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THOEPENBENT A r ¥ 5

The Ermootive Direstor
Commonwealth Utilities Coorpovation

I have audited the scconpasying atatement of net deficiency of the
Commonwealth  Ueilities Cocpacst Lan ICHC) ., a SOHOpEHIENT unik of the
Conmenwealth of the Horthearn Markana Iglanda, as of September 30, 2006, and
the velaked gratament of revenose:, expended and changes in nek deficiencry,
and of cash flows for the wyear chen ended. The pricc year financial
atatenents were aodited by other auditors whoe expressed a guallfled opinion
on these stakements. These finonoial statemente are the recpendibility of
CUC's  ownsgenenk, My reaponaibility as to express an apinian oh theae
firancial statementa baged on my awdit.

Exoept ax dlscvssed in the following peregrophs, I condackted my audit Lo
accordance with auditing svandards genecelly accepted in the United Statea af
mmerica and the astaondarda applicable to finaneial audits contained Do
Governmert Auditing Stasdards, issued by the Comptroller Gepsral oE the
United EBtates. Thes=e dtspdarde reguire that I ples and perform the andit ko
cbtain Teascoable assurance about whether the financlal atatements sce f-ee
of material misstatemsnt. Ao avdit includes corsidecation of internal capkcal
over financial repacting a3 a basis for designing audle procedures that are
appropriate im the caircumseances, but not for the puorpoegs Of exXpresEing an
opinion on the cifectivensss of the CUC'a internal cankral over finaneial
reporking,  Accordingly, I express o puch  opinson. AR audit includes
examining, on a ktast hasik, evidepce supporting the amounts and discloaonres
in khe f oatoiral statammantx. At awvdik aleg inclodes assessicg bhe acdounting
principles wsed and the signifacen: estimates mads by macdgeoenk, 36 WeLl 28
eraluakting ithe overall financisl statemenl presentaticn. I believe that my
sudit pravidez a reasonable basis fac my aplnion.

Bbs d-scusszed in Hote %, in fisrml year 2000 CUC recorded ko increade in
capital &fxetd and obligation wnder ospital Leage at 39,959,000, Accoutblsg
principles generally accepted in the United States of America reguize thal
tha amoupt recorled should be the lasses of (423 the fair wvalue af the leased
assst at the ioceptien of the leasa or; {ob the presenk value of the minimum
lease poyaents {excluting execukcry coats ta ke pald by tha leseor  and
ralated profit) as of the beginning of the lease term. COC hae been onakle ta
determine whether tha guarantesd price of $9,959,000, tn tack, constitutes
the fair walus of the maxed propecky. The amount by which kLhie deparctuce
wowld affect the assets, not assecs [deficiency), and revenaes of COC is not
reasanably determinable. Furthermpre, na physical count of capital ageete was
conducted Lo the past 4 years, ©UC a1s unable to determine if the carrying
ralu= af itz capikal aassbs is cooowerable.



G estimeted an allowapce for obaoleacence of $700,6R2 and was unshle tao
provide & lastrng af the baziz for  this  allowapre., Obsaléaxosnce,
deterinoration, demege, «hapging prioes, o obher factors may  caass  An
inwentory's recorded oost to sdcesd Lk market  value., In such  cases,
accounting principlas genecally acoopted in Ehe Unlted States of oamerica
reguire inventory to be written down to merket valwe and an uorealized loaa
to be recognized againab current period income. The amaunt by which khia
departure would affect the assets, nekb assets (deoficiency), and revenves of
the SUZ im daot reasassbly dekeyminable.

In my opinion, except for —he affeck af auch adjuetmenta, if any. as miaght
have been determin=<d to b= necessery bed the propriety of inventory, capital
ageete and related obligation uvnder «agital lesse, a2 diacussed in the thicd,
Lourih and fifth paragraphs, such fineancial statemeats presepk fairly, in all
material reapecta, the financial poaition of Q7 ax of September 34, 20404,
and khe changes in nek defirciencies and iss ceash flawk Eor -he yaar Ehen
radad 1R Ccontfarmity With accounting principles genmrally Accepted in bhe
United Stetes of Ametrlca.

Tha HMapagemept’s Discuswion snd Anelyais (HMOak)] on poges 31 to LY dio not &
requiced poct of  the bhasic Eisnancial  astakemenks but  ie Fupploxentarcy
information reguired by accdunting prlociples generally accepted  in Eha
United =tates of Amarisa. T have applied eertaln limaksed procecures, which
congioted principa..y of inguicimx of managqement regarding the methods of
meacurement and presentation of the ceguiced 3dupplementary  information.
Hawewer, [ did not audit this infocmation and expoess oo oplnion on ik,

My audik wae conductad for the purpesc of formang Spdinick on the €278 baeic
financial ptatemente. The Statement of Fevanus=s, Expeszes and Changea in Ret
hooeks (Ceficlency) on a Divisional Fasis far the pesr ended September 20,
200 on page 19 ia preaented for purposes of additionmal analysais and ia nol a
vequlred parl of Lhe Lapic financial statemsnts. This huas beer aubljecled Lo
ble auditing procedures applied in the agdit af the beasiec  financial
statemerks and, in ny opinion, are fairly stated in all matecial respecks in
calatlowy ko the basile Firarcial atatements taken as a whale.

In accordarce With the Government Auditing Starndords, I hewe alsg isgued my
ceaact daked Febroary 1B, Z00E <o my <onaideraticn of OOC's intecrnal conkoal
aver Einsamncial reporting and oo oy Leata of ity compliapes with cezemin
Aravigians of laws, rcegulatiownd, cootracta, and grant agroements and cthez
mattecs, The purpo=e &f that repark i3 ko describke the scope of mp tasting nf
intarnal cortrpl eeer finanshlel reparklng and compliance and the reanlts of
that testing, and not to provide an aplpion on the internal contro. over
financial reporting, or on compliamce. Thet repork is an inktegral parc of an
audit performed in accoIcance with Gowveronment Awsdltlng Stendardsa and shpuld
be conaidered in aszessing the resvlts of my awdit,

- el 711 ~:G¢.T
ipan, Commonweslth of Lhe Worthern riana Isalanda

Tebruary 2%, 2008, except For wWole 11, aa to which the date ig March 31, 2008



COMMONNEALTH UTILIT1IES CORFORATICOHN
(A Componenkt Unit of the CHMI Govecamant)

HAHAGEMENT'S CDISCUASLON & BHALYZIE
September 30, HOO0EL

Thiz discussion and analysiz &f the Commonwealtn Utilitias Oerporation’s
JCUC s} Finansial periormance provides an overview of CUC's activities oo
tha Eigcal year ended September 1D, 1906 wWith compariaone to prior fixcal
yeacd ended September 34, 2005 and 2004, We speoucage readers to consider the
infocmatior presented here in conjuncticn with the financlal statements and
related notea (pages 14 throogh 39).

FIHAKNCIAL HIDHLIQHTE

+ Total assets on Sepkember 30, 2006, were 5131%.0 millien, an increaae of
56,1 millicn (4.6 percent] when compared to Septomber 30, 2005, which
kad a4 decrease of E11.4 millicn (T.9 percent) whean  campatrad kg
September 20, 2004. This was due primarily to increases in capleal
aggeta in Ho& apd decroases in both capltal and restricted assets an
29059,

* Total liahilitiss an  September 39, 244, ware 5204.3 milllom, an
ircrease af 213.5 milliun (7.1 percent) when compared to Septepber 30,
200%, which had an incressse of $168,31 million (9.3 pecoest)  when
compared ©o Soptember 310, 2004, Ik both years, the incceasss were due
primarily to accruals for iatereat payable.

= Tgtal net operaking revenuwsad tor fisrmal year 1006 wers 88,3 million,
an ‘ncresse of 55,4 million (12.0 parcent) whan compared to fiacal yaear
a00%, whickh hed an increaae of %14.4 millian (22.4 percent)] wheno
compared ko fogeal pear I004. In botd years, the ipcreaasid were doe
primaTily to the inclusion of & fuel charge in the puower rated.

# Total operating expenses sor Tisval year 2006 were 5147.7 million, an
increage of $17.7 milliowm 413.4 perceoat] when compared bo fiscal year
2905, whirh had an increase ©E $15.1 mlllean {147 perceat}t wheo
conpared Lo fiscal year I004. In batl  yeara, the Inoricasns were
attributable to rising fuel costs-

*» HNop-gperating revenuss aet of non-operating expeRosma for Eideal year
06 were SY.E millicon or an increage of 131k, 7 peEros=nt cofipared o
Fiacal year 2005 mane-apsestling expended Tet OF NOn-operAtlhg Cevenies.,
Thia was due primatily to the recavery of bad debts totelioyg 515.3
million, Hon-operating expeoses oet of  #on-operating reveasaess  Eoc
flacal year 2005 decreassd by 5$448,390 (4.2 percent) when eompared to
figcal yvear 2044, which was dug primacily to aettlement income,

*» In fisoel yeac 2006, CUC  recognized 47,3 milliea di0  capikal
contributions compared to $3.9 nillion in fiscal year 3335 &nd G5BT
million in Eiseal yeac 2004, Thoz wa3 an increase of 37,4 millien [EE.O
percent] when <compared to 2003 and a decrease of 4.8 millien 5502
percant] when 2005 is romparmd ko 2004,

» s nat daficiency cobtlived te Lnorease in fisnal year 2006, buak ak
a maich lTragmr rate then Eiscal wear 2%, In 2404, the net daficiency
increased %7.d million |12.6 percent)] wher compaced Lo 2005, wlhiclh lhad
an increass ot S27.6 millioon ¢31.1 percenly when compared ba DDA,



COMMONWEALTH UTILITIEE DOAPORATION
{& Comporent nit of the CNMI {Zpwrarnoment )

MAMAGIMENT 'S DISCUSSION & ANALYSLS
September 30, 2006

OYERVIER OF THE FIHAHMCTIAL BTATEMEHIE

The: Financial Section of thie report prederta the CO0's finencisl ztacements
a5 two componeats: bhasic Eisakcial atatementa, and notes vo tha famAancial
atatements, It alsg iacludes aupplemental informaticn.

E3slic Fimancilal Statements

The StaLements of Nedl fageta (Deficiency) proscots infocmation on aseeza and
liabilitiea, wlth the difference betwsean the ftwe repocted az ok agasta
{deficiency|. Chabtgea in net assets (deficiency) ower time may provide an
indicatpr =%t whechary the financial poaition of the OUT is impedaviod ar
detariprating.

The SHrasaments nf Kevenwes, Bapenses angd Chalges In WNet Assetrs (Feaficiepcy}
reports how net assets have caanged durong the year. It compares related
operating revenass and opErating expeases cannecked with the CUC's principal
buaineaa of providing power, water and sewer =ecvlcea, Operabing axpanscs
include the coat of direct services to custamersz, adminlaktrative expanses,
contracted cecvices and depreciation an capital wmgzekz. All otker revenues
ahd expenged ara raparted as non-cperating.

The Statements of Cash Flows reporis inflows and outflows of cash, claasified
into [our major calegoried:

® ¢ash flows from opeistioy activitiea inclode transmeotions mnd  eveasts
rapoIted aAs  compooneonts of  oaperatiog lacome in the Etatement  of
REwvCnuIca, E;pcns:: and Cheng=s in Het Racseta (DEfiﬂiEncT]-

s Cash Flowa from rorn-capital finanging activities daclude operakting
4Qrant proceeda.

= Oagh Elows from capital anpd celated Financing actiwvitias includa the
borrowing and tepayment [(princapel and Lokereat) of capital-related
debk, the acguisition and oonstenctian of capltal assers, and the
proceeds of capital grants oand oontributions.

= Oaxh flows foom Lovesting ace:lwitied inclode procesds from sale of
investoents, receipt of intecreat and changes in the feir welue af
inrestpents subisct to repestong as cash equivalenta. Outflows in thisn
cateqory inglude the porzhas= of ipvestmente.

HMoteg to tha Fipapsisl Stxtowmenits
Wariows notea provide additional information that 1lg esaential to & fall

urderstarding of the data provided in the basic financial atartemenie and are
tocrnd immediately following the financial stotements to which they vefer.



COMMONWEALTH UTILITIES CORPORATION
{h Companernt Dnit of the THHI snwsrnment )

MEMAGEMENT "5 DISCUSSION & AWALYIIS
September 30, 2006
Other Informaelorn

This repert alam prezents certain cupplementary informaticn concerning CUCT 9
Statarents of Revenvssz, Expengesa and Changea I[n oert  Deficlency oo a

divicional basis {skt page 13},

LMALYSLS OF BAEIc FIMANCIAL STATIHEHTS

Bet bhsseta |[Peliciency|

CuLcenk dazepeke
Capltal agdelbe, net
Hesker icted aseets

Tatal AssALbs

Corecntk liabilitios
Wancureant liabkilitiga

Total Liakilitlea

Het Ausetd (Deficaency;:

Tveeted in capltal asests,
nat nf rrlatad dabt

Rearpickand

UinrestE Lokl

1096

2005

Aind

5

2T UG, 0T
19, 367,255
7 HID, BD4

Z3cd26, 7151
EERE Er T
1,530,615

T 24,840,221
104,542,927
14,633, 303

13F, 954,776

A2 HWE, 151

132, 264, 1%3
12,037,567

LHY, Lad, aGd
B, B, HEa

144 . 244,610

led,44L%, 555
R Fr 1l

204,309,780

190G, 026, 354

174,577, 4%1

18,094,673
7,870,E04
(111,350,591

29,005, 794
q,39%, 940
{91,316, 337)

T, AN IS
b, adh, 20T
(2. 13%, Udd)

Het Dnfi-i=ncy (A5, dhd I (9}, 965,193 5 (10,337, 6404
2006 Faf5E Indd

operatlng cevenuas, nat § 48,326,121 TE,A73, M3 5 4d, dlG. 64l
DpELat Ly eofLnass 107, 119, R4 45,040,71d T IAE 25T
lega Crom apersbtlong [l a3, 522 16,161,732 (1% 4B, R1h)
Honoperaling FRUANNAS[AXEANSRS], 0=k 1,640, E69 V10,153, a3t (Ll 69w, 157y
LoEt to be recovered AN fucoEs period 1,041,961 = . S
Mer 1lodae E=Iore capital fontribubions [Ld, 720,892 (26,354,001 [FR.TIT T4
Capital cunkrcibotlong 0, W 1,906,370 E,7Ll7,451
CThedga Lo wet deElTiency P A19, 21 (22,443,423 (17, 4%, ESdy
Peetatamant - (5,184, L1
Het defirziency, baqinning [3) . YES, L9 (16,352,644 112,435,401
Mok Defisicney 5 (6531, %04} {57,965, 033 % (10, 31k, 6413




COREGNTERLTH UTILITIES CORPORATION
(A Componant limit of khae CHHMI Goveroment

HARAGERENT 5 BISCUSS5I0ON & AHALYSIS
Jeptember 50, 2006

Eignlighta of events affecticc  aAgsets, Lliabilities apd oet  defleiency
halapees follog,

puring fiscel 2046, 1obal assets inpcreased 6.1 mallaicn. sSigonificant changes
in accoupt baleoces were toled for the following:

Bccounts Teesivable wncreassd $2.4 millien, which waz brought or by
ey powWeI ratocg that were subatantially higher than rthe prev@ous fatase.

Inventory, primarily fuel, irccreaded 32.3¢ million doe %o increaded Lual
prices.

Deferred Fuel cost was 51 millico. Thia represents the difference
betweet acloal fuel coata and clogtras fuel charge revenucs, resulzang
in a4 net under-recovery of Ewcl rosta.

Capital ngzgets, nek of accumulated deprecsacion, increased §31.% million
dum +er additions to plant and equipment .

rash mnd equavalents decreased 57,3 millien due Lo Ehe timing of
pAYmMRERtE o oma o sdppliera and contractors-

Total .ishiliszies incresased £13.5% million. Zignificant changeda in aecoant
balapnces were noted for the Eollowing

booounts pavable incremaded 32.2 million due to increased fusl prices,

Interest payable incceased 35149.1 million. Interest coctinues o accrue
on the Totes poaysble to che Commonwesalbh pevo.opmedt Adthority [CDR)
totaline 261-46 millico. Alehcogh Legisloticon mas awthorized CDR KO
waive the prineipal and accrwed ineerestb, CUC arcd COA have rot yet
finalized an agresmant ko caccyast ke provizions of the Ponlic Laws.

Long—term debt, less cuaccent matwritiea, increased 4.5 millian. coc
acknowledged indebtedness to Commooweallk Porbe  Authority {CPR)  Lor
54.4 mlllion for a sewsrlime, lews cvrrent maluricies.

Custoner deprcaita  increaesd 35440, DOO. This reprepents the net of
depedits collected from customers with cpeb acocounte net of depoxits
refunded to customerad with olosad sccoounts .

ifyTrent maturitiea, long-term debt payable, decceased §3.2 million.

Fet deficiency ingceased 37.4 million. Significant changes in balances were
noted for the (ollowiong:

Wet deficiency decreased 5%.1 million primarily due ke investments in
capital assets, plant and equipment, of $24.) million l&ss the related
loan payable to CPA of 54.R milllon.




CHMMAHWEALTH UTILITIES CORFOCRATION
[h Companent Dpit of the CHEI GoUlernmeank )

MAHRGEMENT 'S DISCOSSION & AHALTSIG
Beptember 14, 2006

Wet deficiency decressed 53.5 million with the iepayment of the Loan
payable tg Mobil for 54-4 mallion that was secured by restricted gash
and egquivalenis.

Met deficiency incresscd 230 million dws primsrily to the $1%.4 million

lmag Erom Operations.

Operating Reveondes

2006 2a15 _20p4

PewET & 51,23%,1%8 59,600, EX% & 5%,176,537
Warer O, 246, 14% 9. 541,062 T, 385,415
Sewar 1, B4dw, d6% 2,205, 369 2 3%, 238
Fual surcharge 11,151, 5%5% T BZ0,E5d =
Elgctric foml chapgge 19,378,371 = -

Ot her 4%3, 181 E4],09585 556,311
Toral a%,326,321 HO,Q018, 741 71,368,171
Bad debts - (1,135,757} (6,321,534}
Lperakting revenues, net T BE,326,321 YEBYH, 9EG & B4, 466, B41

R ==

2006 Oparating Revepnuen

1%

m Power m Water SEeer

B Fuelsurcharge ® Electric fuelcharge  Cithar

[10.4 peEre=nty
[12.1

In £004, oppeRIating cevenpes incressed morae BEhan 9.3 millicn
whken comparced to revenoss far 2445, whick increased S8.6 millien
prrcent | when compared Lo 20404,




COMMOEWEALTH UTILITIES CORPORATION
|& Compenent Unit of the CHMT Gowecnment)

HANAGEHENT S DISCUSSICHN b BRALTS IS
Seprembear 30, 004G

2ll, or the majority of the incresses were related to power revenues. In
2006, power revenues finclodang L[oel aurcharge and elgotric fusel charge)
increased §9.3 million (13.B percent] when compaced ba cevenuesz foxr 200G,
which increaged 38.3 millioan [L3.49 percent) when compaced to 2444,

In February 20058, CUC imp.emented a fuel surchacge {ee aa an interim measuce
to offpec some of the increpses in fuel co3ts un=xl auch time as a oest af
pervine ptudy rould he mandostad.  The abudy was completed and new 2leckbrac
rates were loplemsnted in July 2006 to replasc existiog electric ratee and
the fuel surcharge fee,

In 2004, water, sewsr, and cther (latse charye] revepuss decreassd 31 millaon
(8 percans) whep compared to rewvenues f£or 2005, which inercased 5=04,331 (3
pRIcent | when vompored to 2004,

The decbesss in wakear Iewanues was bprought oa by the fallawiog: {1} continoed
ingtallation of additicnal water meters to oea2orse apd bBill water charges
based an actual coosumption, cather than the previous machod that was baged
on ar eskimated (lat rate aspREsmANT, bhas endcracaded  Ca3tomeELE Lo oow
conBEaIva water to lowar Eheir waker shatges: [2) ¢cleguee of many Jarmenk
momifacturing busiaesses=s, whkicl weve large coraumera of water, havrs rezuleed
in reduced watsr szales; and {31} khe steady decline in the oumber ofF tourieta
wisivting the islanpde nave raswltod in reduced water 2ales to hotels and
businssses thast servine soa-ists.

