds shall be withheld except by -
Act of Conrrcu." 
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Congressional Research Service• The Library of Congress• Washington, D.C. 20540 

Memorandum July 15, 1992 

TO 

FROM 

SUBJECT 

House Interior and Insular Affairs Committee 
Attention: Virginia Sablan 

David L. Brumbaugh 
Specialist in Public Finance 
Economics Division 

T',e Northern Marianas ' Tax System and a Pure ··Mirror" 
System: Additional Hypothetical Tax Liabilities 

This memorandum respo nds to your request for a calculation of 
hypothetical tax liabilities under the current tax system in place in the 
Commonweal th of the Northern Marianas Islands (CNMI) and under a 
system that mirrors Federal income taxes without imposing additional taxes 
or granting rebates. As discussed in our telephone conversations, the 
calculations are made for a number of specified income levels, family 
situations, and filing statuses . Also, the calculations assume all income is 
from wages and salaries and is earned in the CNMI. 

In our recent telephone conversation, you also requested that we 
calculate hypothetical tax liabilities fo r a person who is assumed to earn the 
Marianas' minimum wage ($2.15 per hour, with "time and a hair· for weekly 
hours that exceed 40) and who works 13 hours per day, 7 days a week, and 
52 weeks a year. This calculation is contained in the last chart below (chart 
4). Note that we make no judgement about whether or not the resulting 
annual salary is or is not typical (or even possible) for a wage earner in the 
Marianas. 
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CRS-2 

CHART I . Tax Liability of a Hypothetical CN:\H Taxpayer under 
Current Law and a Pure Mirrored System at Selected Income Levels 

(~!arried Couple with Two Children Fil ing a Joint Return and Claiming 
the Standard Deduction) 

Pure Mirrored Income Tax 

Wages and Salaries $15,000 $21 ,460 $25,000 

Personal Exemptions (4): -8,600 -8,600 -8,600 

4 X $2,150 

Standard Deduction: -§2QQ -§.lQQ -§.lQQ 

$5,700 

Tax.able Income $700 $7,160 $10,700 

Tax Before Credits $105 $1,074 $1,605 

Earned Income Credit -769 Q Q 

Total Tax or Refund $664 (Refund) $1,074 $1,605 

Effective Tax Rate -4.4% 5 .0'k. 6.4% 

Present Law: Wage and Sala1y Tax plus Mirrored Tax with Rebates 

Wages and Salaries $15,000 $21,460 $25,000 

CNI,!I Wage and Salary $600 $1,073 $1,500 
Tax 

Mirrored Tax (without $600 $2,147 $3,105 
EITC refund) + Wage and 
Salary Tu 

Credit of Wage and Salary 0 -1,073 -1,500 
Tu against Mirrored Tax 

Rebate: 95% X Excess of Q ·l -100 
Mirrored Tax over the 
Wage and Salary Tax 

Final Tax After Credits $600 $1,073 $1,505 
and Rebates 

Effective Tax Rate 4.0% 5.0% 6.0% 



266 

CRS-3 

CHART 2. Tax Liability of a Hypothetical CN~II - •xpayer under Cument 
Law and a Pure Mirrored System at Select :ncome Levels 

(Married Couple with Four Children Filing a Joint Return and Claiming the 
Standaro Deduction > 

Pure Mirrored Income Tax 

Wages and Salaries $30,000 $34,888 $40,000 

Personal Exemptions (6): -12,900 -12,900 -12,900 

6X$2,150 

Standard Deduction: -§.lQQ -§.lQQ -§.lQQ 

$5,700 

Taxable Income $11,400 $16,288 $21,400 

Tax Before Credits $1,710 $2,443 $3,210 

Earned Income Credit Q Q Q 

Total Tax or Refund $1,710 $2,443 $3,210 

Effective Tax Rate 5.7% 7.0% 8.0% 

Present Law: Wage and Salary Tax plus Mirrored Tax with Rebates 

Wages and Salaries $30,000 $34,888 $40,000 

CNMI Wage and Salary Tax $1,800 $2,442 $2,800 

Mirrored Tax (wi thout EJTC $3,510 $4,885 $6,010 
refund) + Wage and Salary Tax 

Credit of Wage and Salary Tax -1,710 -2,442 -2,800 
against Mirro""1 Tax 
(Cannot Exceed Mirron,d Tax) 

