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Internal Control Over Compliance

The management of the College is responsible for establishing and maintaining effective internal
control over compliance with requirements of laws, regulations, contracts, and grants applicable to
federal programs. In planning and performing our audit, we considered the College’s internal
control over compliance with requirements that could have a direct and material effect on a major
federal program in order to determine our auditing procedures for the purpose of expressing our
opinion on compliance and to test and report on internal control over compliance in accordance with

OMB Circular A-133.

We noted certain matters involving the internal control over compliance and its operation that we
consider to be reportable conditions. Reportable conditions involve matters coming to our attention
relating to significant deficiencies in the design or operation of the internal control over compliance
that, in our judgment, could adversely affect the College’s ability to administer a major federal
program in accordance with applicable requirements of laws, regulations, contracts, and grants.
Reportable conditions are described in the accompanying Schedule of Findings and Questioned
Costs as items 2004-4 through 2004-7.

A material weakness is a condition in which the design or operation of one or more of the internal
control components does not reduce to a relatively low level the risk that noncompliance with
applicable requirements of laws, regulations, contracts, and grants that would be material in relation
to a major federal program being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. Our consideration of the
internal control over compliance would not necessarily disclose all matters in the internal control
that might be reportable conditions and, accordingly, would not necessarily disclose all reportable
conditions that are also considered to be material weaknesses. However, we consider all the
reportable conditions noted above to be material weaknesses.

Schedule of Expenditures of Federal Awards

We have audited the basic financial statements of the College as of and for the year ended
September 30, 2004, and have issued our report thereon dated June 16, 2005, which was qualified
due to our inability to determine the propriety of property, plant and equipment, leasehold interests
and obligations. Our audit was performed for the purpose of forming an opinion on the basic
financial statements taken as a whole. The accompanying Schedule of Expenditures of Federal
Awards (pages 8 and 9) is presented for the purpose of additional analysis as required by OMB
Circular A-133 and is not a required part of the basic financial statements. This schedule is the
responsibility of the management of the College. Such information has been subjected to the
auditing procedures applied in our audit of the basic financial statements and, in our opinion, except
for the effects of such adjustments, if any, as might have been determined to be necessary had the
propriety of property, plant and equipment, leasehold interests and obligations been determinable, is
fairly stated, in all material respects, when considered in relation to the basic financial statements
taken as a whole.

This report is intended solely for the information and use of the Board of Regents, management,
federal awarding agencies, pass-through entities, and the cognizant audit and other federal agencies
and is not intended to be and should not be used by anyone other than these specified parties.
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NORTHERN MARIANAS COLLEGE

Schedule of Findings and Questioned Costs
Year Ended September 30, 2004

Section | - Summary of Auditor’s Results

1.
2.

The Independent Auditors’ Report on the financial statements expressed a qualified opinion.

Reportable conditions in internal control over financial reporting were identified, some of
which are considered to be material weaknesses.

Instances of noncompliance considered material to the financial statements were disclosed by
the audit.

Reportable conditions in internal control over compliance with requirements applicable to
major federal award programs were identified, some of which are considered to be material
weaknesses.

The Independent Auditors’ Report on compliance with requirements applicable to major
federal award programs expressed a qualified opinion.

The audit disclosed findings required to be reported by OMB Circular A-133.

The College’s major programs were:

Name of Federal Program or Cluster CEDA Number
Student Financial Assistance Programs:
Federal Pell Grant Program 84.063
Federal Supplemental Educational Opportunity Grant 84.007
Federal Work-Study Program 84.033
TRIO Cluster:
TRIO - Upward Bound 84.047
TRIO - Student Support Services 84.042
TRIO - Talent Search 84.044
Adult Education - State Grant Program 84.002
Higher Education Institutional Aid 84.031

Land Grant Programs:
Payments to Agricultural Experiment Stations
Under the Hatch Act 10.203
Cooperative Extension Services 10.500

A threshold of $300,000 was used to distinguish between Type A and Type B programs as
those terms are defined in OMB Circular A-133.