Booouse water consumpticn i@ ueed as a baais to assess apd blll aewer
chargee, &Sewer rCevenued have oOeclined £for thae same reasons mentioned for
waker.

e
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COMMOCHWEALTH 1MPILITIES CORPORATION
th Component Unet af the CHMI Gowernment )

MANAGEHENT "5 ODILSCUSSI0OH & AHALYSLES
Sept=nb=r 10, 20144

DpE:l'-!.t-il'll_:l' Exprnama

Z0ODE 2F3F5 2004
FProduction faal 18,027,452 I S9. 246 BI5S U, H12, 820
Genaral and administratiwa 13,925,821 16 270, 15% 1&, 683,34
Depraciation 4,213,412 B,lEZ, 733 2,107, 3498
Other prodacticon 5,392,323 5,291 414 6,142,042
Maintenance A,812, 540 5,.3Z.0D5 5,428,514
supplies 150,495 579,356 Bd3,%14
oOther 507,800 112,421 143,81%

5 107,729,845 & 9%, 04D, T1E

T%,943, 257

i Operating Expeanaoa
&3 20 000,000

& 100,000,000
540,000,000
LR0,000, 000
S0, 000 000
S20,000,000

-

s Produchian Tuel

=== Oher prod et on

004 2005 MG

Eeed General and adrinistrative ) Depreciation

B Ml e nama e e Supplies

[S— ] T — — [perabngreyenues, not

This graph shows the teotal relationakip of the total operatiog
axpansas (Btacked bar 4Qraph) in relatson to the total operating
revenues [line graph).

Iy 2BL€, +total operating expenses increased abour 522.7 million (13.4
percent | whan compabked ba g¥pensess Foc 2005, whick inereassed 53151 millinn

118.9 parcent] when compared to 2034

¥eze it not for menegement’ s coat-cuatting meapuras implemented in MMM and

2003, the increaze in operating sxpmnoeg would have bocn much higher.

W T T ————————————



CiMORVEALTH UTILITIES CORPORATIONM
(A Component Unat af the CHMI Governmenti

ARMAGEHENT' S 1BLECMISSI0ON & RMALYSIS
sap-aabac 10, i4dE

In 2006, productlon Luel wes 518 million, on inccease 518,83 million {2F.3
pRICent] when canpared Lo 005, which increased §19.4 million {98.8 peroentf
when compared to 23H4.  Production fusl iy the single largest owpense of COC,
aeceunting for 4.4 peromnt of tetal experaea for 006, A2.3 percent for
2005, and 4%.F poroene for 2004, The increass in the price of production
fugl wag brought oo primarily by worldwide demand Eor petroleum products and
politicel tensians io variows porcs of the world. These factors gave rase ta
fmara of ahorlages of petroleum-related products; triggering =sigolileant
increases in fuel prices thet ate beyand CUC‘e control.  Thws, 1o fiacal year
2006, the owerall avarcacde price of prodoction Euel was 52.15 per gallon, an
increa=ze &4f 55 cenks per gallom (24.4 paromat)} when compared oo 200%, which
increased 56 centa per gqa’len (53.9 poroent) when conpared to F004.

Wonethelega, aizeabhle teductisans ik operating expenses nooorred 10 tWa arean
in pacticalac: y1| genetal and admicistrative exp=nse and (2 maintenante

ENREROEE:,

In 2006, weneral ond admiaistrative expepsss, which iz primarily pevsonnel
coata and celated benefits, decreaged 2.0 miilien (17.5 percenk}  whan
compared to 2005, which alse decreased by $2.4 million [L2.% percent) when
rempared to 2004,

In 2006, maintenance expense decreased 51,3 million (25.0 percenkl wWieEh
compared to 2333, which ircreazed oy only SL0O0,. 000 (2 percent) when compared
o 2004,

converaely, in 2006, mther produckion  expense  innreased by 5104, 000
{2 pRTCeot| when compared £o 200%, which decreased 59300,0043 (14.4 peccent)
when compared ko 2004, The increasa in ZDD6 Was brought on by the decceasse
in mainkenance expense thet resolted in eguipment failuras for =ofe of Ele
larger power gepecating equipment. In an effort te prowide electric servics
tm  all COC  cusleomera, CUC  purehased  additienal production  Eram its

indeperdernt power producer.

In 7006, supplies and gther expeoses decreased g total of sbout 100,000 (6.5
pRCCELL| when compared eo 2005, which decceassd by §200,000 (1% percent) wheon
cnmpaced to 2494,



COMMONFEALTH UTILITIEE TORPDRATION
[ Comporent Onit of the CHMI Sowernmeant)

MAMAGZMERT 'S DISCCESI0ON & AHALYSIS
Eeptember 30, 20045

Copital Projects
CUC ipeurraed rapital espenditures and recogqnized related reRveoum irn the Foro

a4t capital eonkrilbuklons af 57.4 mallaesn in fiscal amr 2004, which is an
Ineressa a*f 53,4 million (36.9 percent] when compared vo fiscal year 2005,

The cepital cootoitations, by soocoe, gre as Follows:

2 L00%
Amount L amourt ¥
Fad=r=sl z 4,121,441 56.59% a 2,?&?.319 Tiu.B4
Local 3,179,130 di.9% 1,135,050 20 TR
Total 4 ToENQ, 971 100,03 0 & 3 506,376 10D, D%

FPollpwing is & summary n»f tha G0 "a major orpreal =sxspendikutas far FO0DG:
EEﬁE[ﬂI ﬂﬁﬁiﬁﬂﬂﬂﬁﬂ

The V.5. Depariment of -“he Lntericr provided $1.7 million, far khe fallawlng:

- PowaT Poant Rehaoilitatbion 2l.5 millian
- Bewar System Jparads 2l-4 millian
- ‘Waterl ne Inprovements P i milliagn

The .5, Depariment af Homeland Secur-ty, Federal Emergency Hanagement Boeney
[FEMA), prowided $500,000 as public assistance t9 I8RALT oand of eoalacs
Foder . waler, and Bewger  ayalema and related sguipment  damagod ducing
bygphecns .,

The 0.5, Epviranmental Protectior Agency provided %400,000 far the wopgrade of
Eegetr and waker syskems and relaked equipment,

Liocg) AsSisEgce

TLe CSoonoowealth Po:bs huthority provoded 52 millicn of Lhe 6.8 million
requir=d for & new=r svatem for the =outhecr: poctdon of Saipan,

The CHMI gowernment, &5 a pass=through grasnt, provaded 51.2 millian ot
owecact 07 Sunds recmived from tha 0. &, epartment of the Ionkeriaor, Eor bBEhe
upgrAade of sewer and water aystema and relaterd] eguipment.

Additional infermaticn about capital activities appears io Hoze d = Caplital
Aggeta of the Wotea to the Finoncial Statementa.



COMMONWEALTH UTILITIEY CORPRATICH
[& Coemponent Unit of the CTWHI Gowvernment |

MAHAGEMENT 'Z DISCUSEICH & ANALYSIS
Eeptember J0, 2006

ebt

Lora—term dabts as of September 20, ZN06 and 2006 are as ‘ol lows!

2006 200%
Commonwealth Cevelopmenk Aokl ey 561,564d,7TH0  S41,5%8, 130
Counnpoowealth Forts Au-hovaby #,215,024 1,388,191
Mobil ©il Rariana Islands, Ine. 574,105 1,028,172
Unitrd Ssases Deparsment of pgricultues 107,534 156,715
Total )L aR5, 411 48, #313, 64
LEFE CurIEnt partian fil.901, 560 44, 0464, 204
Lapg—bLerm debs, net af carrent porlion fh3,8%1 5 4 HRGL TGS

In Jdoly 24, the LTommoenwsalth Porta Aduthoeeity (CPA)  cooveyed b4 CUC &
smwarline 2ituated in the =scotheron portico of  Salpan., In rekurn, COC
acknowledged an obligalion of 54,829,394 for its share of tha infrastrtuctores
costs tor the design, management, and coastruwction of the Feweclioe.
Intéecaat 1% 6.23 peroent with oonthly pAvymentd af 593 83 Eor 5 years, Flrat
payment 13 due on Octobes 31, 2007.

I addition, o=n June 39, 2006, cu? fyully ligonidated its debt rescheduling
acteemernt witn Maobhil il Hearciens Tslands, Toc. that was far gh outatanding

1lakility wof £3,710,319 Eor Edael purchases.

2dditional imformation about debd ack-viriss appeEare in Nete 3 = Lopg-term
Debt of the Wotea to the Financial Etatements.



COMMORWEALYH TILITIEE CORPODRATION
(A Cdamporcent Moit ofF the SHHI Gorernmentp

MeEeGHMENT -3 DISCUSEION & AHALYSIS
Smptember A0, 2006

ECOROMIC FACTORS AND FOTORE PLRENDS

With the imple=méntation 4f oew electrie ratea in July 2006, OUC belimres Ehak
was the first majar step in ak& efforts oo achieve fwll cost cecowery.
accordingly, U plans ta have the electris rates reviewed and updated
annually, In addition, OO0 i3 mering forwerd with plane Lo hawe the water
and wadlewaler cost of service studies fiaalized and oew reces inplemented at
tlhe warlieal. Sush ralea would be developed in sccordance with generally
accapted vate makiag principlea. The rakes would boe sot at levels that would
allaw SUZ to be 2inancially ifndependent of all approprisations by the CHHI
legislature and be soffledlept to vecower all coBtE aseEmriatmd with  khe
operation, maintenance, transmiggion, generation and delivery of march otiliky
seCvice; to rapay ary debs Asioclated with the applicable service; and to
repair and or replace related cepitel equipment .

Ir addition, CUC plans to oontinue its cost-gubbing elloria and to streamline
operationa., In this regard, CU2 will plece enphasis on the privakizazion of
the power planta locatad on Sepipan and Roka.

To amprawe LEs financial conditiem, ©UC plans to nontinde negotiationa wWith
the Commoswealkh Development Authority to reselve che iggue of COC'3 loong-
outstanding denk approkimating SEL.E million and the related socrued Loesrask
payalle approdtimating $105.1 mLllicn ae of Septembec My, 2Q00E. To mwle ktlhis
issue Forward, CUC will ss=ek the support ond assistance pf the CHMI central
gowernment and the leyrslakpre,

Mmles, mAnagenstt Will eaks a more proactive and agaressivm approach eowarid

the cellection af Lt3 wkrliky receivablea, If amounts are undes digpate, ZUC
wall work dillgencly ewoward their reaclution and offer reasorable peynent
Aarcangements for wnpaid anounts. When deitermined that & recesivable s oo

langer ¢allect-ble, CUC will wrowpkly write—off the receivable,

FEQUE=TE POR IHWPFORMAT LN

This finmancial rapart ix  degigned to pravide our  clblzens, CAERAYRIS,
customers and craditors with a4 geEsecal overview of kBhe COCg finaneses and o
demornstrate accountoabilizy for the funds it masagesz, Fleaae direct any
queations about Ethis repart or Tegueabts fac additiopal wnfccemation oboat
COC'a fipances Lo

Commonwaaith Utilitisp Corporatinn
A==n: Thief Finanrial officer,

PO Bo 301220

Sdipan, HE 36950

Or, cell (670] 235-74925 theough 7032 or email ab goguerreroloucgowr.net.



ORI WEALTH UTILITIEE CORPGRATION
[A Crmprnane flnit of =he CHMI Gavernment |

Statemenss of Met Axkets [Dofleloncy)

Saptamnac 10, 006 and E0DS

LASETS

CUKEENL A85eLE
Curcent unisgbristed goapky

cash and cash cguivalents 2

aoconnta recaivabla - wtiliey, oot nf allawance
mE 510,502,676 and 525,875,748 in 2044 and
AaNS, respoctively

other recewvables, net of allowance of 5A%3, 067
in 2004 amd 2005

e foom grantnr agencins

InvenLoery, less allowance [or aobsolesnonns nof
ST, 652 and 701,462 in 2015 and 204G,
respectiely

Ceferred Luel oosls

1905
2004 Beotaked
1,521,874 & 3,794,728

14, 08d,.49 M

10, 0%, ik
1,041,541

N 31,000
L,EIT, 249
1,307

0,128 9

Total onrrent. unceshricel asunts

27 66, T

2,880, 101

Currant restricted aseete
Casly and cesh =gquivelents

T, 670, BG4

7,594,615

Tacal current rastrictad assats

T,E70, B4

‘,hW1, 410

Total currect asapgcs

A5, 5£7,541

11,41PB, 186

HonoaI ek assebd
Tapikal asacto
Ukility plant am aervice
Elestrie plant
wWater plarnt
Sewar plont
Brininistzatiwve egyulunent

15,331,921
b 2, AEA
29, 639,628

4,599, 582

11R,1329, 824
S, 176 RAT
1L B% A3

4,440,397

Trtal
Arcumllated r_'IE[:I.Ii'EC latran

210, 064,96
(124,965, 5A6)

R L T T
1120, Ed4,555

Mr- peility plant and administrat ive sdgulament
Constroceicn in progress

ag, 71, A%
12,613,853

20,600, 01
14,451, 744

TeTal capital assarx

L3, 5B . 205

Y, ahE Y

TOTRI, ARSETE

Lid, ka0

LEF 871, 141

Ses aocompanying notes to fipancial statements.
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COMMONWEARLTH UTILITIES CORPORATIOMN
|& Campeonenkt Onit of the CHMI Government ]

Statsamentd of Het hggers |Deficianoy]
September 30, 24004 and 200%

lnrgsteinkad

HET CEFILIEMCY

UommitmeEnta and contdgewe e

{111,450 ,0%]1)

2005
2006 Reakated
LIRBILITIFES
turrent liabilaitines
Cotrent maturitles ot lomg-term debt §  Bl,B20,94E  § 41,517,534
Lurrant. ohligations vrdec capital legoe 1,531,480l 1,271,724
Accounts pavabh' e 21,522,271 W, 34}, a0
Accreed llabll-kies 56,055 133,557
pocried payrall 611,403 G503, 100
Ccompeneated absences, cucrent porcticn 148,397 IFY,E2Z
Due Lo primacy governmenlk i 024,212 1,33%1,453
Interest payable 105 L36,517 95,4716 442
Tyatomer dappaita 9,727,956 R EI R
Curyenk maturaties of long-term debt payable
from clurrent rastrictad amsots - i, 248, 244
Total cureene liablliriea 191,262,125 192,142,468
Honcurcent liabiliti=m
Loang-term dobt less corcent materiti=s Ho 44,452 4, 0RK, TS
Okligatyone undar capital laass, 1ess purrans maburities 2,E41,735 q1,203,54n
Gdvabhces Lirm CHHI Governmanh LA0,911
Compensated absances, 1Ass mnrrent poctinn aTa,.q474d 4%, 085
Tatal nancucrent Liabllitles |#.037,5%A7 B, 693, A&
TTRL [.IRBIT.ITIES 204,35%,710 L) B15, 164
HET ASSETE |DEFLLLEBNCY )
Hct m=m=tm [(defici=ncy}
snreRtad in rapital ansekea, act of related debt 3 I8 g, 478 5AF, ANk, 104
Eeglrlckod TL.E70,8019 1,345,554

A E T

5

[(E%,3@d, 914)

5 (E7,965, 15%])

Lae pooonppanying notes to Eloancial statements,

= 13 -



COMMONWEALTR UTILITTES CORFORARTION

(A Component [Init af the CHMI Govarmment]

Bratements of Rewvenuas, Expenzes and Changes in Met Deflclency

Saptadbar 30, XLE and 200

2005
Z 1 Hegtated
Operat ing eawaniag
FreAT 5 S1.202,19@ =%, 804,939
ok e 1,744, 145 %, 341,0E2
Bawar 1,339,86% 2.20%,5E9
Flartricz fuel charge 1,378,371 =
Il ButeharTs 11,131,559 TLEED, 224
dthear 402, 191 041,903
ToEal Be, 116,331 RO, 01A 747
Lepa bad debts = 11, L3%, %974
Mek oparating TewvEMLRA HE, 126,321 Ta,67R, 1IE

Oparabing =xpeendsd
Froduciion fual
Cancral and administrcabive

Ta, 027,452
15,925,841

59, £46, 645
Lh, 200,153

Deprer 14t inn Bedll. gl2 4,182,733
Othet produrtiocn S.292,.3F3 T, 3AL,.414
Haiotenanoe 3,B11.544 5,032,005
Supplias 150, 455 LET%,1%GH
JEher 507,500 338,451

Total operating expenaes

107,725, 42

AR 049, T1E

Tmors frcm qparations

119,403,523

(16, 1el,733)

HI.HI—"}FIEI.ﬂtLI"IE:I revanyasd [(axpenana )
Racovery of bad dektes
Inkmgegt SinCome
Higcellanaauae income
daio on =ale of vagital azfaets
Sektlamant imaaa {SXEPRAORA |
centributian to the p.l‘.'].l'l'lﬁ]:'}' qove Cnment
Intareak ALipenae

15,273,467
143, 287
67,104

(30,361
164, T55)
111,103, 267)

216,300

21,165

793, 50
(G4, 759}
$10, 500, 165y

Tnkal non-operazing revenuse {SXpERIEE], nat 1,640, 86% (LN EENILTE
2Rt =a ba recovrocod in futoce period 1,0d1,%61

Hek lage befors capital onntribakizns [1d, r20, 652 {28, 594,801
Caphlal contrikbwtinne 1,304,971 3,916,370
Change in net deficiensy 17,910,721} 122,448,421
Mrt. deficigncy, b=ginnicodg [97,%65%,.1%3) 130, 32z, 690
Hessatemenk - (5, 181, 230
Bet defloiency, ending 5 (B5,08d,%14) 157,965,193

SEee accompanying ooter to Einanclal stakemente.