Rebate: 95% X Excess of Q ·! -390 
Mirrored Tax over the Wage 
and Salary Tax 

Final Tax After Credits and $1,800 $2,442 $2,820 
Rebates 

Effective Tax Rate 6.0% 7.0% 7.1% 
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CHART 3. Tax Liability of a Hypothetical CNMI Taxpayer under Current 
Law and a Pure :\Lrrored System at Selected Income Levels 

(Single Person with No Dependents Claiming the Standard Deduction) 

Pure Mirrored Income Tax 

Wages and Salaries $6,000 $7,577 $10,000 

Personal Exemptions (I): -2,150 -2,150 -2,150 

1 X $2,150 

Standard Deduction: ·MQQ -MQQ -MQQ 

$3,400 

Taxable Income $450 $2,027 $4,450 

Tax Before Credits $68 $304 $668 

Earned Income Credit Q Q Q 

Total Tax $68 $304 $668 

Effective Tax Rate 1.1% 4.0% 6.7% 

Present Law: Wage and Salary Tax plus Mirrored Tax with Rebates 

Wages and Salaries $6,000 $7,577 $10,000 

CNMI Wage and Salary Tax $180 $303 $400 

Mirrored Tax (without EITC $240 $607 $1,068 
refund) + Wage and Salary Tax 

Credit of Wage and Salary Tax -68 -303 -400 
against Mirrored Tax 
(Cannot Exceed Mirrored Tax) 

Rebate: 95% X Excess of Q ·l -254 
Mirrored Tax over the Wage 
and Salary Tax 

Final Tax After Credits and $180 $303 $414 
Rebates 

Effective Tax Rate 3.0% 40% 4.1% 
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CHART 4. Tax Liability of a Hypothetical C:--iMI Taxpayer under Current Law 
and a Pure ~ irrored System: $ 13,025 An nual Wages 

(Single Person. :-Jo Dependents Claiming the Standard Deduction) 

Pure Min-ored Income Tax 

Wages and $1 3,025 
Salaries 

Personal -2,150 
Exemption: 

1 X $2,150 

Standard -MQQ 
Deduction: 

$3,400 

Taxable Income $7,475 

Total Tax $1,121 

Effective Tax 8 .6'7' 
Rate 

Present Law: Wage and Salary Tax 
plus Mirrored Tax with Rebates 

Wages and $13,025 
Salaries 

CNMI Wage and $521 
Salary (W&S) Tax 

Mirrored Tax + $1 ,642 
W&S Tax 

Credit of W&S -521 
Tax against 
Mirrored Tax 
(Cannot Exceed 
Mirrored Tax) 

R,,bate: 95% X -570 
Excess of 
Mirrored Tax over 
the W&S Tax 

Final Tax After $551 
Credits and 
Rebates 

Effective Tax Rate 4.2% 
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Memorandum J une 17, 1992 

TO 

FROM 

SUBJECT 

House Interior and Insular Affairs Cammi ttee 

David L. Brumbaugh 
Specialist in Pub lic Finance 
Economics Division 

The Northern Marianas' Tax System and a Pure "Mirror" 
System: Hypothetical Tax Liabilities 

This memorandum responds to your request for a brief descr iption of 
Commonwealth of the Northern Marianas ' (CNMI) tax system and a 
comparison of tax liabilities hypothetical taxpayers might face under that 
system and a system consisting exclusively of a ·mirrored" U.S. Internal 
Revenue Code without rebates. A3 you requested . hypothetical tax liabilit ies 
are calcula ted for each income bracl<et of the Mananas' Wage and Salary Tax. 