The College did not qualify as a low-risk auditee as that term is defined in OMB Circular A-
133.

-11 -



NORTHERN MARIANAS COLLEGE

Schedule of Findings and Questioned Costs, Continued
Year Ended September 30, 2004

Section Il - Financial Statement Findings

Reference Refer
Number Findings Page #
2004-1 Fixed Assets 13
2004-2 Receivables 14
2004-3 Inventory 15
Section 111 - Federal Award Findings and Questioned Costs
Reference Questioned
Number Findings Costs
2004-4 Allowable Costs/Cost Principles $ 8,272
2004-5 Procurement and Suspension and Debarment $ 7,320
2004-6 Eligibility $ -
2004-7 Equipment and Real Property Management $ -

-12-
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16
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19



NORTHERN MARIANAS COLLEGE

Unresolved Prior Year Findings and Questioned Costs
Year Ended September 30, 2004

Questioned Costs

The prior year Single Audit report on compliance with laws and regulations noted the following
questioned costs and comments that were unresolved at September 30, 2004:

Questioned costs as previously reported $ 1,803,797
Less questioned costs resolved in fiscal year 2004:
Questioned costs of fiscal year 2000 and prior (a) (1,072,626)
Questioned costs of fiscal year 2001 Single Audit (b) (154,355)
Questioned costs of fiscal year 2002 Single Audit (b) (280,331)
Questioned costs of fiscal year 2003 Single Audit (b) (161,564)
134,921
Questioned costs of fiscal year 2004 Single Audit 15,592
Unresolved questioned costs at September 30, 2004 $_ 150,513

(@) OMB Circular A-133, Section .315(b)(4) - questioned costs resolved as the College considers
these findings are no longer valid as they were reported to federal agencies in excess of the
two year threshold as of September 30, 2004, except for the U.S. Department of Education
which specifically communicated to the College their determination and resolution of the
questioned costs in the years 2000 and prior in their letter dated March 11, 2005.

(b) These questioned costs were resolved through Federal agency determination as communicated
to the College by the U.S. Department of Agriculture (USDA) in their letter dated April 15,
2005 and the U.S. Department of Education (USDE) in their letters dated May 27, 2005 and
March 11, 2005.

Unresolved Findings

The status of unresolved findings is discussed in the Schedule of Findings and Questioned Costs
section of this report (pages 11 through 19).

-20 -



NORTHERN MARIANAS COLLEGE

Schedule of Findings and Questioned Costs, Continued
Year Ended September 30, 2004

Receivables

Finding No. 2004-2

Criteria:  Receivables should be periodically assessed for validity and collectibility.
Additionally, through this process, the adequacy of the allowance for doubtful accounts
should be assessed and collection efforts pursued.

Condition: Numerous account balances have been outstanding for several fiscal years with
little or no subsequent activity.

Cause: The cause of the above condition is that supporting documents for these long
outstanding balances could not be located.

Effect: The effect of the above condition is that the College’s receivables are not being
collected in a timely manner. Further, the interim financial statements are misstated due to a
lack of adequate provision for doubtful receivables.

Recommendation: We recommend that the College implement procedures requiring periodic
review of all receivable balances for validity and collectibility. Accounts determined to be
uncollectible should be written-off. This process should also address the adequacy of the
related allowances for doubtful accounts.

Prior Year Status: Lack of review of receivable balances for validity and collectibility was
reported as a finding in the audits of the College for fiscal years 2001 through 2003.

-14 -



NORTHERN MARIANAS COLLEGE

Schedule of Findings and Questioned Costs, Continued
Year Ended September 30, 2004

Inventory - Book Store

Finding No. 2004-3

Criteria: Variances between general ledger balances and subsidiary ledgers should be
investigated and reconciled in a timely manner. The subsidiary ledger should reflect accurate
information such as quantity, cost and items owned by the College.

Condition: Discrepancies between inventory general ledger and subsidiary ledger balances
are not being identified and resolved in a timely manner. This condition was resolved through
proposed audit adjustments.