= 16 -



COMMCWEAT.TH UTILITIES CORPORATIOHN

{d Poppanent Pnit of the CHHI Sovernment )

Statements of Caah Flowa

Septamber 33, 2004 and 200%

tash £lomes foom operatlny activiteed:
Cash received from customEcs
Caah pavsenctd Le suppllere for goods and servines
cash paymenta to emplovyees for anrrines

Het cadh wded Eovw operating activities

Capgh flows from noncapital financing activities)
Arlvances fridn perar_l,-' gi:r'.-'ernrnent

Net caah provided by nonoagital financing actiwieles

ragh [lowa Irom capllal and related financing activicies

Fogquisitiovn apd ceostiuwciion of caphlal apgata

Pragocdn Eram sale of capitel aam=ts

capltal contrikbukbiona reocived

Felnclpal vepawment ot Jdebt

Inter=at paid on opotstanding debe

ket dacrease |incTease| in eestricbed tine
rpreificates of deposit

Met cash pravided by {used far) capital and relared
financing activities

Caah CLlowa from inwvesting activitlas:
Intkernat roceived an time cectificacas of d&pﬁait

ker cash provided by investing activitias

Het change in vagh and cash eqguivalente
Caoh and cash eguivalenta at beginning of year

Lmste Apd cadh agdaivalentd ak end of year

Caah and cash equivalenta
Restricted cash and cadh equivalents

1106

£

Tieplaked

3

A6, 615,999
(79,994, 105}
EPEEEFE L

BT, 23T 67

1B, SE6 0221
§13, 407,597,

(2,132,665

140, 811

19,411

(3,775,982)

{1:752,064)
T, 590, 343
{4,367, 1RE)
(1,195,152

(1,318,783}

17,345
a,4109 916
{1,572, E5E}
(1,151,417

[273,139) G,240,208
(194,198} 1,054,032
ih¢, 237 27E,7490
15z, 2497 LTE,T700
11,895,665 Z, 174, B40

11,566,591

10,211,544

5 9 1% #7494 4 11,344,243
3 1,525,974 3 A, T12A

P BT RO T,%91,£15
2 9,332,67F 5 11,346,341

See accompanying notes ta finenczial statements.

- 17 -



CiHBHINWERLTE UTILITIEE CORFORATION
th Comppnent Unait of the CHMI Governmant |

Statemente of Cach Flows
September 30, 2006 and XROS

2005
FPr=grated

5521 3 116,161,732

1.2 E,1B2,733

- 1,108,757

167 -
104

969 TG | B
134 i
b {11,400 1455}
174 4331, 045
any; £,135,711
944 FLUE0 Y8
and)y 13E4, 523}
TR 117,672
N JUH0, RS
6119 CELIRIFS
B %5 -

ZOA6
Beroncillaeios af Lege Irom cpevataone to net cagh
nsrAd far aprrating activities:s
Loes from operationa 019,403,
AdjuEements to reconcile laag trom oparabtiona to oet cash
used tor gpecating activivies:
Deprecial Lon 1,215,
Decoedps in privigicn Lor indentory obaolescence
Froviaicon Ior bnad debts
neceyery of bad debte (15,273,
Misp=llandeous: Lacdome {&7,
Ecttloment incamc 59,
Bestatamant 5,144,
{Increaze) decyegse in 488etE
Aerwvotd ceeaidable - ubility 12, 016,
Ttther rroeivablas ing,
Irveniory |1, 246,
lpvrease |doacraape] in liabilivies
Accounts payablo 2.17%,
Accruad llabllitiea 177,
Aechued paprcll [A51L,
Crmpensated abaences [104,
CystomaT danosits S0k,
Loag=-term debt 4,629,
Net cagh used for cpecating activitias a4 12,3312,

BRI} T 42, 1S Hd2]

Supplemental discloswre of noncash capltal and related financing and operazing activities:

Booruwal of poograss hilliogs celated to various angoiong
capital projects!

rnneash inercasn in due from grantor agencies 2 - 5 i6h EGW
Boencadh incceata in accqeed liabllitles — A6, 659
5 - % -
Ccanverslon of accouonla pavable wo notea pavable
Woncaah decredae L accounts payvable G 44, 8i%,B%51 3 AS,TID.D1ES
Honrash increass long=cécm el t B9 BEn S, 10,018
3 - 5 =

S ACCOMpARYing notes to [lnancial sbabomenibs.
- 15 -



COMMOENWTALTH UTILITIES CORFOAMRTION

Bup.eamantary Infcrmaticn

(A Component Unit of cthe ONHI Cowecnment )

Statem=nt of Aevenued, Expeneas and Thanges in Het Deflolencsy o0 & Pivieional EBaasia
Bapteambar 30, 2006

TferwFirg CAVARnIE :
airdmrnpenenl
~'PHL e CnreEn
~HFHT Agerslaa

Tetml godernrencal

S el
Anmadenktaml
dibmc

TZ1%; REr"CATIMNG FATENUES
Tinrl dnkta

Hul -apsas eblng Lavarods

vparat IiNT WEpMnUEY
Frecrskrom Juml
genecal avd adminLe koAt Ta
epre-riation
ULherr poedartlon
Havinbendoc 4
Fapplius
DLy

Taal spocatlpg cip=-eea

Bocuznyga [load) Codm
uiurakitndd

Ran-FEMCATING FAUANNAE [EEpand«n]

Fe=puary Af kEnd dekre
Laccress Lz
Mabo:llantoul Roore

Fadn un dnle of caplial sapacd

SeLhlarmant Wxpuran

FAanF-:nutTinn Ec Rhe poimacy
Jrararnrenk

Talgsenk #upanas

Totol Aeh=opeCaTing
vl

Ak TN kA reccoraced an
fuTnre peerled

Hat inmmae [ I=An] kEafocs
aspLral canTTLhasiene

Sapical szaTtclbutaizna

Chamgar 1 nat defoclearay

Ama gooomPaETyYiAng notey too Einancial stabemente.

rneernal
ldnicamkrabklve Pvwruuud

ENE! aryd Tukal

Vosalic War T SaAuRT Ferrmral Expunewsd 306
F 7,411, 1a0 § X, k01, 2ac 5 1,uaa, M = 3 L 71,5701
LN P |, Eud HO] diE.J1E EEFIE L
12,%3%, 741 a4, A0k, 1141 1,358,055 12, 281, 619, A 19E. 7]
LTS el ] 2.2%:.,511 SI0, A - - 1B, 0CT, nid
P T L 4,125, 41¢ Li%. 5% - - Ik, 011,502
f1L1EN, a0F |1L3,J392) 133z.74° 400, D b2 H S 8Er, 202
L, M 9,246,144 |,94%.95% 10,7 17 pdUL aLAY EH, L, d2L
18,003, 7ds q,34E, 144 1 1% Ha % AyH, _EX |2, dHL, KLd, BB, 1i£, 221
Te, 027,952 - . - - 1B, 01, a92
S, IUE  HAS FRCEREF] 1,0:22,81¢ 12,0 5h H 13,432, U3
L LY A, IL%. 002 1,013,825 121442 = B, 11741
i1, 71 I T4 9T AY] LR N HE, 136 13,281, 6l4. PR
3, 0LE, 007 111,104 A%, 19,005 - 3,41z, bad
g, 2d5 43,451 FLoase i, IE& - 1250, w93
- — _— Sur d40 - 571, Bdd
A7, A1 TR TAIT AT L RO LT F.F¥R, LET 12.2AL nldy _LPT, 275 RAT
LY RN AR 1,005,082 £1.,091.09%) 1%,%20,113] as (L L
- - 13,271,407 - 1%,7374, 401
- - - TR, 1ET - 152.7A]
- Ev, LDd - £5, 104
- - c=1,1ed} - 11041,
- " - LTI LT 1RaL. T
| Lo, #HS _k/id ) JHL VOET 1l 3901 = " (17, 108 2l
L Lo 484 474, 19L1,74d] (1,911 14, 54i, - Jk - J, 44D, A
L il 2ol — = - 1,041,901
174,171, %583) &L, HA 4, 0dE . Dad) 9,445, ZE1 14,320, 67T
3, 031, THI dh), YE i HLEF. T9: i - ., 100,97
I3, ey, Tudy % g ald 045 & 3. ALZ. AAS F,44% M H - 24018 N
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COMEONWEALTH WTILITIES CORPORATION
(A Component Unit of the CHMI Government)

Hakes o Financial Statemepty
September 19, 200E amd 2005

i1l cIraanization
The <Commonwealth Utilities Corparakiom (COC|, a componeot unit of  tam
Coemmonwealkh of Ehe Horthern Mariana 1slandt (CHMI), waa eatablished as a

Publile Cotporakicn by CMMI Public Law 4-47, as ametwled by PFablic Law 3-47,
mffeatove October 1, 1935, and began operatioas on fDotoeberc 1, 1987. CUC was
Jiwan rospansiliil ey Ear aupervialng the construction, mainienance,
gparatians, and ceculatice af all urility aervicea, ineluding pawer, aewage,
refuse collection, tolophang, cabls telewizieorn, apd woter, proavided hewever,
that whenewsr feasible, U5 shall contract for privaks businesses to Assame
tkg doties with respect ta gne or moze of theae divisions, CUC was alsa
dezignared the reaponsibility ta establ-xh ratea, meker, bill and collact
te=s 1n a fair and rational manner from all eanscomers of wtility aercvices in
avder Eor CUC Eo beceme firancially independent of approprlakions by Che CHMI
Legislabure.

12 Zummacy af Sigoiflesst becountlng Policies

messoremert Foows, RBesig 0F Accownting and Bseis of Fresentatinm

O maintaing mn eaterpride fusd to acoount for ite operatiors. An edbkecpcase
fund is a propriesary fund, which i3 accounled for on the flow pf ecoonooic
[eEouroed measurement focus and wses the accrual bosis of accounting. Under
this metheod, covenuos are recorded when earnsd and expenses are reocardsd at
the tima liabilivics are incurred. Enterprisse Eanda are ased o acocount f4b
operationsd taat At financed ard operated in a manner similar ko a ocivaekbs
buairesa antarprise, wheare the ifntent af management g to fipance the ooics
of providing aervices to the public primarily tRrougk uaer charges.

The accompanying finaacial statemesnts  are preaerled  in coafoermity  with
dccounting pricciples generally accgpted Lo the Uoited States of hmerica

{GEEF|, The accempanying  finspcial  statémenkz  have bean  prepaced din
accordance with the reperting model definsd by Governmental hecounting
Standards Board (GASE)] Statement Hn. 14, ~Hagin Financiai Stataments - and
Mardgement'a Discussion and Analysis = for State and Local GOveINments™, AE
amended by GASE Statemert No. 17, “Oesic: Fimancial Statements  and
Management'a Daacusalon a20d Anaiysis - for Steke amd Loisdl Goveinments:
Swrnibus’ - an Anendmenl of GASH Statements Mo, 21 and He. 34, and GASE

Sfatewent We. 34, “Cerlaln Firdrmoial Statement MNote Disclossies®,



COMMONWEALTRE UTILITIES CORFORATICGH
{& Coppansent Chit of the CHHI Govarnmant p

Hotey tp Fiogancial S-atenenbe
September 30, 2006 and zDRD5

[2) Suymmary eof Signifljicant Lecgunting Poljcies, Cantanved

Acoounting Sftagdards

GAGH Shatement Ha. 20, CAcccunting arnd Financial Keportlsg ror Propriatasy
Funds angd Oeher Coverchestsl Encicies That Uae Propristacy Fuod Accounting™,
requirce: that govepmenat proprietary activik ies BEBELY all GASTH
pECTIOUNCEMERts a5 well as proocuncements iesesued on <or before Hovewber 20
1%E%, unleaa tho3se pronouncemeota conflice wikth  or  contradiot  CRASHE
pronouncementa, Finonciol Afoounting Standarda Dosxd {YFASE"} Stotements and
Inkerpretationa, Accounting Frinciples Baacd Opindions and Accounting Resaacch
Bulleklpz, Governmenka are civen the opricn whethesr ov nok Ba apply all Fase
Etatements apsd Interpretations iasued after Wowvemhaco 50, 1949, except for
thoxe tnat conflice with ot contradict GASE pronouncements, COC has elec-ed
not. o ieplement TAZSE Statements and Cnterpretacicons issusd after Wovember

1o, 1%EL.
Mewr ['raneuncements

GLSE Statamens Wo. 43 — In AprELll 2004, the GASHE issued Statmmeot Moo d3,
“Firemnclal Reparting for Paxtempiopment Denefit Fiang Cher Thaa Pensish
Plare™,. —This statement eatahlidhea acosuneang and  financial  Ieporting
gtardards for plans that provice postemployment benefite other than pension
bereiits (koown aa other postemploymernt benefits oF QFEB]. This atatemeat did
rob kave an impoct on the Iipancial seeatementa of bEhe JUZ.

GESE Ztatemeat Ho. 45 — In Jure I0Dd, khe 3ASE i3auved Statemant Hoo 45,
“Accoenting and Financial Reparcisg ky Emplapers for Postemplopment danefics
Otker Tham Pensicons', This statems=nk rttakblosheq Btandards for the

meagurement, recogoition, and display oof OFER  expenaefexpenditurea and
relaked liabiliries (assets}, note disclosures, and, L[ applicable, raquired
gupplemenlary informaticn (BESL) ia the finenciel cepowks of atate and local
yoweramenlal emplovera, This statement is not effective unkll June 30, 2003,
The CCC has not determined ita affast on the finaociel etatementa.

GREE Statemsat Ha, 47 — In June 100R, the GAaBR isxzyed Staremenc o, 47,
sfiecoundlngy far Terminaticn Bepefits", This statement. establizkea accounting
guicabhee and dizgclosare redquirementa for termination bemeflibE arrvangemenia.
This stetemen: is effeccuore Iln Lwe parts. FOr termipation benefita provided
through ar existing defined OPEB, Lhe provisions shoueld be amplemented
gimultapcougly with GRSE  Ztatement Ho.o 95, For  all  athec tecaodsation
tencfits, this statement i3 affective for periods beginning aftec June 15,
2005. The UL has not determioned ivs effert on the finaocial steatements.

CASB Statement Mo, 4B - [0 Seotembec 2006, the GBRSD issued Statemmnt Ha. 13,
“Zales and Pledoes of HecelvabJes amd Fubdre Ffeveswes and  Inira=fntivy
Tranafars of Assets angd Future tievenyes . This skatement addresses accouatiag
and financial reporting standarcds for boensactious Where QOVernnents sxcohange
an imlereal in thelr expected cosh flows from collecting specific receivables
cr 2pecific Future revenues for immadiatn =ash payments. Thiz atatement
aztalllishes eriteria and reporeing standards regarding the exchange ac either
& zale or eollateralized borsowing, repulcing in oa lishaelarey. Thizs statement
1% hot «ffeskive until Jupe 30, 2093, The U8 has nek detecwmleed -t effect
an the fimancisl sratemenzd.
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1L} Summary of Siguilicanl Acooygnking Pelicjes. tontinued

Wew Mrofogaccoenss, Coniznuoed

GASE EBrateament Moo 39 - In Hovembero 1006, the GASB izsued Scatesment Ha. 4%,
"Accasnting zad Financial Haporting For Pallygtlon Ramadiacion obligaciams®.
Tris atatement addresses accoanting and finencial reporiing stondards foo
polluotion  (inclaoding contaminazicon) resedisbion  aullgations,  which  ace
phlivativos to addvess Lhe corrent or povcntial decromen-al effecta of
existing wallution by participaling in pollution cemediatian actiwitiea euch
a3 site azgcagments and cleanups. Thala atatement is nnt sffective until June
A0, 2099. Phe UL has not determeosd ita effecek on the financoial staitementa.

GRSE Statement No, 50 — In May 2007, the SASE -sFued Statement Mo, 50,
“PeRsIcon Diaclosures — an amenseend npf GASA Slatementa No. 23 oand woo ATV
Thia atatement more <los8ly aligns the fanencaal feparting requirements for
penalone Wwith Lhoae for OFEE 2nd, in doing so, enhances icformation disclesed
in nokles Lo financial statements or acesented as ASI by pensicn placs and by
enplovera that provide pension bonefiss. Thos  akaktement i not  effectiva
until Joape 30, 2008. The CUC kaa not determined it9 attack on khe Zimaacial
statementes.

GASE Statement Mo, 51 — In Jume 2007, the GASE issoed Staktement Mol 01,
“Arcounting and Financial Reporting for intangibis Assets®. Thia atatement
esteblishes accounting and fipancial reportring standards for wany differant
types of  awsets  ehat  may  be  ooneidered  intangible  asaets, including
casements, water rights, timber rigqhts, pateonts, trademarks, apd computer
socftware. Thes statement is Ook gffsotiws wntil Juna 30, Z020. The COC has
not AmtAarmoned -ts effecs Sn <he fainancial ptatemeants.

Hufgar s

In acodrdenss with CHMI Public Law 3-6B, “Plaaning and Budgeting Act of
1442, cug submits mnnuel bodgecs ko ehe CHHI Cffice of the Covernor.

cash and <ash Equivalants

For purposes of tie Statammnts of Het Deticiency and Cash lows, rcash and
cagh equivalents are definad as cesh on haod, caabh in checking and savrings
acoounts, and short—term time certificabes oF depoall with o metority date
Within Lhtee montha of the dotc asquosed. Time certificatea of daposis with
ariginal dalea greater than oioety deys ace =eparately clapaified on tac
Statap=nkz of ek Deflciencias.
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Hoktes to Fimancial Statements
Sepkember A, 20414 apd 2005

in T i Aorounting Policie fon

Cash and <ash Erpuivalents, Coohlnoed

GASE Statement Wo. I previonsly regquirsd government enkities Lo preseat
depoait riake ir terxs of whether the deposits fell into the Eollowing
Ccateqorias:

Cetegary 1 Dewasibs that are federally insured or collatecalized with
Seoucitisés held by CUC or ita agent ino CUL'5 npame;

Cateqgory 7 Uapasits that are un-ngured but tully collateralized with
pecurcities held By +the pledging [inawcial institution'a
Lruet department or agent io LLL's oone; o

Category 1 Jepozika that are collateralized wizh securities held oy
Ehe pledging fipapcial instituticon’s ftrust departmert or
agent buk oot in CUC's  pame  and  nene=collateralized
depos e,

CALSE Statemsnt Ha. 40 ameodsd SASD Statement Mo, 1 bo climdnate disclagoace
for deppyits felling itmbd categories 2 oand D bat petained disclasures Eoc
deposits falling wadéer category 3. {Tateqory 3 depoite are those deposits
that havwe sxposuze Lo russdasl croedit clak. Cualodial credit risk bis tle
risk that in the evept af a bank Faaluze, CUCYs deposits may not be petarned
to it. Such depasits arm not covered by depesitory inaurance and arc citaer
urcollateralized orf oollateralized waezh  2ecdrities aeld by the nledging
firancial institutien or Rald by the pledgang flnancial iastitution but oot
ir the depositor governoment s name. ST dees oot have a depoait policy for
cuatodial credit riss.

2t Seprkember 33, 2006 ond 200%, fash and rmash =gquivalents were 39,392,673 and
$11,398,343, respectively, and  twa  oorraspending bank  balancea  were
SYL4H7T .84 and 11,722,204, respectivaly. ©Of the bBabk balance  amoants,
59,394,295 and 511,6%31,797, reapectively ware maintaingd Lo financial
inetituticnes  2ubject Lo Federsl CDepoait  Inswranse Cocparatiso {FIIC
ipnsurance. Dank depoaita an the anount of 200,000 and 3135,441, cespeckively
were [FOIC iadaced az af September 30, 2006 and 200%., {THHT law doez not
reguire cempenent walks ko oallateralize theirt cash depesitm; thersfarae
deposit levels in edcess aof FOIC tpsorance are upncollateralized. Aceacdingly,
these deposits mre repossed bo coskodasl crediv viak.