Section 601 of the Covenant to Establish a Commonwealth of the 
Northern Marianas provides, in effect, tha t the provisions of the U.S. 
Internal Revenue Code are mirrored as the Marianas ' own tax system. Thus, 
the same tax rates, deductions, credita, and exemptions that apply in the 
United States apply in the CNMI. 1 

But the Marianas ' mirroring of the U.S. Internal Revenue Code is, in 
practice, far from exact. Section 602 of the Covenant permits the CNMI to 
impose an income tax of its own and also alloW! the Marianas to grant 
taxpayen rebate, of the taxes they pay under the mirrored Internal Reve nue 
Code laww.2 And the CNMI has exercised thia authority by imposing a tax 
on sro- wages and salaries while rebating a substantial portion of tbe 
mirTOred tax. The Wage and Salary Tax i1 impo1ed on a gross basis (no 
deductions or penonal exemptions are allowed) at graduated rates that range 
from O to 9 percent. The rebate is generally 95 percent of the exces• of the 
mirrored tax over the Wage and Salary Tax, although a smaller percentage 

11n actuality, the Covenant provides that U.S. tax laws are to apply in the 
Marianas as they do on Guam. Guam, in tum, mirron the U.S. tax code. 

'Taxes can only be rebated, however, on income whose source is the 
CNMI. 
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applies at extremely high income levela. We should also note that the C:-.rMI 
also applies a Business Gross Revenue Tax at rates that range from 1.5 
percent to 5 percent; it is subject to the same rebate rules that apply when 
the Wage and Salary Tax is paid. 

Technically, the CNMI Wage and Salary Tax and the mirrored income 
tax exist side-by-side. The Wage and Salary tax, however, is allowed to be 
credited against the mirrored tax an individual would otherwise owe. 
Suppose, for example, a CNMI resident owes $5,576 of taxeo under ru les 
mirrored from the Internal Revenue Code and $4,000 under the CNMI's own 
Wage and Salary tax. The sum of the two amounts is $9,576. But in this 
case ·· assuming no other taxes apply ·· the person could credit the Wage and 
Salary tax against the mirrored tax , and would owe $1,576 in mirrored taxes 
before rebates ($5,576 minus $4,000) and $4,000 under the Wage and Salary 
Tax. 

But this example does not include the effect of rebates. Marianas ' law 
provides that an individual receives a tax rebate that is generally equal to 95 
percent of the mirrored ta.x that remains after applying the Wage and Salary 
Tax as a credit. To continue the example, the individual who owes $1,576 in 
mirrored taxes, after credits, would receive a rebate of $1,497 (95 percent 
times $1,576). Their total tax after all credita and rebate. would therefore 
consist of the $4,000 Wage and Salary Tax and $79 of the mirrored tax, for a 
total of $4,079. 

Chart 1, below, summariz"s tbe forgoing example and provides a few 
more illustrative details about how the tax for this hypothetical taxpayer is 
calculated. The example assumes that the taxpayer ia a married individual 
with two children filing a joint return. The example usumes the individual 
has an annual income of $50,000, conaistiog exclusively of wage and salary 
income. The taxpayer is assumed to use the standard deduction under the 
mirrored Internal Revenue Code rule,. 

The income level in this first example is not typical of the CNMI; 
according to the Bureau of the Cenaus, the median family income io $20,644. 
At this lower income level, the CNMI Wage and Salary Tax of the 
hypothetical taxpayer ia higher than the mirrored tu before credita and 
rebate. The taxpayer therefore receives no rebate and hi• total taxea are 
equal to hia CNMI Wage and Salary Tax liability. Thia MCood example ia 
summarized in chart 2, below. (Note that in this example, the taxpayer is 
assumed to qualify for a $76 earned income credit under the mirrored tax .) 
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CHART I. Tu Liability o( a Hypothetical CNMI Taxpayer under Cun-ent Law: 
$50,000 Income 

(Married Couple with Two Children Filing a Joint Return and Claiming the 
Standard Deduction) 