Raatriatad Cash and <asn Egquirezlants

0f the reptrictec «ash aad cash egquivelents of 57,870,304 and 57.5%1,.615 at
September 30, 008 and 2445, respectively, $7,840,384 Lo 2006 and $7,581,3H
in 2005 represents cuektomer depoaita, of which, $7,504,LL0 in 2008 and 2035
lz Leld as aecuriky puravcant to a letter of crodit cobtained from a fipancial
luatiktutlen o0 2ecpre a &7, 60%, 300 credit limit for fus. purchadeq.
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(A Component Uoik af the CHEAI Goverbment )

Hotes t9 Pinancial Statements=
ﬂgptgmhgr 3, 2006 and 2005

IPTIN: ) Ligi . !
Realravlad Cash and Cash Eguivalenls, Consinued

Cash  and tash o eguivalests af 530,217 as of September 30, (006 and FOO0E
represent adyances from A grantor agency fsr o the d9e oo a speclf-o praject
and, azcocdingly are classifimd as restiicted in the acconpanylng linancaal
statements,

Acgaunts Recelvahble and Allowance for Unocllactabla soopupnts

Aceounkd receivable are clagsiftied as current asaeta aand are reported net of
ar: allowance Eor uncpllectible smounts.

L' pravides atility serv.eos tp customerss witain the CHHI abnd billse fore
thoso SOTVYLICCS I a mnnthly bazis_ The accumillated prauiaian far
uocallectible accoonts is stated at an amnunt whirh managensbtt baelieves will
be adeguate to absorb possible losses oo accounts ceceivable tlhat way Decdmns
uncollectib_e based on evaluaktizns of thea collectihility @i these accounks
and priox ocollection expecience. The ollowsneoe is  eshtablished through =
proviaien for bad debke charged to expense. Current palisy is ta pravide ane
buodred percent |[144%} of account balaaces greater than seventy=five [T5)
daya old.

Inventoty
Fual apd lubes pavenkary are wsalosd ak the lowser of soekb [firvst-in, firet-
auk)] or market [nek reallizable walue), Maktaerral apd supplies inventory ace

walusd st grerage cost,

Inventacy as of feptembac 19, 2336 and 20305 are ad follows:

2006 2405
Fuml ard lubes 5 3,226,993 § 1,492%,35%
Materiala and auppliza .04 674 E 0%, 241
Total 11,275,655 10,30, 541
Lega allowance for obaoleacence TO0, 652 1 a2
Inveniocry, netl lo.5da. a0y &5 0o a8, {o%
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P2 Sumnary of Slanlficant Beocounlliens Policies, €optinuad

Fuel 221 Jaosns

Fuel =il coets iopreass nr dacranse holl-ongs ko Ccugtomers based on price
change in fuel ©il purchaeed oy CUC, Under or oves cecovecy of fuel oil cpal
i= regorded as deferxed fve. cost asset or liebility, cespeschbawvely, i the
acconpanying Sialement of Wel pAapets {Deficiency|, @and fAre recovered or
Adaduetad wn future billings to cuskomace baged on the amepdments te parct 24
af the Electrie Zerdaice Hegulations of the 20T adopted on Joly 20, 200R.
Tlectric fuml rates are comnputed mobthly. Any difference between the actual
fuwsl mosts and the mlectric fuel rote sholl ke accomalated in a deferred
account and subject to annual cecanciliaticoe, Hg Lnteceat wlll be charyed or
paid on any under- or avar-recowery balaneoe in the deferred accounts.

Cdpitsi Asnets amd Depresiaticon

Capltal assers canalak of uwlility plant, admicistrative eguipment and
ceonstouctivh-in-progreas, Capilal azseta aye atated ot original oos%, where
ce=td arce aveilekle, lesa accumoleked depreciation, Depraciation is provided
tn  the skoaiglib-llne meclwwl based an the esatimated weaful liwves af tha
respective Asdetd, whacll rabnge from 3 ko 20 years, The costs of additions and
replacements ace capitalized. Repoirs and malrtenance are charged to espanse
as incucced, Retirements, seles asnd dasposels are recorded by removing rthe
st and accomalated Jdeposcistian foom the szsak and accumalated dapreciaticon
pooounts with any resulting gain o leas reflected 1n Ron-operabting rewanuag
[(gxpAnsas]  in the skateoanzs af  revegessz,  expencea and changes in nec
daficiancy. Asssts ars Tevimwrd for ampalement Whehnever eventsa oY changes in
ciroumstances indicpt=® that the Arcvisg amount may ot be resoverable, If
the faicr value iz lesF than the eezrying emaunt af the &aask, a lode kB
reccqnired for the differeance.

curcenk policy ie to capitalize items in exrmss of 31,03, The coat3 of
acguifitlon and construction of aquipment and facilities ore recorded ag
CcOnSLEOCELon—-LO-progress  antil such assets 2re <onpleted and placed an
aervice, ak which kime kthe CUC cormences recording deprteiakion expense.

Compengtted Abhgancas

Coopensated aslbssnces aee acsccued and reporled as a liability in the peciod
carred . honeal leave o b= pacd suok wltlilsn the wnext Eiacal year is agoruod
ard i5 i1neolpded in current laimkilitaes. Tha liabilitr at EEPEEEEE[ 1%, 2008
apgd 200% was 5T19,17% and 3822,407, respectaively. Mo liability is recorded
for nor-vestirg acoumulating rights te ceclive 21k pay heneilze.

An emploves cannot carry over ta the following calerndac year accuwalaked
annial leawe in exceas of thres hundred sixty | ML) hours. Hasweyer | any
annual leave accumulated in excegs of 360 hours ap of the and of the calendar
yeal cab be converted to gick leawse on the last day of such calandar yearc.

- 3F -
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184 gyummary of Sigpjificant hcceuwnting Policigp, Coptipused

Mot Asgets (Aeficiemoy)

Heet. &tsatd vepregent che repiduaa’ intersmst ip CUC'a azaela after liabilizies
while net deficaency represenks the exceas liakiiity ower azaeta. HNet ass05E
Jdeficiencies | canslsk af khves gections: investod in capital aaaeta, net of
related denpt: rnstricted expendable and unrestricted; and unrestricted. Wet
asaetz inwested in oapital asseta, net of debt  ioclude vcapi-al asgerta,
reatricted ond wunrestrictec, n&t 2f  ascumulated depreciaticon,  reduced by
oltatarding debt ner of deht ssacvice rpessyve. Het assets are ceparked as
testricted when constraints are  crpoged by third parties or enabling
lecialatior, ot the restricted net assets, 5344,%37 and 500,398 ax of
Septenber 39, 2446 and 2075, respectively ore expeodable.

Heth fremesh Polag

(UL pant.cibukes b2 tle Havkhern Mariana Ielands RAetacement Fund [HMIEFY, a
deficed heanafit, rcost=zharing malti-employer pension plan eskanlished and
admicistered by the COHHI. HMIRT provides retirament, securlty and other
benefits to mmp ] owrked 5] the  CHMI qJoverOment aril  {HHI aJenciesa,
instrumentalities amd publ-c corvpovaticons, and  to  chelc spoused and
dependents, Beasiits ace based on the average annuel salary aver the -erm of
credited asrwvice, Grogrally, beasfita veat after three years of crediked
gervice, For aarly rotirement, after 10 yeavs of vesting satvice ls reguired
an: memoetrs must he at least 52 pears ot age. Memoars, whe retire at ov
after age 97, 2r with 15 years af veztang adervice, are entitlend ta retiremaat
bpensfita, CHMI Poblis law =17, the Worthern Mariana Islands Reticement Food
ACt of 1988, is the avthority wadec which beaefll provisiona are establizied,

A8 a reaull of the Fund's actuarial valuatian report {as of Dotaber 1, 2023,
it haa Dbeen determined that for the year ended Septemboer 30, 2006, tne
funding reguirement for employcr is 36.7727% of covered payroll, aond Eandlog
reguirementa far employees ara 6.5% and 9.0% ot covered payroll foc fJlesz I
abe Clags 11 membera, reapectivelw,

ABecuired contribukiona and the percentace ectoeally  contributed foc ghe
current yvear and for Lhe preceding two vears ace as follows;

Fercentaga
Feroentace of REequired
Fiseal RPeyuired of Cowared matnal Contrioucione
Yamr Cenbribution Favroll Coptribhut can Contribited
200G 3,134,714 JALTTEITY F1,1M4 70104 1o
205 4,491,132 Zd 0000y 52,481,121 1on0%
rAHE 2,903,443 24.0000% Eh G0l EED 100o%

- 26 -
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- ignifscant hecounting Polici ign
Medical and Life Insurance Hanofics

In wdditicn ka providing penaion benefits, the CHMI Gueeroment alsoe ensures
that employees are pravided medical and life insuzance beonsEazs. The CHMI
overpment cre=at=d the Group Health and Life Inswrcance Trust Fuod [GHLITEG,
held in tronat and admini=stered by bhe Horthern Mariana Tslancds Retlramantk
Fund [(HMIFP). TN confrihutas £ the Group Health and Life lnsorance pragram.
Thia is opan to active mseployess who work at least 20 hours per wenk and
retired CHMI governnen:t eoployess who rcetire a3 a reau-t <f langth of
gervice, digability or age, a5 wel: as thelc dependenks. Further, thoss
pligible persons mual have elected to ongall during the period permitted in
the Emecyency Aegulations adopted on Septopber 6, 1994, Life impPuranaa
cowerage ace pectided by a privake carrier through the GHLITF. Coankyibukiong
from employess and employere are based o0 Tatas ag5 detecmoned by MMIRF Hoard
nf Trustass. Emplayes deductions ace made <hrough parrall oo pesslion benetic
withhpidings.

Ravenua Roooogniticn

T defincs oporating reveoues 45 veveoue Jenecaked from power, water and
pewer tales and saAcvices. Operating expenses are <oEte incidentesl o Ehe
gqeneracion of operating revenues . Bevetuss and expenasa oot meeting the abure
definiticne are clossifisd ns noneapecating revenoes and expances.

Power, water and aswer sales nrp rgcards=d as Lrlled to customers =n & meothly
ayale billing basis. At the ond af each meath, unbkilled revenuss are arcrnmd
far each oycle based on the subseguent oyale billing, Unballed receivanlies at
Nepkember A0, Z00B and 2005 are 56,009 305 and 35,157,463, regpectively.

Eat imatea

The preparation of financial etatemcnts  -n canfarmiky  with  accounting
peonciples  generally accepted in the Unitad Skskes of America requires
managerent b0 make eskimakes and aseunpticns that affect -"he reported amownts
af asdetd and liabilities ard disclopure of contingept mssecs asd liabiliriea
at. the date of Ele fainancial statements and the reporied smounts of revenusa
and exproses ducing the reporking period. &ctwal raswlss ceuld d-[Ler £rom
Lhass oshimsbes.

Raclassirizatian

Certain 25 balanoces in the accampanying rinancial atatements bhave  beess
reclassifiad to conform to the Z006E presentation.

= IT -
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3 i : .

coc ia a aub-cecipient of federal grants received by Ehe CHMI central
covetnnent trom varioos 0.8, federal agencies, CUC follows the accgunting
prineiple generally accepted in the United States of Amerles ot recording
crants=ine=aid fac constrdceiran orf acguisition of facilitiex and eguipment a3
contributions. Excess grant disborsensebts ovelr refeiphts are recognized as due
fTom grantor agencies ontil Eucods ere ceceived in accordonce with grant becms
and conditicona.

Chargea in the dus from grantor agencies  sssaoant Eor Ehe  yeara  anded
Ceptember 30, 2006 and 200% are ap follown:

006 Z2005
Balapce vt beygdondog ol year 51,435,074 41,411,255
holjustment (139,033) 1121,3147
Peductipng = cash receipta Erom grantor agencies (4,994,154 {11,841,343)
hdditions = program cotlays 4.834. 770 1, %4, 374
Balapne at And of year 5 38,859 51,233,074

- &5 -
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Septemnber 13, 2338 and 2005

144 ragital Bsxemts

& Sommery pt the changes iLn rapital pssets activity for the years ended
ceptember 310, 20046 and 20035 were as [ollows!

Balince dc ralooce ok
EEL 1 maled e Lo Roquisiviacs! [Caspasalsd  aijus-penrsd Saptemher
Unmful laurm 1. 2cous Toanafaca Jpurulylgy Pocaeciliaklans 14, Irdg
Ut LTieY plack i gaidiow
Fheeea fe priag YT pedArCH S0, fw Py LT R 340,400t 54,43, 428 3125 213,211
Habecr plark 2% yoacs 48,136, 0BT LR ! AL rar L (L
Soetr plork 21 poica 1: 617,844 £, 070 - TLFAL, VIV FERE R I A
REMLIIET LAl LYE B ipim-t 1 =% yed[H 4. &JU.yu Ad,. KlS - i0g, E1C i, %4E, 54z
205, 445, OHE BE3, 145 (21, d0ueEg L3RG, (3G R T
By Ja ke clepzen-pak gar P4l HId, s [N, L A 11, {us af k15 130S,FdF, Sk
Uapiwcidbls dafeld, 0l 44,001, 0L1 1T, RE0, Pl - Lz, 712, '9m 92,177, TN
CamHEIUrE L an kT - in - e 14.F91. THY 2LE3r, LR = [Rcie] : o ] T N L ELl:, =250
Caplral sgsecd, OdL Syl 847 Ta5 FY L i = - Al dsd .8 St !
Balanco ac BalAln:e dk
Eabkimakod U ExDay Aogyuiditichad ULspoaslss adjuscpnncs) sopkombar
JHFE{ L] L] vHH 1, A3l% TrandlHLH Tiatalnsm Mecaniil SLious 3, 2e0pn
vLilicy plant o sskvles
Fludbre: plarck Al yEdH SL1J,ZIE, %0 r [N 51 &, 225 AIH4 .27 H1L2 1205 . 1%
WaraT plapr il yenrm [T LR YR | LY B L - LER B, LS, 757 99, 17,245
Z¢wrl plant 0 yoars 1 ELL 404 LA ] 130¢c $o, Nz Hred, 23
Adnikidbs JLive GculprRant 3-5 Yeaak 3,547,069 L, 443y JE 354 LTEL 1 1E [ T8 TR
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Included in wzalaity plant in Secwvice  adjustments Eor  Eigcal  year  endad
Septembemr 30, INNE Are pompleted poajects transfected from congtroction work-

in=progress nf S512,0%9,4913.

peprociation oxponse for the yeacs ended September 30, 249€ and 2995 ie
20,212,412 @nd 59,192,733, respectively,



P HERLTH OTILITIEE CORPORATION
[A Comporent (it of the CHNHL Gassrnmenk |

Motes to Financial Stoseme=nhs
September 30, 2006 mnd 0D

ang-t:rm debt at September 30, 240445 atid 2005 is as follaows:

20D b 2005

Commonwedlth Development Authority ERL, SAE 7150 S6L,56B,750

Commonwedalth Porta Anthoricy B 215 d6 3 AR, LEL
Mobll 0il Mariana Ialanda. Indc B4, 145 }.E2O ST
United States Department of Agoiculiuce IR LoG TIG
Total 65411 BE DI0, BE%
Lass Murrent matnritims £1, 620, T44 6 Eed F04
Long-tarm debt, net of ourreant portaon 2 B Bdd J63 o d DEL 80

0f the current portion of

song-carm debt F0 omnd $3,F20, 17 sz ol

30, 2006 and 200%, respectivaly, are poayable using regstricted azsekbs.

Changea in long-term dsbe
follomas

october L, EdpLantar i,

A _Reldieizna -2 War 1L - I
Connenwaslilh bevalopmemt huothoroty 561,560,751 a £ - 5 K1, SE8,.750
Conrenwealoh FArLs hothority 3,138,111 d,HZ%, HES - A,2L5,2L0
Hobkll Oul Harlana Iclando, Ino A.0a0, M2 - (1,205, 3RTY =34, 1Ch
Uniced States Depactpent ot Rqroculture Lb,iLg = (47,188 R H - |
Tatal SRB.l0 ged AL Bed.0is LiS.fic.dad) o Tdudinulll

Ealanca ac

fox flecal year ending September 10,

2006 are as

malaru:#a At

GepranNlar



COMMONWEALTH UTILITIES CORPORATION
[A& Component Unit of the CHMI Government )

Motes to Finahcial Stalenenla
Goptember 30, 2004 and 2005

sl Lond=term Debt, Conkinged

Commanweaith Dewelopment Arthkority f004)

o omummAry of CUCC3 laansd pavable to Ch a2 of September 20, 2006 and 2R0RS is
as falleows:

2004 Pl K1 K

Loan pawable ko C0A, a8 component writ of the
CHMI, principal of S30.000, 000, interest
at 7Y mer annwem, with maturity date of
February 17, 2013, Brincipal and inlerest

pRyments are dus an yguoerterly paymnenia of
GRGA, 4G9 ga0, 000,000 230,000,000

Laan payablc to 2Ok, princapal of
Z1R,1XR . ASO, intmrmst =2t 5% pEr annum
wich maturity date of Janwary 12, 2014
Principal and iaterest woymmnts ace e
in guarterly parments of F359.5014. 16,068,750 16,069,754

Cizan payablea Lo COA, orincinal (=1
55,500,000, intereset &t T% pAT aprum,
with a maturity date of Januacy 30, 204640,
Principal and intere=at payments ars dus
in quarterly payments of 52Te.47L. S a0n. o000 5,500,009

Lpaasy payahle ko CCA, orincipal of
%10, 000,000 with L1meeresk at 73 per
anmum. Princlipal and iptereat paymernts
are Jdue il mankhly paymenks= of 553,509,
Na promdssocy agresment pelated Lo Lhis
note leps Dewsn sigoed sipcee the loan waa
abtain=d throogh Publis Low B-23, 10,000,000 199044 .4044

SQlootb. ol 2Ol 068, /00
bt Zpptember 30, 2006 and Z00%, OUO was ln defaulkt of repayment terms af all
loans payoble to CUR,. 1o aocordence with the wssecliated loan agreemente, in
tae avent of default, G2k may acoelerase 8ll cemscolng apoonls dwe,  Thua,
341,359,730 at September 30, 2006 and 2005, aszaciated with che loanz payable
to CD0A  including interest pavable on these nokes of  $105,1348,517  and

$9%,026,402 as at September 30, & apd D05, respectively, has  been
clagaified a3 curvent liabilitiea in the accompanying finanowml statementds.

On Havemoet 21, 2002, a Memorandum of Agreement (MR was sstahl ished between
CoA and CUC to waswe a partlon obf Lke lgana payable to o pnd the sonvergion
into =guity awne=r=hip of kEhe belapnes,. Public Zaw 13-306 effectuated tecms of
the MOh allpwing CDAL ko wadiwve 516 0GB, 750 ard waiwa certain sperified
intAarass paymmots and for rpther purpoges. Public TaW li-i4 effeccuaced terms
of tha dda by agtoorizing ST ko i89wue shares ko CHA of cumalative
nonaonversible nonstrapsterable prefecced ytock valued ak 545,500,000,



COMMOINHEALTHE UTILITIES COAROARTION
{h Component Unit of the CHAT Govercnment )

Hotes to F_nancia— Staitenents
Septemler 30, Z0O0D6 and 2006

5 — i 111
Commorrealth Dewvelopment Aukhoridy (CRA), Conktlhusd

v January 20404, the Memorandam of agresment IMOBp, exntered into on Wowvember
21, Z0DZ between COC abpd CDE was amended Lo exclude a provasScind ceqalblng U
to phtnip legislative approval Lory rate infreodas.

on June &, 006, the Covédoor af  the CWEI  approverd  Pobl-oe Law
15-12 which anthorized OUh £ waive the dum <F 549,900,000 of the principRld
amount owad by CUC, such amoouns heing the aggregaze goam of all cotatanding
sewel amd water project loans given ta CUC aed ceferenced in the ameaded MOA
execdted in Jandacy 2004, by 22 and SEA.

Pursuant ta the same amended MOA, C2& is avthorized o walve any and all
pccrued intereat owed by €UC on all ocutatonding leans Zo accordance with the
terma and capdiklans Sf the amewded HOR. Secticon T oaf fhe Peblle Law 15-134
provides that -p the esvepk thet £he power generation system for the CHHI la
privatized and controlled by an andependent power producer, fifty peccent of
the pripcipal ampuat of §45, 500,00 shall be paid by the Lndependent power
prodaocer b TRA-

Commonwaal th forts Avkhnrity (OPA4)

A pummary of CU2's lasans oayabla CPA at Zeptember 390, Mg and 2003 is as
follows:

2L 2005

Loan payabla to CPA, & component unik nf tha

CHMI, priacipal of £3,385,131, intéceat

ak b.25%% per annum, with a matucity date

<l Oclobker 311, 2017. Principel =2nd

wibavest paymenta are due in menthly

paywanks of 218 008 beginning Dctokor 31,

2007 . § 3,385,131 51,385,111
Lezaar payakle i CFPh, pPrincipal of

2d KX@,EQ5S, Lneerssk at G.ibi per annum

with g maturity dace of Sceober 31, #2012,

Prinvipal and Lotecest paymenls are due

in mopthly peyments of 353, DIE beginning

etober TR, 2007 A, 020,395
Total loans payable bto CHA d4,215,024 3,385,131
Less currenk porkbion = e
Long-term debk, pet of current porkion g B, 215,028 53 3B L2l



COMMONWEALYTR UTILITIERE CORFORATION
(A Compeonent Unit of the CHMIZ Sowarnmant)

Hoted to Fitahcial Siazemenks

September 30, 2006 anpd 2005

St Long-term Cebt. Continued

Ccommonwsalsh Ports Juthorisy fOP4) . Coneinuad
Future repayment commltmente of principal and interest afa as follosws:

Year ending

September 30, Brincapal Itnlereak Total
200n 21,101, TiX CJRL, EBZX] 51.G5B3,36%
20N% 1,17y QET q11, XET 1,5EB3,3494
20110 1,247,150 136 00d 1. 5B5,.354
2011 1,327,581 155,773 1,563,354
2012 1,412,506 I 0 Edn I, SES, 354

Rl - zo.7 1,957, %00 136,695 e, 2@B0 4535

SE ZIS D4 L1 OB} 1B Sp0 JOT D@4

Hnitsad Srdates Depgartmsent o Agricdlbare

on June 29, 19AA, the MR @xecuted & laan cobtract wilh Lhe United States
Depectment f Agrirulture, Facmers Pooe Adminastration Lo the amount of
2103 408, Thoe loan congrect beary iptercs=st At 46.125%F pEr AnRnum with
rapaymontE due an Janunary 1 beginning in 19B9 aod tﬁntinuing thrﬂugh 2O0E,
Procaads nf tha loaan are to b used £or the &sgulszlilan and construcbion af
impraovemants and rtanlacemants +ta  the  Saipas  Water Syskem, which is
adninistered by CuC, OO0 is reguiced to deposit all water sysktem revenope and
funds it receives thcowsd the "Covenant o Datablislh s CHMI i1nm Palicical
Upion <ith the JYnited States of &america (tho Covgnant” icte a water syskem
revenuwe fund to provide for repayment of tac laan. hs af September 14, 2006
and 209%, CUC had not establisasd tha required watar system cetanos tund but
haa eatab _iphed =zeparate general ledger accpunts fLo summAcile water EysSkem
revenues and Covenant funds. It 15 COC'E intention to repay BEhe loan Lram
theae scurces and management i= of the ocpinion that its process of aScolunk Lng
(or Waker ayvalem revenusa and Covenant funde i5 in compliance wich tlee woikent
of Lhe loan agresmenl,

The Eerllewing eummarizes this loan payable aa of Ssptember A0, IR Aand 2005

Faifil-] 2005

Lrann  payable +ta  the U.Z. Depertment ol

Agricultpre =ith TEpaymEnts due =151

Janpary 1, beginning  in 1399  +thraugh

2109, bearipg intarast At A=1/8% per

ANMNUm. 5 137,529 & LSB,. TLE
[BEE Currenkt maturities Sg, 198 15 1LET
Lang-term loan payable A 52,331 Al o3



COMMONWEALTH PTILITIES CORPOARTICN
186 Component Unit of the CHHLD Sooernmank )

Botes to Financial Statements
ceptember 10, 2904 anc 200G

1 Ry Lang-tecm JN=bt, Chatidléd

Hpitad Starnos Departmest nd Acrlowdtnre, Corbtinued
Future repayment commitments nf priocipal abd interest are ag follows:

Tear ending

Seplembey Jo, Lrioncipsl atCEest Tasal
2aa7 $ 52,199 3 b, GEE £ GEH,TEd
2004 -1- PR i g0 5@, TI0

RN S dfa 2 Lli . o0d

181 Capital Deage

o June 10, 1997, CUC entered into an agreemernt with & contractor for the
conatruction, maintenance and operation, and sransfer af owsecakip ot a ben
{10] megawatt power plant on the Zisland of Tirian. The asgreement la for a
quararteed price of §%,%-%,4d48 plue interest and Fems of 5LU1,641,000 payable
CAEr Ten yedlra in equal monthly installments of 5130,000., Duiing thid pariad,
the contrackor w.1. mainlain and operate the power plast and  be pald
cperaticn, prodockacn and maintenance feea of 50,000 per mooth in mddditlon
te the guarantesd price, Addirionally, oUC will pay a production fee of kEwa
centa {§0.02% per plant-prodoced <ilowatbt houwr for as long as the opecaklans
pol malokenance poreion of khe corkrack ‘g in effect., The powsr plant will Le
turoed ower to CDC o at +he end of kEhe ten year period from the date of
substantia. completion. On Cecember 13, 149948, COC executad a changs acdec to
expend the 10 Meyawatt Power Plant ko 30 Megawatis. Sucl aspansion iz ta Le
fylfilled w-than —he -—=n pear pevicd as atated in the original agrocemenc.

Cn Hay 14, 2441, 202 ex=cutad ancther change order |Expandsd Agrooment) ko
cxtend —he tem of the ofigiosl agreement to be effective upen the awzacution
of tha Expanded hgroeement nntil the Latey of Macrch 41, 2462 or the complsticon
of Tha rtarm as mitimlly mgredsd. The Expanded AJreement pruvldes for LU o
oY 4 hase loan rate of 50.01 plus applicable price adiusinents par kilowatb-
hour Cul uses sach month effsctive Mezch 1, 20D unkrl Harch 31, 2020.
Additionally, the contracter will operate  aod  waiskals Lhe  exiating
dietxibution ayatem of LW for the durasion gf the Expanded Agreement at no
coek to CUC, Douring the term of tho Zxpanded Agoesment, CUC L2 hot allowed to
purchaee elactric enerqy from any other producer other than the conbtralboy
for tha island of Tionian. Dn May 6, 2003, U and the eontrackar ewscuked
anokher change order to create & specific limited excmptico far the allowWance
at caer=arn liens to be placed an the power plant az designed and bua’e in
arcardance wikk the terma and condicicne of the original sgreesent  @God
previdausd chande apdeps,

- 34 -



COMMMNEALTH UTILITIES COAPGRATION
(A Component Unit of the CHE1 Governmert |

Hotes v Financial Statements
September I0, 006 and #0005

1451 Capiin. Lange., Toentinuesd

cuC implemented accounting guidance of Emmrging Takaesx Tazk Force (EITF),
Iggue Mo, 01-8, *“Latermining Whether an Arrangement Sonedins o Ledae™, which
prevvides goldance La determining when purchape agreements may b sulrject ka
lmase  accowpbing.  COC Lhas detervmined Lhat  the agrespent  te poarchase
glectricizy is in fact 8 gapital leass o acgoire the ploot and that the
capacity payments made under the sgregm=nt are _eaze paymenta. The opoceatian,
producticn and mointenance payments and prodoctian Eeed wunder the agreement
are reflecred P energy COTMVersion sosts under athas produckion expensa.

The ettecke of adopeang EITF Ho, 0l-8 were to ingrease plast and obligations
under <apltal leage by S49,%9%,.000. CUC has not obtainsd the actual cast ol
she power plant aswd has oot obkained an appraisal to decerming the Eair walue
of the lesmsed property, which L3 veguived by accounting principles ge=n=cally
pooepaed in the United Seteces of Averica. B3 a reanlt, manegoment has noe
hoon ahle ta assess 1ts coampliance wlth bhe EITF requirements and the impact
of this matter on the sccompanying flpanseal skakements 15 uneertain. Tha
laass has an affastive intec=st catas af 1EBE.

TUC may, without penalty, dischacge the enclre owkatanding balance <f the
quaranteed price by parving a discounted amount egual to the  adiusted
quaranteed price as fallows:

rericd _hmaunt
End of year 4 215, 000, NRO
End of year & 301, 000, AN
End of year o 10,250, 000
End of year ¥ S0, 000, OO0
Endt of yeor H 3 O P P T O T

The annsal regquivement to amortize the capital lease sblaigations of CUC ak
Eeptember 30, 20448 i3 aa fallowa!

Tear anding

Septembar 3§, Frincical Interagat Tabal
2937 1,521, BLL 5 &33,10% 22, 160 000
2944 1,B2L, 00 1319, ¥R 2,160, 000
219434 BaD, 695 1%, 195 B0, 0nan

PEBRLETEET I WL PE L= Sy MDD



COMMONWERLTE UTILITIESE CORPORATION
(A Tomponent Unike af thae CHOMI Goverbanebht ]

Hosas 2 Financial Statementa
sapcambar 3, 2M and 2005

F ] Mita =~ Dremory Sooayrmman ke
i el e ot i S M Sy P U ey, i i e e

Public Law 9-66, epacted on Ockober L%, 1995, yeguires qowarnmant ageanciss to
pay the Commanwealkbh Traasayay ab amownt npak lggs than ehe grearker of L% of
Ly total operationg Eracdicyest fram TN ] fal=t akhet =han legiglative
approps Lat Long orf pocsoant o Any ethec Eochlla, Which the CHMI Sitace af the
Pulrlie Buditac {QFB} and ths agency may egres, ta fand tle DOFR. At Septemnber
A0, 2006 and 2005, CUC hod an outscanding pavabais Lo the poimacy gowvenment
in the amount of $2,324,212 and 51,331,453, raspectively.

18 Fucsl Surcharcs Fao

Oon Jcrokey 26, 2004, CUC published atamezed amendments ko the Eleckrical
Zaryire Regulaticons (ES3AR] for & fuel surcharge. The rvejublation limited ohe
fuel Surcherge bo a4 maxinwm of 3.5 cents per kilawack houwr (kwh)] [or khe
Eirut rcalendar year aftec sdaption of the reguletion, bot allewed for Lull
cocat rcecovery in subseguent calendar yeacsz. The rzgulutiﬂn iac-ludes an
excepticn, rceguicred by statate, limiting she &annual increase for low walums
usmrs. AfFtmr notirps aod haariogm, the fusl surcharge was adopted in Tammarcy
A005%. Thm Sinal ragulatinn was publishad an Fehroary 17, 200% Ard] béesans
atffaptiva by operation of law on February YR, 2005, Aas & result of the
reagu.ation being finallized in 2005, the .5 per kwh cents cap on khe
surcheprge remained in affsct anctil the end of calendac vyeac 245,

om Jaly 2006, the CUC Electric Service Ragulations, Part 24 Rate Schedules
were: amanded to implement an adjustment of the utility rate structure. The
amendmant of the CUZ Electric Barvice Regqulationa ie in apcordance with the
recommendat ions and fandings set forth in a comprehensive electric, sewer and
wastewater rate study prepared for COC by a conswultant,

The fuel surcharge fee, made effeciive on Pebruary 27, 2005, as Par: 24.5.8
of the CUC Elegtric Service Hegulalione, was rescinded ae of the =ffective
date of the amendmenta +to Fark 24 mf the COC Zlectrlc Service Regulaticona.
The new wukiliey rave, which iacludes an eleckric foel charge, ia effective
beginning Auguse~ 006 uwtility consompkran and was taormally adepted on October
24, 200db,

Fuel suvecherge revenue for the yesr ended Septeober 30, 2006 and 2005

prcunted to 510,641,482 and 57,629,234, respectively. The el ety i o=l
charge was 514,843,447 for the year pnded September 30, 2004,

[oh Settlamans Tnonma

Nuring the vyear ended September 19, 2005, OO0 assessed 600,000 Lo p customer
af @ settlement of all claims that CUC may have againa:t a customer relating
to wnsiA dischkarged by the customer s buainess operaticne into CUC'5F Sewsr
Ev¥stem In prior yeara. AL Seplember 20, S, CUC alaoc recedived 52005800 from
an lneurance company ad oerformance bond for the defanlt by a contracktor to
apacute khe terma of a canskruckian agreement previovsly entered inko with
COC.



COMMOHEALTH UTILITIEA CORPORATICH
(A Tompanant Unis of cha CHMT Goawecnoent |

Wotee to Fipanclal Statements
Seprember 20, 2006 and 2dH:

¢101 Risk Hanageoment

The CHMI goveroment iz a self-insured eotity. The government has limited its
qenseral liability to individoals to S100,000 by stetute. For thia reason the
yuwEroment ooed ot maintain any insuvrance on its boildings, oo employees. AL
wpme futurze dacse, OO0 way Lpaure aome of its oFsets, @5 an aubtonamaus  agdepey
ma it iF not reguaes=d ta £ollaw Ehe CHMIfEs govermment of seli-ipsurance.-

CUC iE exposed to varipus risks of loss related to kcrkgp theft of, deamage
to, and destruction of assats: ereacs and omissions; "niuries to employesa;
and mpnatural disasters, CU2 currsntly doms pot meliobacn 1nAUYaRde  SOVerage
With respect Lo ita inventory and otility plent. In the event of a lass, CUC
will Le 22li iPpsured for the entire amownt. <UC guicently cepattz all of ita
raxk management actlvikiea as they are infurced. Eo praviilon Ecr  any
lasbalaty thet mey result upon reaclution of thie matter has been mada in bhe
accampanying financlal skakemenks,

OO, howéewao, ceguices petformance bonds on all ita constouctions projects-

[| | ] E‘;g|1_1|1_1i' Lmopta gpd Dontingenoies

C'ommitment s

COC has entered into a commitment. o bocrow 6%, 00D, 00D [rom Lhe Commonwealth
Development &uthority f(or proposed capital  Llepcovenenl projects,. &5 of
September M, 44 and 2005, CUC had ontgred inte promigacry note agreementa
for 330,000,000, 506,835,650, apd 595,500,000 egeinet  Ehe 89,000, 000,
Blthough COC retaira the ability kKo horrow, menegement does oot belisve that
future borrowing will ooour,

on Seprtember 23, 1346, TUC entered Into an agceement with a ehivd parly for
the purchase of electric power and asseciated secvices. The agreepent
provides for a menkthly minimom purchaze of 7,300,000 kalowatt-houre (ZRH) at
30.033 per EWH after January 1, L1%%8, Additicnally, the agreement provides
for pericdic adjoskmen: of kEhe pricea agreed uvpen kot not ke axceed LDE ot
the prles theth in ellect. The oraginal agreement expired on July 21, 2005 and
was agubaeyguently reoewed Efor an additicaal Len year period to expire g July
31, ZO1A.

Contingoncios

CUl is euhdect ko wvarinng rnlaims and légal proceedingd covering a wide range
of matters that arise in the ardinacy courde &b Lk operations, including
customer disputes. Kanagemernt belisves thet any laiabality thal may ultimately
tesult from the reed.ution of these matters will not have a maleclal adverae
cffect on cthe financiol position of the U,



COMMONWERTTH UTILITIES CORPORATION
[# Coppopent. Donit of Ehe CHMI GoWVermomenk )

Hotas to Financial Statements
Septamper 3}, MM and 2005

L3 Cormatelenks and Conklngencles, ConlLirnued

Contingeneies

CcUg entered inte certain memeranfa of understAandicng [MOD=2) wikh certain
developers who paid T aswer connecticn Eems in excess of chat regulred by
CUC' s regulaltions. To Lhe extent that CUC has not coaplicd with ocbligatiocns
tmpased &y Lk oy khe MOUs yil.e., depositing the contribusions in a sopecial
fund, nsking &ccauntings, and  sperdirng  the contribucione for specified
capital improsement acajestsp, CUC could be conaidered in breach of the terma
of the MHls, Tha maximum amount that COC pcoeuld be required to expend parsaant
to the MOUs iz 51,827,951, Ho provision far any liability -—halt may result
ypon Teealution of this matter has been made in the accampanylng Linancial
slakemnenkte,

In Yod, CUC enrered into contract with comtractor for khe constrdetaich OF
the Chinatowil Waskewaker Trasamission Collection Froject, The project was
cowpleted in fiscal year 2004, however Lhe contrastor threebsned litigetico
tr cellect Erom COC mddecional claims Eor S&E5E. V44,04, He provision fac any
liability -—ha: may cesult upen teaolwkion of thia makbter hop boen made in the
accempanying Einancial statensote.

LUV participetes in & nonmbsr pE fedsrally azsizted gqrant programe funded by
the vaited Ztatey Goveroment. These poogramay ave soabjeck eo finoncisl and
compliapnce audity to sscectain of Federal lawa and guldelires have been
fallowed. Cuomualative gueskianed cost=s af 51,245 52d have besn Bat forth in
SIHD's Single Andit Repact fror the year #nded Sepeember 304, #006. The ultimate
disposition of these questinned rostxs can be detecmined only by fipal action
of the respective Jrantor asencima, Therefore, no provisico for any liability
that may result wupen reselvtion af this mattec has bees made in the
gocompanying finenecial atarasasnks-

1121  Subgeausent Ewvents

Cn Janopavy 23, 2007, the Gowernor of the CWHI appegwsd P.L. MHe.  15-44 ed
amend zecriogn r of PLOL, Ho. 15-12. P.L. N, l5-44 removas the fifty per cent
(522,750,000 payment rFequirement by the independent power prodnoer Anc
ansteed reguires such amcuntr to be rebated Eo residential powsr consuaers dn
the event thet the powsr geoeration system 13 privabized and contrcllesd 2y an
independent power praducec. The cebats zhall be 5ubjact to review and
appraval of the Publiz WUtilities Coowasfsian  opon  privatizacion. Ae of
fapteghar 30, 1006, nn adjustments  hevs  been made  to the  accompanying
financial statemancs as UL angd Ok kaye yet e Einalize an agreement on the
execution of the provieions of P L. Ho, 15=13 Aapnd 15-d4d.

on Augusk L7, 2007 and Buguat 16, 2007, the Howse of Representatavea and the
Sernate, raspeckively, overrode the Gowvernoc'e disapproval af Houze Bill 15-
252, creatingy F.L. ®o 15-Hi, Ehe COC Eacarity Deposit Fairness Aok o 2007.
Trhla law vegquires kEhak the cuskomer secarity deposit be placed in intercst-
paroing trust fund thabk shall oot be uwsed for any other purpose.