Mirrored Income Tax 

Wages and Salaries $50,000 

Per,,onal Exemptions (4) : 

4 X $2,150 • 8,600 

Standard Deduction: 

$5,700 • §.lQQ 

Taxable Income $35,700 

Tot.al Tu $5,576 

CNMI Wage and Salary Tu 

Wages and Salaries $50,000 

Tot.al Tu at Applicable Rate (8%) $4,000 

Effect of Credit.s and Rebate 

Mirrored Tu + Wqe and Salary Tu $9,576 

Cndit o( Wqe and Sawy Tu apinat -4,000 
Mim>nd Tu 

Rebate: - X Ezceoa of Mirrored Tu ·1.fil 
over the Wage and Salary Tu 
95% X ($5,576 - $4,000) • Sl,497 

Final Tu A.ft.er Credits and Rebates $4,079 
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CHART 2. Tu Liability of a Hypothetical C:-.'MI Taxpayer under Cum,nt Law: 
$20,644 r~ledian C:O.~ll Income! 

(Married Couple with Two Children Filing a Joint Return and Claiming the 
Standard Deduction) 

Mirrored Income Tax 

\\'ages and Salaries $20,644 

Personal Exemptions (4)· · 8,600 

4 X S2,l50 

Standard Deduction: • g_J_QQ 

$5,700 

Taxable Income $6,344 

Tax Before Credits $952 

Earned Income Credit -1.§ 

Total Tax $876 

CNMI Wage and Salary Tax 

Wages and Salaries $20,644 

Total Tax at Applicable Rate (5%) $1,032 

Effect of Credits and Rebate 

Mirrored Tu + Wage and Salary Tax $1,908 

Credit of Wage and Salary Tax against -876 
Mirrored Tax (Cannot Exceed Amount 
of Mirrored Tax) 

Rebate: 95% X Excess of Mirrored Tax -Q 
over the Wage and Salary Tax = $0 

Final Tax After Credits and Rebates $1,032 
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Table 1, below, compares the tax liabilities hypothetical C:-811 
individuals would pay under the current system and under a system 
con.oiating exclusively of the mirrored tax with no rebates. Note that the 
negative a.mounts shown at low income levels under the pure mirror system 
reflect the impact of the Earned Income Tax Credit, which is refundable. 

Given that the tax liabilities and rates in the table are for 
hypothetical taxpayers and make no attempt to reflect the CNMI's actual 
income distribution, the conclusion.a that can be drawn from the table are 
limited. For example, it is not clear at a glance which system would produce 
more tax revenue in the aggregate, since the pure mirrored tax produces 
lower effective rates at some income levels and higher effective rates at 
others. 

It is highly probable, however, that the mirrored income tax, if applied 
alone without rebates, would be more progressive that the current system. It 
is at low income levels that the mirrored tax produces lower effective tax 
rates than the current system and higher income levels have higher effective 
tax rates. The principal factors behind this pattern are the presence of 
personal exemptions, a standard deduction, and an Earned Income Credit 
under the mirrored system but not the Wage and Salary tax. Aloe, the 
graduated rates that are applicable under the mirrored Internal Revenue 
Code rules are higher than the rates that apply under the CNMI's Wage and 
Salary Tax. The mirrored rates therefore have a larger impact in 
redistributing income. 

Importantly, all the examples used in this memorandum assume that 
taxpayers only receive wage and salary income; they receive no income from 
the conduct of a busineso or investment in stock.! or bonds. ~ noted above, 
the CNMI levies a Business Gross Revenue Tax; economists frequently 
assume that a large portion of the burden of gross revenue taxes is borne, not 
by the companies that actually pay the tax, but by workers and consumers in 
the form of lower wages or higher prices. Further, the information available 
to us on the CNMI tax system makes no mention of any tax that applies to 
income from financial investments, leaving the unrebated residual of the 
mirrored tax - equal to 5 percent of the mirrored tax - u the only levy that 
appliea to income such u interest and dividends. Thus, if one assumes that 
relatively high-income individuals receive a larger share of their income in 
the form of business income and investment income than do low-income 
individuals, it is probable that a pure mirror system is even more progressive 
relative to the CNMI's current system tbah appears in the examples here. 
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Tues and Effective Tax Rates for Hypothetical Tupayers at Different 
Income Levels: Current Rules and the Mirrored Tax Alone 