COHMONWEALTH UTILITIES CORPDRATION
(A Companenk nit of the CHMI Government)

Hotes to Financial Statements
September 340, 2044 and 2005

1121 Bubeeguent Evenbks, Onntimaad

on December 1, 2007 and Wowvember 14, 200T7, the Houwse of Hepresentatives and
the Senate, bespectively, ovarrode the sSovernor's disappsoval of House Bill
15=203, creating P L. Ho (5-123, to amend 4 CMC §F ALl41 requiring OV to bill
Woter, Pawer &1 sewsr sepdcrately eEFective December 3, Z00T.

1%Y Fegkabtemant

CuC has resratbed its previcos.y dssacd 2405 finaacial atatemerta for maktters
related to the following previonsly reported items: propetty and aqnipment,
nokes  payable, depreciation expensa  and wharfage fas=x.  The financiael
atakementa for XM Rave been reatated to reflect the caorrectlans.

The followleg 13 a aummary of rthe rvestatemsente for 2Z005:

To cecocd wharfage 2ee3 and relatred loena papeble
incucced in October 1997 ko May 2005 [, 969 22E)

Ter reecsrd Am Fll':i.ﬂl.f YEET BRpLEMNIES Ehae difrterence
Brtwern codtructlon wWork-40 BUSJress
subsidiary ledgers ond general redger [ 2:.5BL, 1321

T cprrnct prer deprecaacion of plant utilaty Lo
Pripr wvrarg 1. 56, B4

f e a. 130

The effect of fthe abovemeanticnad restatementy ta the previowzly  bssoed
September 30, 2005 bolanca sheat is summecizod o3 follows:

Frevigusly

Renopteod p5 restated Reskbataxenk

Capital aceete, nat F LoD, 677, &ER 2 99,.d5%3 7165 o L.22d,B935
Long-term dekbk, less

CUrKenk mALuritien 107 BB 4 DEE TES 5,959, 237
Tokal reskaksmenk 3 poled Lan



CORMONWEALTE UTILITIEE CORFORATION
1 & Comproaent Unes af che CHMI Gowvernoenth

SINGLE RUDIT REFORTI

Tuar Ended
Septambayr 30, 004
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INDEPEMDENT AVDITOR'S REBORT OH IHTERMAL CONTROL CVER FI TING AMD
OH_COMPLIAHWCE AMD OTHER MATTERS BASED CH LIT OF FIMAHCIAL STATEMENTS
PERFORMED TH ACCORDAKCE WITA GOVERNMEHTAL AURITIHG STAWDARDS

Executive Directnr
Commorwealth UPtilities Corporation

I hawe audited Lhae Financial statements of the Conmonwealth Toilivics
Corpocatiot (CUC], aa of and for the year cnded September 30, X006, and have
imsued my teport thereon daked February 26, 2009, which report waz qualified
due & any Lnabiliky to dekexmine the propriety af inventory and ueilicy planc
and obligatiens ukder capltal leaae. Except as discuased In bhe preceding
sroteoce, I conducted my  aundit  in accordance  with swdicang  gtandarde
genrrally  eooepted io the Opiled 3Slates of america and the  arvandarde
ppplicable to financial audits contained in Government huditing Seandavds,
ieeved by the Tomptroller Seaecal of the United States of EPmariaa.

Internal Control Uvor Fipancldal Esporrelng

In planning aod performing my sudit, I consldered CUC"E internal contcal cwver
finonciol reporting a5 2 basis far desigiding my aoditing procedures Sac the
purpoee of ewpreseing my opinipn an the financial skakemsnts, kot not Far the
rurpoee of expressing an opinion on tke effectivensesa of the CUC's internal
control over financial reporting. Aeeordingly, I do nal expreas an oninign on
the effecliveneas of the CUC°5 iaternal <antsel ower Einancial ceporting- Hy
congideration of internal contrel owveor finascial reporking waa for  khe
Llimited purpoae deacribaed in  the proceding  paragraph  and  woald net
necesgarily idearify all deficienciss in interoal castral over financial
reportiog that might be asignificant deficienciss at materlisli weaknesses.
Howewer, &z diacwazed below, I identified certpin deficiencaes Ln internal
contrel  wwer  finaoncial  reporiling tiat I oonsider ba Le algrnificant
defizipneios.

& aptrpnl Maficiency =xidtd when the design or operation of a coatcol doeas
not allow management nr &oplapess, Ln the normal course of pecfacming thedir
assignad functions, to prevent ovr deteck mlsstatements on 2 timely besis. &
significant deficiency is a «antrol deficiercy, of <onbinotion «f control
deficiencies, that adwverscly affects the entiky®s ability to initiate,
avthorize, record, proceces, of ropoart firansial deke reliably in accorrdance
with generally accepted accounting prinoiplas fuch that there is more than a
temate Likelihood that a2 misetatement of the entlty's PFinaanclal atatementa
that 1s odre than incongeguential will not bo prevented or detecled by tha
ertity's iotecnal control. I conaider ktha following deficlencies: 2dda-1
thkrough 20844-14, dederibed in the accopponying Scheodule af Fledings and
puostioned Casts o Be sigoificant deficiencies in intarnal cobtiol oser
fipancial renacting.

- g =



& material  weakness iz s  sigoificane  deficisnoy, or cambidation of
Eignifirant deficieocims, that cesalta in more than a remote licmlihood that
a materia. misstatement of the Efinaterial statementa will not be preveated or
detected by the entity s internal conkacl-

¥y capzideration of khe intermal contral owver finanmgial reperting waz for the
limiteid purpoge described ir ehe first paragraph of this =ectickh and would
nok necessarily identiEy all deficiencies an the internal rontrel that mighbe
ka significant d&ficianslaz and, accardingly, would not necessarily disclose
all significant deficiepciey thet are alao considered to A materinl
WwenKne5EEE. Howawar, I belicwe shat findengs 2006-1, &006-2, 200E-5H through
TOOE-%, XO0DE-1D, and ZO00E-I5 and Z00E=LE aof the alognificane deficiencies
described akbove 38 & materisal weakness-

Combllahce and GLher Maflers

ks part of abta.ninyg ceadonable agsurance aboub whether CUC's facadcial
statements are Ereer of fmeteriss Whsskakemenk, I performsd  tests of itd
coppliange with orrtaan prarvislans: of _awd, tegulabions, contracts, and grank
agreaments, nonoonploAnoe with which =ould have a direct and material effect
on the determination of financial stetement amouonls. Eoweyer, providiag =an
opinion on compliance with thase provisicns was oot an objective of my andit,
and accordingly, I 4o not oxpress such an opinion, The reaults of xy tepts
dizclosed inetances of nancompliance nr athec matters khak are required to be
reported under Sovernment Auditing Scandarnds snd waled are deacribed in the
accomparyirg Schedulse of Findings and guestionesd costs as (ladlaga 2006-% and
2096-149 Lhrough 24L06-17,

CUC'a redaponasa to the findinge identified in my acdit deacribed in the
arcompanying Schedule of Findinga and (uestioned {nxts are 1o a geparats
letter prepared by CUC'3a management. [ did not audit GRS cespanze  and,
avcordingly, I edpieda o opinion on L.

Thisd rcepozt 19 ikntedqded golely for ehe information and usa af the management
of CUC, the CWMI QEEice oF the Fublic Auditor, the cognizant aosdit and otker
frderal Awarding adencles and pass-through entities and is5 net intended o Be
apgd should npt be csed by acyonse other Bhan bhese specified pactics.

. é;ﬁi:!' I?];afaiuhv-i izﬁhtrl
ipan, Commonwedfth of the Hortlern riana lslands

ebruary 28, 2003
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INDEPEHDEHT RUDITOR'S FEETFORET ok COMPLIAKCE
H LICABRLE TJ ERCH ARD BPROGRAN

AHD OH LI E MITH A-I3F
AHD OH THE ECHEDULE OF EEFERPITURES @F FEDERAT ANRRDS

Exgecutive Dirmctor
Commorwealth Utilitims Coarpacation

Counprd L anee

1 have audited khe complinnoe of Commanwealeh Utilities Corporation (OUC)
with the types of compliance reguirsmeats desccibed Ln Lhe CMB Circwlac A-133
Compliance Supplemenl 1hat are applicsble ko 2ach of ita mejor fedecal
pIograms for the year eoded September 30, 2006, cOC'z major federal programs
arc identified 10 <he Buvmary of auditac's  pedults gection of  the
acpompanying Sehedule of Findinge and Queasticned Cedts. Compliange with fae
requirements af lawd, regolakions, contracts, and greants applicable to mach
of its mmjor Eedecal program3 i3 the responsibility of CUC' s managament . Mr
IREpORSibility iy to expresa an opinien on CUC s compliance based on my
audit,

I condosted ey acdit of complianee in accordanre wikh  awditing gtandards
gqenerally acoeptad in the Dnited Stakes of Bmerica; the srandards applicable
to fipancial awdits contained in Gavernmant Aadicing Steadacdsr, wsaded by Che
Ccomptroller General of the United Statea of hmerica; and OAB Carcular &-133,
audire of States, Local Goevernnents, and Won-Frefit drgenizaticns. Thoee
glLandarda and OMD circolar A=13Y reguire khat I plan and pecrfora the audit -o
ovhtaln reaponnb.e asaurancs about whether noncomplianes with ehe typea  of
compliarce reguirements rteferred o abowe that coonld hawa s dlrece and
material aeffect on a major fedezal progrem cocurred. An awdit  Loclodes
examining, om a 1eat basia, avidenee akout CUCY3 complianeg with  thosze
reguirements and performing such orher procedures ae I condidersd necsstar)
in the circumstanses. I helieve that gy audit prevides a reaaonabls basis £or
my opinica. My aodit does pot provide a  legel determivation of UK
cm‘np'l iance with thasse FeJilremenie.

In my apinion, CUC complied, in all matarial reaspecta, with Lhoe requicexsnts
referred to abhgve that sre applicable Lo each of 133 majar Eederal progroma
Lor the year ended Jophkember 30, Z0DG.



flAterne]l Cantrol drsr Comp i fases

The manajemernt of U is resporsible for esteblighing end maibtaindog
effecktive internal oontroel owver compliance with the ceguitements of  lowa,
regulakiona, <ontreacis, and granea applicable o [ederal programs. In
plamning apd performing oy aosdix, I considered CUZFe interoal eonkzol cwer
cenpprl Legaees wikh the regoivements bhat could have a direct and matserial esffect
or A majar fedecsl program on croiler ba determane my awnditing procedores for
the purpose nof oxacessing my apinian R comal isnce, bout oe [0 Lhe pulpoae
of expressing an opinion on the effectivensss af internal ceobtrel ovex
compliance, Accordingly, I do not eXxpress an opinion an the sffectaiwens=ss of
the CUC'a internal contrel over compliance.

A rcasntrol geficiency 1n an entity's ankscnal control over compliance exists
wheon the desagn or operation ofE & <coontrol daes ook allosw managemsant or
employess, in che noonel coucse of performing bBhelr agaigoned functbione, Lo
provenh  or detect noncomplisnce w-th 8 type of :ﬂmpliﬂnt& requlrement =f a
foderal program on a timely basis. & significant deficaiency 12 a contrcl
daficiency, @«r ocmhination of contrel dafiniancies, khat adverzelly abRecks
the entity's ability to adminis-er a fedetal program such thek Shere iz Kovs
than a remcts likelihood that noncempllance with & type i conplionce
requirement of a federal program that iF more then ineonsequentisl will not
ke prevented ar dekecked by khe entiky's internal centbrol.

A material  wseasknezs i=s a  signaficant deficiency, o combination of
slgnitacant detaiciencises, that results in more than a remote likelihood that
wakerkal soncompllance wikh a eygpe of compliance regqulzement of a fadearal
progbam will not be poevented or detecked by Lhe entity's incernal contrel.

My reohsideratich @f iotechal control over compliance was for the limited
pracpade  descrileed ibh the firae paragraph ot thia secklon and wowld not
pecesssc ily  identify w#ll deficiencies o aneernal eonkcal Lhat mighkt ke
mignifigent deficienciey or matecial weakoesges, I did wel idenliiy  any
defigimngims in anzeErnal ocantral aver :nmpliante tnat I conaider to Lbe
material wsaknesseg, a5 defined abaove.

This report is intepded solely Eoc the infocmatior angd wse af BEhe wanadenent
of CwZ, the ¢HHI 0iffice 2f the Fublic Auditcr, the sognizont awdit and other

federal pwarding agenciea ond pass-through catitics and iz not intended to ke
nnd ahowld not be anasd by anvone other than these specificd pacties.

- Seil ??ngu—*ﬁ Gou-;l,:
ipat, Commonseddeh of the Horthern riana Ialanda

ebruary 28, 200B
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COMMONHEALTHE UTILITIES CORFORATION
(A& Component Unit af kEhe CHMEI Goveropment. |

sohedule of Poogcoms Selecked for Audit
In Accordance with SMB cilreclar s-11313

Year Ended Scptombee M, 2094

The allpwiag list specaties grante aelected for detalled conpl_aonce testing
in mccprdance w-kbh applioable A-133 regquirements,

Originml Grantor CFDA Hag

OeEoriptinn

U.5. epartment
cf tha 1nterior I -]

U.5. Enviranmental
Erctecticn AJendy _L.Blh

U.5. Cepsrbtient of
Hamelend Secur-ey 5.BTS

OTITA Flrscal Year: LO%3, 19%d, L3S
and 1%%6 - Z00Z Capital Jevelopment
Prajeeots

Conetruction Grancks far lackewyvabter
Treatment HWortks
Fublic ABEiELANCA

Tokal program expandituces
Local makch

Tatal fedaral program sxpandibu-es

boof total federal peagram espenditusess bested

Dollar threshald used ta distingulah LDetwWeen

Type & and Type B pragramr

Budites gqualified as low—ricsk auditesa

omount of
Zxpendityres

5 I 5,553

154 GBE

404 R11

& 4,834,770
Fidd E2h)

Eda 092,133
1004

ed 5 A

There were na Cindinga on direct funding for the fiscal yeara ended September

M, 200E wnd £LRES.



CONMONHEALTH MILITIESE CORFLORATION
{bh Component Tnit ot =he CWHI Gowernmant p

Motes to Schedule of Erpenidatares of Federal bwacds
Tear Ended Sepsember 30, ZDDE

111 Scope of Auadit

The Commonwealtk [Rilities Corporaticn (CUC) was estahlished as a Fublic
Corporation by the ommorwsealth ot the Norbhern Mariana lslends (CHHMI) Putrlac
Law 4-47, sffective Ogtober L, 1985. COC was given respoosibility Lor
auperviaing the coostruction, medntensnce operatisnd, and requlation af all
ctillky services, including power, sewege, cefuge oollections and weker,
provided however, Lhat, whenever feasibhle, CUC sha'l cortract for private
busiresses to assume ske doties with respocc to ane of more of ita divieions-
oL was alsc dezlgnabed wikth the reapoasibility tao establieh rates, mater,
kill and callect feea ln & fair and rational mannaec froe all cuskomers of
vtility sarvices in atder tor CUC ko become financially  independent of
Appropriations by the Commansesleh Lagaglature. All prodscts of COC ehat are
furded elcher dicestly by .5, federal agencies through the CHMI oo
indirectly as loans Efrom she Commomewealtl Development Authority {CDLG,  toe
L[.5, Savironmeatal Protectien Agrnoy sod the U.53. Department of Agricultuze
are included in the acope of the OMB Lireular A-133 audit (the “Single
Audit"). The U.B. Department of the Inteclor hag been deeignated as LU=
coqnizant agency for the Single Andit.

L. Programd Suwbiject to Eingle sodif

411 of the programe pregented in the Schedule of Expesndibores <2f Pederal
hwerds dre subject Lo the Single Budit, ©-%. Fedecal Cavenant funde recaived
as lomns £rom C0& and funds received from the U.5. Depactment of Agqriculturs
a5 lemns are alds gubject to the Single Aodit,

(2) Fumery of Zignificant Accounting Foligies

A EBrsis of horouwnting

For purpmses of tkhis report, gestain accounting peocedur=s wWere follawed,
which help illugtrate the autherizationa and expenditures nf the individuoal
programs- Tha Achedele of Expendikbures of Federal aAwards ix prepared oo bhe
aoorunl basis of acrountiog. AlL awtheorlzakions represent the totel allobkment
oI gqrant awards recmived. All expended and capital outlays mre reparted as
expeENditures.

fny federal furnds expendcd in excess of federal funda received are recorded
as a receivable from the grantar agency and asy federal funds received in
excaece of federal funds expended are recarded as a payable 02 the Jrantor
agency .

B, Inel-vect Cogt Allocatigg

Facr fiscsl year 2006, CUC had no indicect <ast ago==xment wikh granter
=15 T R

[nd¥ HﬂEEhiDE Requirements

Ir. al_poating project expeaditures becwesen trhe federal skars ond the 1ocal
ghare, a percentage is mied bazed wpan local matching requirements, unless
furnds are specificasly idenzified to o cerctaln phaae of the praject.

- 4f =



COMMONWELLTE 1FFILITIEA CORPOERATION
(A Component Unit of the CHMI Gavrernmenk |

Notes to Scheduls of Expendituces of Fedecal hwards
Taar Endsd September 3, 2006

Cueing the yeay epded Beptembesr 30, 20806, COC reconcziled the amount doke from
gracdtor ajenoies  réablting in & pet adjustment of  $134%.903F  tao  Teducs

recmivablas dua from grasntards.

- 37 -



COMMONWERLTH UTILITIES CORPORATIOH
[ Campansnt [Init af kEha CHMI Governmant |

schedule of Findings and Questioned Coala
Tear Snded Septemhec 3d, 20444

SECTION I — EUMMARY OF AUDITOR'ER RESULTS

Finanzial Statements

Type of auditor's report isaued:

Inkernal conkral owver firpancial reportbing:
* Material weaknessd{ss|t identified?

» Significarnt deficiency|ies} idectified
that are rot corsidered to be matecial
weaknesges 3

Monconpliance material to finoprpinl statements
noted?

Federal EBwards

Iontectnal cobtool over major programa-
*» Material weakpeeaica) ddentifipc?

# Significant deficiency(ies)] identified
theat are oot congidered to be material
weakibkemes®

Type of ouditor's repoit dissued oo conpliabce
for meinr federnl proyrams:

Any sudit findings discloged thet sze
requirad to A reported an pcoordance
with pacticn Hll[(a)] ~f Cironlier A=1337

- 4B -

DAl ified
K oyes no
¥ wea none Teparted
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CHMCNWEALTH UTILITIES CODRPORATION
[A Componenkt Unik of Lhe CHMI Government |

Schedule nf Fipdimgd and Queallonsed Costs
Tear Ended Septoanber 13, 2004

Sectiop LI - Thnanchal Statement Flndinag
Poavanua/Racaiptk
Finding Ha, 24H-]

Crileria:
A1l vecorded revesueas and receivablea ghould reflect colleoctible halances.
CaonditLdn:

Included in my testing of meterial Llang cuezeanding accounts with dispuke are
six (6| accounts amouanting to $524.154.98 thaet weve Aot to be dlaconnected,
Llthowgh these accounts arm sabstantially supported, the explahalion given
for not discoanectinc these accounts was bhab thess costamera bad CUC wella,
poles, pumps, =to,, on their property, aod thegefors in-liew of COC rental
paymenta for uea of Lthese cuatomera' proportics they are nat paying  for
utility waaqe,

Cougel

The caude oL the above oonditicsn :3 the ack of formal moresments with
landoibieyra .

LfFect:

The =ffeck ot the above coandaksosn L2 Rhe pobtential oncollectibility of
Eocoubts pecelvanla and dnderstatement of rental expense, &Additionally, thers
coyld be ineguolities in the cons-derazion pald for cectaln parcels depmading
an the waloe of o-oiazees psad,

Reccmmendet Lan:

(B shanld =xecute Foresl sgoe=me=nts weth all lendownera for the wae of land
ancd Ansure cooplianoe to =stanlishe=y polickes and procedilred.

Frior ¥ear $tatus:

Lack of formal agraemants with landownors far the use of laod was sapocksed az
a fipding in the audits of CUC for fiscal veacs 1996 thomaglh 2005, During
2047, ou2 adopted a policy requiring all agrecments Yo be preépared ptlal b0
uairg private propertiea, COC  also egtablisghed proradorms for eagement
claims,



COHADNWEALTA UTILITIES CORPORATION
[A Campanenk Unik of eRhe CHHI Government}

Sohedule of Foodiongs: and Queealioned Joata
Yeusr Ended Septenber 33, 2006

S = ansc

Hesiteorcbng of Hork Ordeca
Finding Ha. -1
. P o
Constrockion-in-progreaa general ledger and subsidiecy lodgers should be
blmely recohciled and eozla accumulated for completed orf cancelled wechk

ardare  shonld ke properly reclagaified to capital asaets ar pogacded as
expanditure in 4 timely Matueers,

nclitign!
In fiscal vyear ending Geptember 30, 2004, <UD made a kel adjoawment of
52,581,73% to resord as poioc year expeoditures, sevecal Long cutatanding

open work ordera ond  the differencc  betwessn  construction-in-REoFress
aubsidiary ledgera and ganaral ledger bolanecos.

Lauael

The cauze of the abowe condition i the catch-up rteconcil ieticon mode by CUC
in fleacal wear 2006 Lo reconcile capital  expendituzes wath the  CHHI
Goyermmenl Capilal Improvemsnt Projecte Coordinotor.

EEfect:

The eilec: at bhe abave condizicn 18 khe repzactemenc of bBeginning neb Aaskeks
to record decrease an capital asgees and incIeaPe ln Prior yEAr sxpondibures-

Biesm b nisla b Lk -

CUC ¥heald ensuce theat ceconelllstlons of conatruckion-in-progross  Joncral
ladger and =ubs=sidiary  ledgay are  pesfocrmed monthly to avoid material
r=ktaten=npt @f previcusly ceparted Elossclal atatementa and to enswre that
appltrl =xpeEnditnres Aoe ooapRrly recarfded .

PFrior Year Statue-r

Lack orf reconciliatico of capital expenditures with the CHMI Soweerbment
Capikal Improsemank Brojects Coordinator and lack of proceduras in place to
ergure fhat pavnent requests made to khe CHMI Governmenkt are forwarded onmom
timely bhas-s ta CUS accounting for recordlng Was reporked ag a finding in the
audits of CLU'C for fiscoal years INDT thooungh 2005



COMMOMWEALTH UTILITIES CORPORATION
{h Component Unit of tha CMMI Sodernment )

SGrledele of Piadinga and guestioned Costs
Year Ended Seplembar 19, 006
Serkion IT - Financlial Stoatgnent Pipdings, Continwed
Purehasas ‘Diphursamanty

Finding Ma. 10061

. -

Cislbursensnts ahould be properly aupperted with aspproved reguiaiticn wouchrers
Bnd purchase ordera aa evidence taat the purchase of gooda or performance of
servaces L= awtharlezed, Such supporting dacumentaties 2hould be maintained
angd Filed nccurdanly.

&. The requisition wousher wey nat properly aagned by requisitianec Jar 21 oo
7.59% of the 40 paccaase ordec files te=ked,

Purchasze=
Drdert
Ho, Cata Mumber o (TN A
1. 1471497 2005 LT LR 2 3490d.adad
2. 147197 2, gd gy 2,313,430
3. 14/18/ 2005 a4 491l 124.40
4. 14/21/ 200% a4 9133 231.4da
5. 16/25200% e 917l e K - 1)
L 11/2/200% b g1%] #1333
. 1237240045 df 216 B30 E
. 11/8/20495 da 234 128, 3%
q. 11/25/244345 da ¢Ide I -
10. 17142394 a6 g2 % li.g2
11. 3/46/20405 44 #4937 3, 05302
12, G41/17/04 A6 d464 L, & D
13, 41/1%/14 A6 {414 363,50
14. 14104 dJ4 4534 Big, 33
15. hyI6/04 db 4675 g0y, iy
16 B4 1A 0A dJa 678 L1, 45
17T, LI I R a4 47 4% S5, [k
14, S 2008 g4 d413 I
19, 001304 q¢ 4447 B1l, 4
20. LS R ] 04 0915 2,213 D
21 A4S 30404 Q4 49491 Ok, b

2 il Al il

- 51 =



COMMMTYEALTH UTILITIEE CORPOAATION
(A Componenkt Unit of the CHMMT Gooecoment)

Schedule ot Findings and guest ione=d Costa
Year Ended September 33, 200

Soctien II - Financial Featement Findingy, Cootinwed
Burchagas ‘Dishuvaamante. Concinygd

Finding Ho. I006=3

h. The purckasze order files were not proveded for my examination for 3 oco
7.5% ot the 40 purchase order files sslected for testing,

Furchase
Order
Drates Namoer Amoyni
o LTS RONS Of DDDL 5 HT,ED
FAETSEONG OfE Ddld Ay, L
3 TAENNR f D523 Lbﬂ,ﬂﬁ

£ T36. 6
Eaugﬁ i

The cavse of the above coonditinon is  fmilure ko 2nguee  compleceness of
televank gupperTing documents prior to proossslng of parchase orders, a lack
ot atrict compliance with established policies and procedurea and a lacs of
proper and systemaklo filing of celevent supporting dadubesks,

Effect:

The wffect of the abowve condition is the potmntial for wnavkhorizedfinvalid
=xpendltoraes and waske, frawd and apuse.

Recrilameacab Lan
I cecorzend that CPC enzure all expenditures are properly =2upporked and
properly  authecized.  Additienally, CUT showld  easure that  established

poligigs and procedares regarding the proceasaing of requisitiora and purchase
oEders are strictly adheced ko,

58 =



COMMONHEALTE UTILITIES CORPORATION
1A Component Jalk of BEhe CHMI Government |

Srhednle of Findipgs and Juest loned Cosla
Year Ended Seprembec 14, 2006

S&ck I] - F

Payesll

Finding Na. Z200G=d
. .

Perscnnel iodependeast of the payroell procesa abould perforom tha input of
enployes pay rakes.

Condikion:

Dutlyg Wy beskling of payproll expended, I #noked khat the Fayroll Department
inputs the approwverd] pay rate into the syatem.

Cpuge;

Ut's Homan PRascurres [(HRY affice doss nok hawve moceds bBa COCTS CUFFeR®
payrnll £¥ET.am and i is gEill in the pracess of sourcing Ear an HE module
that will bha able to address the requirements @f COC and abk the same time
focilitate the propser segregoaticon of dotima,

ELffocts

The effect of the abowe condition ie the peotential for pavroll pecsannel to
alter pay rates.

Recoamme udal aan;

To compendate for the _ack of segregation of dokiles, I reccemond that an edit
rersrt ghould be prinked on oa brl-weekly basias detailing any changes mada to
Ehe payroll magker tile, This report shooald be forvarded directly to tha HR
atticse by the IT department, The ad=horiged pawroll atatus changs form used
by Payrall Department a3 the sodrce decumenk bo initiate changes tao the
payrall waster file shoold alsa be forwarded to Lke ER office, The HE DEfice
can  Blen compace  the rpepoct against the payveoll alalus change form to
de=t=rmine wh=ther changes w=c= suthoriz=d apd properly made.

Priaor Year Statuas:

Lack of established policies and procedures orer proper seg-egatian ol dutles
of pavrell processing was cepocked as A finding in the avdies of CUC Eoc
fiacal wveara 2012 through 20905,



COMBMONEEALTH PTILITIES COAPORATION
| & Componsst. Uit af fhe THED Gouernment )

Schedules of Tiadings and foessioned Cnusss
Tear EBnded Feptembar 20, 2006
etirn 1T = Pinaneial Statement Findings, Contispe
n H i le/Dipconnkction

EFindieg wWo. 2006-3

Lriterias

Burguant to the U0 Blectric Servies Regolatick, Part 17, COC may disconnact
past dua accounts after 14 rcalandar days of gecand digeonnection nokice,
which is sent 45 days after tha first d.sconnection patles. The Cuskamer may
peek r1Emedy against disconnection by filing a2 formel Jispobs ar execlte a

promisecry note subject to the CUC approwval.

Conditicn:

From kEhe aging of veesivables provided oy COC, I summatrized active asoounts
Wwaith over due amoonts ahd noced that S5T3 acoonnta botaling 53,73%,242.78, ore
ouer 75 days past doe. O these, ooly Ed oaccouwnla Lolaling S2,032.5315.72 ace
ingluded in the sunmacy of accocnts ooder disapare and 7 acocunts  with
totaling 520,715.99, ace  included L e 1laking of promissory notes.
Therefar=, dEX mczoonts tataling 51, 6E6,011.47, sanowld have beoen eunjeck ke
discanneckian.

Clansm s

The cause of the above condition is the leck wE manitorauy te ensove Lhat all
accounts that are 7% deys pass nwc are discanngcted, unleas swpported by
promizsory notes or formal coustomcr disputc,

Effect;

The effect of the above coadition is the aceumalation of past du= accauncd
that are doubtful of collectability and couwld be bad debts.

Fecommendation:

cuc ahould comp Ly with egtabliehed policies and procadures for
termination/disconnection of gervice. Furthermore, moaitoring should be
perEormed ta ensure Ebak accounts that are 75 day past due area timaly
discennected, onless suoppacted by promigaoecry nolea or  foemal  owstomer
dispute.



COMMOKWEALTH WTILITIEE QOAROAMLTION
(& Componant Mnit of the CHET Goouernoent )

Schedule of findimga and Questicned Costs
Tear Ended September 30, 2006

Bockion 1! = Pinancial Statement Findings, Contisusd

Invookory
Finding Mo, 2:Hi-4

Criteria;

Ferpetual ioveastory cecoyds should, st eIl tioes reflece the total Lowenkbopy
quaptity pn=hand.

rondition:

“he ipoventory waluvatien r1epoIrt as of September 20, 2006 sShowsd several
invantory itema with npegakive Aquanbities on-hand., Althoogh  the  ending
inrentory  wWas  adiuseed ko ackuwal  ahyaleal  coukt,  the  adiustment  of
3455,255..3 may be oweratarted for theae ltems wath credit balances {Sas
Froding Roo ZD0OE-TY.

S 2 o

COC 2 cosmpuzer aydbkem cecocds inventacy when Acooubhts Payable persconel pogt
vendar involeed inta the system. RRceiviog reports prepared and podted by
COC s wacehouse peraonpel ars motehed by the system with ehe corceapondiog
rvendor invoices pasked. Cooseguently, of ;nrr::punding inwodces have ot Been
puxted by the bhecounting Ospactment o canngt b id&ntifi&d, LIWEOLOLY  pPEL
boaks ig nat adjugted for warchouss reqeipts. Aha a result, in?eﬂtﬂry per
books may be zerq grep thaagh there omay be inventacy oo-hand. Since b
compLtear system allaws for issuancs aven whan thare is ok endangh :i..‘l'..l'E:'Itl.‘Jr}l'
itmms per bnooks, inventery issuances by wareahouse personnel may reault in
negative inventory per hooks,

Effect:

The affect of the aberes copdition i3 o possiole misstatement af inventory
btalanecer reeualting in an opinion quacificarion eon the account balance and
related axpenELB.

Furthernore, inaccurate iaventory wvaluakion repock ia not aseful to
manajemank Lo making invenkary ourchase decisions.

Recolkmanadak Ldn ;

coC gheuld snsure thet 411 inwentarcy  transacticong are posted timely. A
pEaperly  functioaning  perpetunl inventacy  systéem will help ganpevaks more
accicate iatéecim financial statemeats ard miaimize the LIRelilbodsd of making
lacge physical inventary adjustments,

- 55 =



COEMOTWEALTH UTILITIES CORBOMATION
A Component Unit of thae CHMI Gowertiment)

Schedule of FPlopdinge and Qussticned Coyte
Tear Ended Seprember 14, 2004

Segtlen II - Fipppcigl Skatgmont Pindings, Contdnwed

Firdirg He. 20067
s .

2 reconciliation of inventocy belanges  betweer  the general ledgsr  and
gubaldiary ledgers should be perforpod cegularly ard diacrepancisea, il any,
ghould be inwvestigated.

fonditinhn:

For fixrml yesr ending Sepkember 30, 2606, COC adjusted as & coedit to
ACministrative expenses H455,255.13, far Lke ret undecstatement af Bl
inventory geaprwl ledger balapes coptral acoounit agoinst adjusted dnventacy
valpaticop ITPOr T withaout de=tailed Lnuestlgatinn.

louge:

The zanee of the abova condition it the lack of eatablished policies and
FICCEAUres oveI inveantory cecoanciliations,

Lifects

The effect of the above rconditicn is & peoasible misstatement of inventorcy
talancee reoulbing in an opinion qualification or the account balance and

relaked =xpencen,

Beconaendat Lo s

The adjualmenl should only be mode by & respoasible perscn after a veasanable
axplanstian for the dlacrepanciea bove been cbtained. Thus, befors making the
adjuzkmenst, somecne With no access to the inventory shauld ieveatigate Ehe
dlgervepanslas: betreen the _nventory valuation report (subsidlary ledJer] and
phyzreal couklt and attempt ko determine waether they arée dus to clerical oF
ctunting ercord, Smpropes porchase and iepuanca owutoff Aducing the physacal
count, theft, intenmtional wlastatemsnt of Lke records or sount, eto, Skeps
should then be taken ba addeess the cauges 20 thkat they do not oosur.

To rpauwr: thet the parchas= and ilsguanee cokcffe are proper, somcons shoold
control purchase and sales invaless receivedsissued ahortly before and aftac
the physiral count. This pecxan Ahowld determine that -he pubsidiary ledger
aa of the physical inventnry date ancluode purrehase Iinvoices for all Toods
received befora, but not after, the physical count and ahouwld exclode
igauarces for all goods wsed/transferred before, but eot after, the count.



COMMOMWEALTH UTILITIES CORFORATICHM
th Compondnt Unik af the CHMI Goverpmeot: )

Schadule aof Findings snd Quesbkloned Costs

Year Ended Septembers 33, 2404

i If = FipAapcial Statemant F i d
Invepkery Beconciliation, Qomkinuad
Firding Moo 2006-7

Becommebhdaticon, Contingeds

Monthly inrentocy recanciliaklions ahould be prepaced in oa clmely manner ta
identify reconcilisg itens hekween the general ledger ond subsidiary ledgers
ir order to test the sccuracy of bokh aystems and, thoegfacs, pravide move
accurate finanecial inforpetion.

CoC ghould alac conaider performing pericdic eycle counta of the fast marlng
ipwentory ikems and compare the cesults with the perpetual records. Thiz will
erable CUC ¢o adentify lnventory shorteges and @rtors on a timely Dasis.

Pripr Sear Statuds

Lack of esteblished polaches and procedures owee inventacy tecanciliakione
was reparted ax & Eicding .o the andits of CUC Eor fiscml yeara 2002 through
200%,



COMMINHEALTA UTILITIES CORPOARTICH
{E Component Unit of the THAL Gowvarnmant )

Schedule of Findings and Quea-ioned CoELs
Yew: Ended Sepiemnlw=er 30, 2006

Swction IT - Fin inued

Inventetry Yaluetlon

Findirg Ho. 2004-3
Criterias

Hier kne moving average unit oos5- mathod of inventory cazblog [2 okiliszed,
vriiit cost i3 updared for pew purchases and isswances are wvalued based oo Lhe
mpst recent average Wit coal.

rditicno:

Certmin inwancory items have Aegatile wnit cogta ag of September 30, 2004
and, acococdingly, related  itxuvances have negatbtive  yvalues, Tharafore,
cperating sxpensas mavhke understoced. Furchermaore, cosks  of Inwmntory
adjustmants wars not bessd on the most recent avarays onll COPLE.

- UN=E-E
The canes +f the abowra condition may be dua 0 the fallawing:

#  lnkimm>y pox=ang of Lnuvenkory povchages, receiptE angd Lssuannes;

« TLack of coordination hatwarn Aocaunts payanla apd warahoass
Fereannel for inpuac of pucchasss and issuanoes: #nd

= Lack of monitorong and reviaw af wovanksey adjuernente.

Effscts

The effect wi the shove popditioe: is & passliole misatatement of inventory
resulting in an opinion cualificetico wn e account balonoe and related
BXPETIERE .

EReg ki L

CUc anould eptablish policies and nroceduces to ensure kimely poating of
inveneory Turchaces, rteceipts and issuances; ostebl-sh a lLormal rceview
process  and maniloring  procedures  for inwventory  adjastpenta; enaure
coardinat lon bebwesn resnoneible personnel; and onswee that these policiea
and pracaduras ave gkrictly adhered 1. Even with the bac-cading syascem that
CUC ia planming ko implement, coordination betwacn Warshouas and Accounta
Payablae sosguntoant Wowld =2Rill be neceisary. although she bar-ceding aypstem
may tfarilitate khe recelvring and issvance function of the warshonse, LE the
accounts payable factlan does not timely record the purchages, issuances will
5till cesult in credit Balances in Ehe inventory valuablon I8p0Is-

Fri g

Untimely posting of inventory parchages, cecsipts and igsuancea, the .ack of
coordiration betwaen Warcehouse apd Anrcmanks Bayable personnel for input of
purchases and ittwanoes and monitoring and céaviss of inventory adjuatmenta
waag reportad as a finding in the andits of I far Eidcal yeara 2002 throwgh
2005.



COMMOMWEALTH UTILITIES CORPORATION
{8 Component fait of the CWAL sowarnzsant)

Schedule of Findinga and Questicgned CosEE
Tear Ended Septembey 30, 2006

Spctien IT - Financizl Btgtement Fipdinop, EEEEinuud
Inventopy Obaglegcence

Firndirng Ha. 2006=9
s .

Inventoriea ahould be raviawsd regularly for pass:hle chsalescensce  and
generally accepled accounting priociplas in the Upited States af Amerlea
toguites inventory to be reccrded at lower of cost or net zeallzehle waluoas.