Present Law: Combined 
Wage and Salary Tax and 
Mirrored Income Tax after Tues under Mirror System 

all Credits and Rebates Only without Rebates 

Effective Effective 
Income Amount Tu Rate Amount Tu Rate 

$1,000 $ 0 0.0% $ -177 -17.7% 

5,000 100 2.0 -869 -17.4 

7,000 210 3.0 -1,215 -17.4 

15,000 600 4.0 -769 -5 .l 

20,644 1,032 5.0 876 4.2 

22,000 1,103 5.0 1,155 5.3 

30,000 1,828 6.1 2,355 7.9 

40,000 2,853 7.1 3,855 9.6 

50,000 4,079 8.2 5,576 11.2 

75,000 7,041 9.4 12,576 16.8 

100,000 9,534 9.5 19,683 19.7 

500,000 49,934 10.0 143,683 28.7 

1,000,000 100,434 10.0 298,683 29.9 

Finally, the table does not show the income level at which the current 
tax ay1tam produce• the 1ame tax liability u a pure mirror system would. 
The point at which thi• occurs depend, on the deductions and exemptiona 
uaumed to be claimed under the mirrored tax. However, given the 
urumptiona uaed in the other examplea here (joint filing status, 4 
exemptions and the standard deduction), t:be point of equality is at a wage 
level of $21,450, where both systems produce a hypothetical tax liability of 
$1,073 and an effective tax rate of 5 percent. 
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EXECUTIVE SUMMARY 

Department of Finance's Recommendations for Tax Reform 

The CNMI Department of Finance (DOF) submits this report which 
includes major recommendations to reform the CNMI tax system. It 
contains options and proposals that will generate between $31 and 
$43 million annually in additional revenues, make the overall tax 
system more fair by increasing the progressivity of the NMTIT and 
other local taxes, and make tax and revenue administration and 
enforcement more effective and efficient. The proposed changes 
retain incentives for new and continued investment in business 
activities; new tax incentives are proposed for businesses to hire 
local workers in the private sector by providing their employees 
medical and retirement benefits. The significant recommendations 
are as follows: 

( 1) The chief policy option recommended to raise more 
revenues and improve the fairness of the tax system is the 
implementation of graduated rebate rates on personal and 
corporate income taxes. Generally, the income brackets would 
break at adjusted gross income levels of $30,000 and $50,000 
for individual taxpayers and taxable income levels of $75,000 
and $250, ooo for corporations. DOF is not recommending a 
specific rebate rate, but rather a menu of three scenarios 
that will provide necessary revenues when combined with the 
recommendations in the report: 

Option 
_J__ Graduated 

(1) 901 - 801 

(2) 901 - 751 

(3) 90% - 701 

Rebate Rates: 

- 701 

- 601 

- SOI 

Est. 
Additional 

Revenue 
tS MIL 

$ 14.3 

20.0 

27.3 

(2) To clarify the policy with respect to tax credits against 
the NMTIT, DOF proposes the Business Gross Revenues Tax, 
User's Fee, and Duty Free Concessionaire Fee will be changed 
from tax credits against the NMTIT, to deductions from 
business income. The Wage and Salary Tax, proposed Earnings 
Tax , and Gross Revenues Tax on the nonbusiness sale or lease 
of real property will remain tax credits. 

i 
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Department of Finance's Recommendations for Tax Reform 

(3) To make the tax system more fair to low income taxpayers, 
DOF proposes refunding the unused portion of the Earned Income 
Credit. Low income households in the CNMI would be paid 
approximately $1 Million that under current law they do not 
receive. 