Ceaardltd o

Irerntory cevierw to o determioe or Ldentify old, obaolele or owerstock was not
prrformed untis afzer fizcal year end.

Loyge:

The ecanee of *he abowa condition iR tha lack &f estslblished pelicies and
procecursas for  raviewing  and  xomitoring af abzaleks and  non-moving
inwentnries.

Effegti

The effect of the above condition is » peasible misstatement of Lovenkbary
kalancer reeulting in an opinion qualification op the account balanse.

Baoomime ndak 1on

A perlodic invenLory Larnowvesr analysis or formal obsolesceoce  evaluabion
thrcughouk Lhe year sheuld e performed to idantify alow morico and absolebe
Lkems. The tively diapoaal of these items will eliminate the additianal
CHRNYLNY costa asanciated with Lawenkory,

Cartying coats al glow-moving and obaolekse itema cshould be comparer with
thalr net realizakle valoe. Shaowld khe carrying value axceed pat raalizeshla
raloet, CUC ahowld adjust he walvatian to reflect the lower of cost or net
cealizable ralue.

LLY 2

Lack of establisaed policics and procedurss far the rewview and monitoring of
chzolete and non-movins ipventoriss was cepacted Aas & floding in the auodits
ot CUC for fisecal wvears @002 throoga 2045,



TCOMMONWEALTH UTILITIESE CORPORATION
& Compoenent Pnit of the DHW1 Gowecnmeot )

Schedule of Findinga and Quastioned Costs
Tear Ended Septamber 30, 200G

Zection Il - Financial Statomgot FPindioge, Continused

. ! .
Fingding Mo, 2006-10

riteria:

Invantory ahowld be kopt at 2 coasonehle lewel ta support operakiona,
Coniitioni

Analyais of materiale and aupplies inventery (except fomls mnd lubsd)] 13 ag
followsg:

Tinvrenkory c B .D4B . ET2

Ly aances;
Repaics and HMainteodsocs & X BLZ 540
Zupplie=s Expense 50,405

|12

Eraraqe inventory LUInover 2 weurs
LRUSEL

The ioventory system is 1ot maiptained timely, rcesultlsg ie bhaving ikems
ghowing  ecredit halaoces. Tharefrra, reparted  onvenccry  levela  may  be
inacovrate, Furthermore, O is gxperiencing cash flow odlfticulties and are
unable to follow the inventory levels defined ic the ivventocy Syaben,

BLfoct:

The effect of the above ecopdizion is  that the CUC =sometined  faces
unanticipated and undezirable cstock-out sitwaticas, whilem Jewels af abhaet
inwenkory itema are too bhigh.

Becommendatlion:

CUC  should @vslusts ity Lpveneory lewvels, cosaider diapoging of  efrtain
phaslete and slow-mowaing —cemd.



COHTIHMHEALTH UTILITIES CORPORATION
(A Component Unit af the CHHT Government)

Schedule of Findings and Juestiooed Joaia
Yeay Ended Septembec 1, 2006

Fectdon I - Fioascial Jtatcwent Pandings, Continugd

Uility Plant

Fipnding Heo. 2004-11
. L

Adecuate presentation and contrel of fixed asasta iz essential in preparing
accurate financial Bratements, Unless  a&ll  flxed aadssts  ere  recocded,
deprecintach uged in derermining wtility cates cocld be miastated.

{:Em:i.i;inn:

14 has not taken 8 phyaical inventory of its nep-tw’ asaeta, The following
was notad:

# completed prodecte are rot clased and trapsferred 1o capitel asseks an
g timely manner and often femein in Cunsktrocktion work-in-pragress £or
several yeard. These DEEELE, althaugh alosady in use, awe net beany
depreciated resulking in  patorisl  ocasstatementa of  deprecaataen
expease. Thia cordition contributed to larcge varlances betwean the nes
ook valwes af agaets teatsd and nmt baok valne derived chrrough
ca_culatioh  at  accumulated depreciaticon based oo the respective
estameted ugeful liwea, This also resulted ta a rvealalement incressing
Erinr Year expenges by 52,591,732 as a reyult of bhe reconciliation of
CONStIUCtivn work-Ln-progress subEidiary ledgecs and general leadger:

&« CUC has not conducted physicel cowtk Sf capital aseots in awer 4 yeara
god has no bapis to deterpine 2f the cerxvying walve of dks capital
azsele Lo recoversoble, In aceordesnce with generally accepted accountibg
principles in the United States af hmerica, lomg lived assmis xhaold be
eva'uated for impairments. Since s phyaical  oount has  nat been
canducted, the acset ligting may =till include assets that heve bees
recired, broken, deszroyed or stolan; mnd

# Capital aesets laps:ing s<hedalea and the general ledge: balancea wara
reconciled only at wyear eod. This alsg resulted fto o cestalensiol
decreaging prior yaar csponses by 91,356,340,

PUEET
The cauzes of the above conpdicions are as fodllows:

¢ Ho physica. rouns nf mapieal asseta haa been performed;

» Lack of cimely  coordination  and  recobocillatiorna between  CUC K
departmants  Cetpossihle  for  project  overxight ard  the accounting
deparctrmny; and

# Lack oF timely reconciliations hetween thke  general ledgec and
apbszicdiary ledgera;



EOMMONWEALTH UTILITIES CORPOHATION
| & lf_':nmpnna-nt it of fthe CHMI Gowernment)

Schedule of Tindings and fuesticned <oale
Year Bnded September 30, 2006

atemant Findinga

Findllng Bo. 2006-11

Lifect:

The effect of the akore conditians iz a pozaible pisstatooenk of capltal
azzet balances raesulting in an cpinien yualificatizsn on the azeauat balakce

ard related depreciaticn expense. Additianally, a conkeol deficiencyr sxists
oer the aafeguarding of capital assets,

Recornnuoesndat o g

CLUC should pecfarm & phyaical iavenkory of all fixed assets on hand, agree
thke count wikh its rfecords and make necepeary adjustmancs. CUC ghould also
porsider mwvalusking capital asseks for  impairments and recoverabillty aof
carrying wvalums. Ahn msset zhoo’d be teated for recovecability if ewvelta ar
changea in cirtnnmstanees, =suchh as the Eollowing among others, Ledicacs thak
its carrviog amount may oot be Efully recoverable:

2. Significant adversc chenge o the azaet’'s uwae or In iks physleal
concition;
b. sigqnificant adverss changs=s in legal tacktors o busicess climate,

including ar adverse actinn or asseszaent by a regulator; and

€. Toata to acguire oF eeasttust  8n asset  that  sigoificantly cxceed
original expectaticne.

¥hen a long-lived asset iz tested Eovr  recoverebility, a review of
depreciation or awmcr-ization estimates mey he reguiced. Ay Ieviaion to the
remaining wuwaeful life akould than be considered io develeping estimates of
Future cash flowe used Lo teat the Asset's cocoverability.

Ericr Tear Ztatuds

The Llaak af cankral over <capital appets was repartsd ads a finding in the
tudiks of CUC Eor Fiagcal yaarse 198939 through 3005



CERDEMNHEALTH UTILITIES CORPORATION
(A Component Unit af the CHMMI Govecnment }

Socheduyle of Findings and Questiconed Co3tse

Year Ended September 39, 2004

3 - Pi 3 ateaoent FPindin cCon

IPONERDEY COTILATY
Finding Ba. Z006-12
 rmTim

Inpurance coverase should ke maintained ks protect an srganizetacon Eram
polential perils and matecial losses.

Canditean:
CUC hAat nak abkarped insurance for its capital assehda.

Cpnme e

The THHI government iz & zell-inaaved entity. The goverpment has limited iks
general liakility —o individusla ko $140,900 by atatuwte. Fer thiz reason, Fhﬂ
CHH1 gowcenment does net malntaln any ionesurance oo it buildiogs, or Lks
exployecs, QIO follaws the CHMI'# government of asli-insurance palisy.

Eifect:
The eifect of the abore condition is the pogalbllily of material lasses.

Tecormendation:

cuC chould ipplement a policy with cexpect to reguired insurance ooversge
levele,

Friox ¥e H

The lach of inauranze coveroge was reported as s flodlng in the aondits of CLKC
far flacal years 1HA% eEnrougn 2006,

- 5§53 -



COMMONWEALTRE TMILITIER CORFPORATION
[& Component Poit of the CHMI SowacnmeEnt )

Schedule of Findings and Questicned Coate
Tear Eoded September 30, 2005

3ac =

Obligaticong, upder Capitol Logoe

Finding Ha. 2334-13

. o

Financial Acoounting Standards Board (FRSE1 Statement Ho. 13, Accosstliag foro
Leades, reguirvea kthal bthe legasee record a capital l=ase as an wyset ood mo
phligation at ab amount eqoal Lo bhe present valuse of minimop lease paymenks
during the lease term. Beaevey, if kEhe amoont o determined ewoeocds whe Fadir
wvalue of the leased preper=y &t thée wncepkion of the leass, the amoont
rrcoTded as the asset and lambalaty shall ke taly valus,

Ematging 1ssums Task bForoe [(ETTF) Issoe Noa. DL-BE, *Determlining Whether an
drrangement Conkains a Lease”, stetes Lhet in certasn CATCuBSLanced energy-
ra.ated contracts may Iepreasans lease toensactions, aod the evalopalion oF
vhather on arrangement contains a loase within the scope of FASE Seatement
H3. L3 should be boaed con the substance af the arraongemect aod whether the
upe of apecific property, plont and squipment is oecessacy -n the EulEillment
of the arrangeamant .

Cond1li1on:

COC  entered into an agreement with a contracter for the canszooction,
maintenance and cperatlon, and tranefer of ownership of = 19 megawatt power
plant on the ialand of Tinian. The agreement ie Eor & goaranteed pric= of
L4, 954, 440 plus inkerepe and feep of 511,641,000 payabla ovar teo pesrs.
During khiz peciod, khe conkrackosr wall maintain and opsrate thke powes- plantc
ard be paid operarwon, productlon and mainpkenanse faas in addition to the
guarantaesd price. The myer plant woll be twurned over to CUC at the end of
the ter year perlod,

CLC determized that this agreement i3, in fact, a capital lease and payacnke
made under thée dgrésmedt ace lesse papysen-3s,. B3 guch, CUC recorded 529,969,000
a= Plant and owbhligativad wiader capital lesss,

17 has been unahle to dete=cmine whathar the guarantesed price of 5% %5%. 000,
constitutes the Eair value of the leraed propecty.

Lpuges

The rauwse of the above conditior is cheat CUC'y omenagesent believes Lhat the
quacantesd price approximates  fedir o veluoe;  howswver, a  aound baaia  for
detecmination of feic valus such as the actual cest of the powWer plant or an
pppraissl epnit wes not pbhtoingd.

ff

Ths affert of tha abowe copdition is the oossible middtatenect of sbligakiong
LRdsr rapital Leasa resulting in 20 apinian gualifiratlas o the acocuank
balance,



COMMOMWERLTE UTILITIES CORPORATIMN
(A Cempobant Thit of Ehe CHMI Government }

Sohedule of Findings and Juestloned Costs
fmar Ended September 33, 2006

Segtion JT - Pinpncial Stategpant Findipae. Centinued

= 1 &
Finding Ho. 2006-12
Recommendat ion s

CUC ahould determine the actusl coat of the Flaot, oc obtain on appraisal of
the plant far purpases of compllance with the EITF,

Pricor Yeap ftatux:

The inability to determine whether the racorcding of the plant and obligation
under capital leass are in accordance with PASE Ho. 13 and EITF Ko, D1-B was
reported asz a finding in the aondites of CUC for £iscal years 2040 Ehrough
2005,

- §% -



OOMMITWEALTH UTILITIES CORPORATIOH
(A Camparest UDott af the CHMI Gowerament )

Schadula af Findlings and Questipned Coate
Tapr Ended Septephec 33, 20345

Eectivm II - Financial Statemant Findipgs, Conkinued

Aocrued Rovual Laave

Finding Ho. 2046-14
. L
CUS s policy an ahnaal leaye atales Lhat the Section Hesd o Divasioon Mamadger

may appcare advanced annual leave of up Lo 40 hours pec calondar yeac witi
the eppraval af tlhe Bxecutive Dloector or hisdher deaignes,

EEIIEI i ! i a7 ;

I noted that there were 7 smploymms with advanced asnual leave over 40 hours
amounkang to 54,157 .1% as af Ssptember 30, 2004

Cause
Thare in a lack of timely review of accrwusd anpual]l leave.
Effect ;

CUOC ia =ot in compliance with ita policies and procedorss for advance anosoal
lesawre,

Becrumne:dat o s

CUE sheold engdre that advanees leave approved for an emplayss does nof axossd
40 howics.



COMHMOMWEALTH IMILITIES CORPODRATION
{h Compobent Unit of the CHMI Government )

dchecule of Findings ehd Questicned CocskE
vaar Epded Zeptember 50, ZODG

Bection II - Finencial stetempnt Fiodiogo. Sontinued
Baturity Depogita

Finding Mo, 2006-15
Crilerias

Electric Zervipse Regelationa Pard 6.8, aa amended ip  July 20 20405
{fommonwealth BEegister Wolome 27 Wo D&Y =2wa-es that,

A, Tha Carparatiaon shall h= liabklde for all securaty deposite received. The
Torperation shall maintain en account ieodicating cogtemer name, date of
security depoait and amount of deposiz. EEfective Janoary 13 of eoch
yeal, each account sholl B eredited an emouant &gual o the awverage
“pasfbook™ aavinga intereat rate payahle dering the past year baaed on
vatef from at _eaet thrsse local PRIY inswred banks.

b. The Corporationta Comptroller chall prepare for the Board ot Directors
an anngal report im Janwary of each year which explicatly details
anunts of deposita recelved, inverest rate to be paid fror bEhe proesiows
yoar and boral accoonne liabililize.

Condotiam:

Alchaogh  apnual  Lpecer@aidk awed an degasits seceived from costomera are
calculated anawally, CUC did oat recognlazed the liability for swih interesat
Ln itx finmancial statements.

A5 pf Scptember 19, 1007, the Aspnual report on depogita for calendar yaar
200 that is regnired ta bBe pregaced Lo January af aach ¥a2ar wWaE nat yer
avwailable,

L TET-E S

The cauwae of the above condition is the leck af klmely veconciliation of
depoaita per avkbsidiary ledgers to the goanearsl ledges balagos.

Effocty

Although rmmatecial Lo CUC'a financial statemant toaken gy 8 whale, COC'3
liakilitiea awnd expenasa may be uwnderstacted far the dingerest  owed to
custewnerd fer their depoaita,

A tammeendAticn

Ul should acciue its liability for customer densszll ipnlerests.



COMMOMMEALTH UTILITICE CORPOARTION
& Component Unit of the CHMI Gowernoant )

Schedule pf Findinga and Questicmed Costs
Tear Eonded September 30, 2006

— Eipuad

Security Qppoglta

Pinding Ma. 293&-14
e -

Easded on a Memorandum issued September 29, 2099 taq all Divialon Habagera oy
Lhe Execulive Director regarding “AGEessing Electric Secusicy Depasikba:

a. Hew cusdtemers wha apply for service ot a2 location whecs oo pElab
service Was provided, the alesckric gecuricy depoeit will ha 5210 for
rexidential Aand F3I65 for commercoial.

L. {ustrnmmTs whose security depozits ave to be calculated based on actoal
or  mstimated usage  stated  in kilewatt-houra, depending an the
applivceable cicoumstences (i-g. certified laad calculations provided by
the elestrical eonginoce, the 2 highest meathly wsage during the poet
12-menth period, oF averace panthly asage E£ac the last & monthe Eor the
Prior customerp, thoe nuohcr of kilpwatt-hewrs ashall be multiplied by
the app.izable alectric rate plus tha murrant fusel sorcharge fes,

Add-r-onal criteria for computation of requiced deposits from Part 6.9 of Lhe
Electrie Service FRegulatione, which stases that  taefcer  one  year of
eptabliched wuse and annually thereafter, the QU may alza recalcalats
SefurLly depoBliT,

Condikion;

0t the 49 cueegmer deposlta selected for testing 12 or A0% eod 34 o G0% NRawea

aecuriky depoaita thak are inswfficient to the highest wusege Epr bhe past 12-
wonkh perlod and arerage moolhly wsage for the past & months, cespecbively.

Cage;

CcOC Failed te addess  suskamery  Secubaky deposita in accordanne with ks
palicies and pracadacas.

Effrct:
The effmct of this condition is in zeye cartain coeetomera defswlt in poying
ita billings, < does 1ot heve enough deposita from theae customera to
raceyar its racaivabklae. This may result ta poctential’y high uncollectable
B CInte .

Bacommendatiomn:

CUC shaded agaesa cuslomer deposilis ln accordance with its paliciss.

= GH =



COMMONWERLTA UTILITIES COREDRATION
(A Componenk Unik of eha CHMMI Goosrnment )

Sohaedule of Findings and Queationed Uoata
Year Encded September 30, 2006
Section IT - Finangial Feacements Findings, Gontinued

Dabd

Finding Mo, 21006-L1T

CILLETIa:

Secricn 7.2 af a loan agreement with a contracter regolces CUC ko eatablieh
angd maintawrn ah escrow acoounk of not less than 3360,000 a9 wart of Lheix
SecyuIiey agreenant .

"onditian:

RE nf Zaptamber 0, 2006, C0C does oot have an eacrow fund aqoount puraoaot
ta the laoan Agr&sment.

Cayss -

The rcause of cthe abowe condliblon ‘a8 lack of aufficient fupds sod a taghe cash
Eluw position,

Effe=ct
Thke effect of the abowve condition is noncompliance with the Toan Agresement.

Eocommendatiomn

crc anouwld re-ealablish Lhe eacrow acoount to ensure compliabce wllh debt
reguitementa.

Fripr fear Statuds

The lack of escrew Bund account wae noted ag fioding for fiscal year 2005,



COMMONWEALTH UTILITIES CORPORATICM
[ Campanent dnie af Ehe CHMI Government |

Sahedule af Findings and Questioned Coata
Year Ended Septemlec 39, 2044

Eection IIY — Fedwes) Ruward Findings and Cuestioned Costp

Thers wWas2 na Federal award finding noted for the fiseoal ymac ending Eeprember
in, ZDDE.

Section IY — Frior iear Fipdings pnd Cuesticoned Costs

Questloned Costs

The prior year 5ingla aAudit rTepart or compliance wlth the laws and
regulakionz noted the following coats and ocomments that were unresa _ved at

September A0, JObE:

Ouest ioned cost a2 prevlocsly reporled 51,245,744
Opestigned costs of Filacal year 2006 Single Budit -

Urtesalred gquestiored costs at September aa, 2008 5!.245r922

Findinc

The atatus of unreaolved pricr year findipgs iy discussed in Lhe Schedule of
Findinga and Queationed Toata section of this report (pages 43 through 74).

There were no findings on direct funding for the Fiteal yeara sndsed Sepeember
30, dads and 20049,

Eecktiom ¥ — Schedule of Findings and Audltes Rgsponmgp

CUZ will prowvide a aeparate letter in response te my findings a3 <dizcuszed in
the Schedule of FPindinge and Queationed foets saAction of this repar: (pages
18 through 207.
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