(4) To provide incentives for timely and accurate filing, and 
full payment of local taxes, the following provisions 
affecting the NMTIT rebate are recommended: (a) a ten percent 
reduction in the rebate amount for each month a taxpayer is 
late in filing, up to six months; and (bl ineligibility for 
a rebate if a tax return is filed more than 180 days late; and 
(c) no rebate unless the person(s) paid one of the local 
taxes. 

(5) To ensure capital infrastructure priorities are met, 
creation of a Special CIP Revenue Account is recommended where 
funds required to match Covenant S702 CIP grants will be 
placed. 

(6) To eliminate gaps in the coverage of local taxes and make 
administration of local taxes less complicated, definitional 
changes are proposed to the gross revenues tax and wage and 
salary tax. All revenues earned by a business will be taxed at 
the same (lower) rate, and all individuals will pay the same 
local tax on the same amount of income, regardless of its 
source. To achieve this equity, an Earnings Tax, with rates 
that are the same as the wage and salary tax, is proposed. 
The earnings tax will tax the investment and other passive 
income of individuals; the wage and salary tax will continue 
to tax their wage income. 

(7) To enhance the progressivity of local taxes, three 
additional brackets and two rates are proposed at the higher 
income end of the wage and salary tax and earnings tax: 

If the total yearly wages 

or total yearly earnings is: 

$50,001 to $75,000 
$75,001 to $100,000 
over $100,000 

ii 

The tax on the total 

wages or earnings is: 

9% 
10% 
12% 
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Department of Finance's Recommendations tor Tax Reform 

( 8) To provide incentives for businesses to hire local 
workers and give employee benefits comparable to those found 
in the public sector, DOF recommends the following deductions 
be allowed from BGR when computing BGRT due: 

Employer Benefit Provided: 

Resident Wages and Salaries 

Retirement Contributions 

Medical Insurance Premiums 

BGR Deduction Allowed; 

20% of Wages and Salaries 
paid to Resident Workers 

The lesser of the 
effective CNMI employer 
contribution rate to the 
NMIRF or the actual 
amount contributed by the 
employer. 

The actual 
contributed 
employer. 

amount 
by the 

(9) To raise additional revenues from the sale or use of 
certain commodities or services, the following rate changes 
are proposed to the Excise Tax provisions: 

category 

cigarette 
Distilled Alcohol 
Beer 
Wine 
Perfume 
Leather Goods 

(non-footwear) 
Jewelry & Precious 

Metals 
Autos> $30,000 
Boats> $50,000 
Non-alcoholic 

containers 
Alcoholic container 
Soft drinks 
Hygenic products 
Construction mat'ls 

current Rate 

$0.15/ 20 cigs 
$0.1094/ fl oz 
$0.0083/ fl oz 
$0.0234/ fl oz 
20% ad valorem 

5% ad valorem 

5% ad valorem 
5t ad valorem 
st ad valorem 

$0.04/ container 
$0.04/ container 
$0.047/ fl oz 
st ad valorem 
3t ad valorem 

iii 

Proposed~ 

$0.22/ 20 cigs 
$0.12/ fl oz 
$0.0167/ fl oz 
$0.03/ fl oz 
25t ad valorem 

25% ad valorem 

25t ad valorem 
lOt ad valorem 
lOt ad valorem 

$0.05/ container 
$0.05/ container 
$0.05/ fl oz 
lt ad valorem 
5t ad valorem 
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Department of Finance's Recommendations for Tax Reform 

(10) To raise more revenue from the first sale or 
distribution of liquid fuel, OOF proposes changing the liquid 
fuel tax rate from $0.10 per gallon to $0.15 per gallon. 

(11) To ensure garment manufacturers pay the same amount of 
local taxes as other large corporations, DOF recommends 
increasing the Custom's Certification Fee (User Fee) from 
three percent (J\) to five percent (5%). 

(12) To raise additional revenues from the visitor industry, 
DOF recommends increasing the Hotel Occupancy Tax from ten 
percent (10%) to thirteen percent (lJ\). 

Revenu• Effects: 

The Department estimates that implementation of the proposed 
changes to the Revenue and Taxation statutes will generate from the 
base-year about $31 to $4J Million annually in additional revenues. 

From extensive analysis of the taxpayer database and historical 
collection data, the base-year source of these additional revenues 
is estimated as follows: $14 to $27 million from income taxes, $5 
Million from excise taxes, $2 Million from liquid fuel taxes, $5 
Million from user fees, $2 Million from hotel occupancy taxes, and 
$2 Million from changes to the local taxes. 

Pairn••• ot th• Tag system: 

Enactment of the proposed changes to the CNMI tax system, 
particularly the graduated NMTIT rebates and refund of the EIC, 
will create a fairer tax system. If the lowest rebate scenario is 
adopted, effective tax rates will progressively increase from 3.2 
percent to 16.2 percent, with high income taxpayers paying taxes at 
the highest effective rates. Morepver, so percent of individual 
CNMI taxpayers would see their average tax liability increase less 
than $180. 

iv 
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Department of Finance's Recommendations for Tax Reform 

competitiveness: 

Incentives for investment and business activity are retained in the 
proposed CNMI tax system . The effective tax rates that will be 
imposed on individual and business taxpayers in the CNMI will 
remain lower than the rates applicable in Guam and the mainland 
u. s. under mirror tax or the Internal Revenue Code. 

conclusion: 

The enactment of the changes proposed by DOF to the CNMI tax 
system, included in this report as "The Revenue and Taxation 
Reform Act of 1993, 11 ,will allow the CNMI to maintain current public 
service delivery and meet future financial commitments. Moreover, 
they will result in a tax system that is fair to lower income 
individuals and families and will facilitate administration, 
enforcement, and voluntary compliance with the tax laws. Finally, 
the proposed changes will provide businesses generous incentives to 
hire or pay more to local workers in the private sector and provide 
their workers benefits comparable to those received by government 
workers. 

V 



281 

THIRD SEN . .\TORIAL DELEGATION S.LD.Res. 'lo. 

.l 

4 

s 

<, 

9 

IO 

I] 

12 

1.i 

I"-

JS 

A THIRD SENATORIAL DEUGAflON RFSOLLTJO:,.: 

Advising The Executive Branch that the Third Senat.Jri.ll D<:legati:m will no! 
support J.nY proposill by the Executive Branch with re5pect w taX increases I 
and reductions on the pcrccnwgc on income and corporate withholding 
rebates. i 

I 
WHEREAS, the original negotiations of the Covenant to ~stabli~I! a 

I 

p<Jlitica.l relationship with lbe u ni!t:tl Stal~~ uf Amt>rica recol!:nized the unlq ue 

ernnomtr condltlon in the Norrhem "1arianas, and I 
"'-"IEREAS, In order to expand m econo mic base it was agr~ upon ~ a t a 

tax system whi.:h provides low rate woull.l entii:e outside i:westors to invett in 

the newly escabli,hed Commonwealth of th<' Ncnllern :-4ariana ; and I' 

WHERE.'\S, in the 1980's the Commc nwcalrh cxpc ricncc.:I an unparall Jed 

economic growth which as a result provided a :remendous increase in ! 

revenue, to our government and I 
WHEREAS, the Saipan Legislative De 'cga.iuu recogmLing the gertial 

down treml in the glol>al economy and ,n particular. the economy of th~ (}"MI 

I 
feeling . the oolclrums effen of ~u1h conc1tttori ; .incl 

" ' ffRFAS, lnc=<1ng ,ne, <n gmrnl ,na .ea,dng "' 95% ,~ "!"' 
:: not be in the best mteres, rc-r thE C"-' Ml eecnum:, .ind our constitu Ines ; 
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5 . J., .l). 

- - - ----------.--
WHEREAS, ort:er altern a ti,·es cf generat1ng needed funding tcr asic 

2 ;nfrastru cture developmen ts ma y be explored through debt finan cin b) 

:'Joating Dcmds now because of a artractlve interest rates . and 

• WHEREAS , it :s the gene ral consensu s of the Saipan Legisl tive 

5 0elegatirm that government operational expenditures be prioritized and 

G conuolled to minimize duplication of efforts; now, Therefore, 

BE IT RESOLVED. that tile Saipan LegislatiYe Delegation urges Gov or 

3 Guerrero to delay all efforts for tax Increases at this rime until several ears 

') 

JO 

11 

1! 

13 

14 

JS 

IC, 

1~ 

18 

l'J 

lO 

c.!uwn the road when rhe general economic condition in the CNJvll st t to 

improve. 

BE IT FURTHl:K l{J:50L\"ED that the O l~I still needs to entice OU side 

investor to do business inthe Commonwealth and that concerted promor i;al 

effvTTS mu~t be intensive developed to stimulate economic activities; and 

BE IT FURTHER RE.SOLVED . that it is the position oft.be Saipan Legisl tive 

!:'elegation to not entertain .my pr o:>pos~ changes in the present tax stru ture 

and fervently urges Governor Guerrero 1u rdrain from proceeding wit il S 

pn.>post.'<l plan for til.X increases in general ; now, Therefore, 

BE IT FURTH FR RF.'iOlVF(), that the Chairman of che Third Senat rial 

Delegar1on shall certify anct the Secretary of the Third Senatorial Deleg tion 

~hall arre~t to the adopnon of thjs resolution and thereafter tr.nsmir cer hed 

~l copies to: Honorable Lorenzu I. Guerrero. Governor. Commonweal th o rhe 

:.!. Northern Marlana Islands: ChJim11n. Tax Task Force; Honorable Thom· s r. 

:?J Vi ll:igumez, Speaker. !fousc ·)f Rcprc 5entati\·es. Eighth 'forthern ~ari nas 

24 Commonwealth Legislature; and Juan S. Oema p.111. President, The Se a le. 
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S.L.D . RES,. NO. !-'I 

Eighth :-Sorthern Ma rianas Commonwe1! th Lc-gislaturc; Honorable Je s• s S. 

Deleon Guerrero. :-.1ayor of Saipan . 

Date: 2(1.G jc-J l 
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SAIPN,j_ DELESATIO:l 
~ I GH'l'H 'l~~Ne<!A'S CCMMONW!::ALTH L!::GI SLATU!\_: 

____;:c-_ DA'i, _ __ REGULAR'/ SPECIAL SFSSION , 199 ,::::_ 
, ' 

ROLL Cl\LL 

VOTING 0 "1 : ;,,i-~(I\ ~>-i 

(!'"· ·= 
:i REPRESENTATIVES i'ES NO l'l'BER 

'! l. Rep. Jesus T. Attao 1 r 
Di.ago ·;;l._ l 2 . RP.p. T . Benavente 

3 . Rep. Antonio M. Camacho 3 
L Rep. Francisco DLG. Camacho 4 
5. Rep. Crispin r . DL Guerrero s 
6. sen. J uan s . Demapan --- -t-- . 

7 . Rep . Francisco A. Flor~s (; 

8. Rep. Her:nan T . Guarrero -q--
9. Rep . Heinz s. Ho!schneider --

10 . Rep. Jesus P. Mafnas g 
11 . Rep. Mametto U. -Maratita C'7 
12 . Rep. Henzan T. Palacios -· 
lJ . Rep. Pete P. Rey.es JO 
14 . sen. Jesus R. Sablan I I 
15. Rep . Ana s. Teregeyo I '.l... 
16. Sen. Juan s. Torres ,~ 
17. Rep. seanl;ay T. Torres ·' .... ' 
lB. Rep. Thomas P. Vi llagomez , '-;-

1 9. Chair11111n Pedro R. DLGuerrero I , · 
,V - --- --- ---- --

TO'l'AL VOTES /(p 

1--(?...u.fr ?) 
: 

,f,}-
DATE: AT:-£STEO B'i: I,.; . 

Secretary 
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