Cause: The cause of the above condition is a lack of procedures in place to ensure general
ledger balances are reconciled to the subsidiary ledger.

Effect: The effect of the above condition is possible misstatement in inventory balances.

Recommendation: The College should adhere to established policies and procedures
requiring monthly reconciliation of all general ledger balances to subsidiary detail.

Prior_Year Status: Lack of adherence to established policies and procedures requiring
monthly reconciliation of inventory general ledger balances against subsidiary detail and lack
of retention of invoices to substantiate inventory costs was reported as a finding in the audit of
the College for fiscal year 2003.

-15-



NORTHERN MARIANAS COLLEGE

Schedule of Findings and Questioned Costs, Continued
Year Ended September 30, 2004

Section 111 - Federal Award Findings and Questioned Costs

Allowable Costs/Cost Principles

Finding No. 2004-4

Questioned
Program Reason for Questioned Costs Costs
U.S. Department of Criteria: OMB Circular A-21, Cost Principles for Educational Institution,
Education / Adult establishes principles for determining the allowable costs incurred by
Education - State educational institutions under grants with the Federal Government.
Grant  Program /  Specifically, costs must be necessary and reasonable for proper and
CFDA # 84.002 / efficient performance and administration of the federal awards.
Federal Award #
V002A030055 [ Condition: Of $405,202 in expenditures of the Adult Education, - State
Federal Award period  Grant Program , fourteen expenditures were tested, totaling $41,172. One
07/01/03 - 09/30/04 expenditure (check # 12755 for $4,272) was for travel that did not occur
(non-refundable tickets were acquired but were not used) and one
expenditure (check # 12579 for $4,000) lacked substantiating documents
such as an invoice or a payment receipt. Based on our population and
sample size, the condition was extrapolated to indicate amounts in excess
of $10,000. $ 8,272

Cause: The cause of the above condition is a lack of adherence to federal
procurement standards.

Effect: The effect of the above condition is noncompliance with
procurement standards.

Recommendation: We recommend that the College adhere to established
policies and procedures to ensure compliance with federal procurement
standards.

Prior Year Status: Noncompliance with procurement standards was
reported as a finding in the audit of the College for fiscal 2003.

-16 -



NORTHERN MARIANAS COLLEGE

Schedule of Findings and Questioned Costs, Continued
Year Ended September 30, 2004

Procurement and Suspension and Debarment

Finding No. 2004-5

Program

Reason for Questioned Costs

Questioned
Costs

U.S. Department of
Education / Adult
Education -  State
Grant  Program /
CFDA # 84.002 /
Federal Award #
V002A030055 /
Federal Award period
07/01/03 - 09/30/04

Criteria;  The federal government requires compliance with local
procurement policy when it is more stringent than the federal requirement.
The College’s Procurement Regulation 11-c requires programs to first
determine whether their requirements may be met by available in-house
resources or through other employment options authorized by College
policy, prior to initiating the acquisition of services via procurement
procedures.

Condition: Of $405,202 in expenditures of the Adult Education - State
Grant Program, fourteen expenditures, totaling $41,172 were tested. Two
professional service contracts (Contract #s PS-2746 and 2746A for $6,120
and $1,200, respectively) did not evidence that the contracted services
were not available internally at the College. Based on our population and
sample size, the condition was extrapolated to indicate amounts in excess
of $10,000.

Cause: The cause of the above condition is a lack of adherence to local
procurement policy.

Effect: The effect of the above condition is noncompliance with local
procurement policy.

Recommendation: We recommend that the College adhere to established
policies and procedures to ensure compliance with local procurement

policy.

Prior Year Status: Noncompliance with procurement standards was
reported as a finding in the audit of the College for fiscal 2003.

Total Questioned Costs

-17 -

7,320

$_ 15,592



NORTHERN MARIANAS COLLEGE

Schedule of Findings and Questioned Costs, Continued
Year Ended September 30, 2004

U.S. Department of Education

Eligibility - TRIO - Talent Search

CFDA # 84.044, Federal Award # P044A020234-03
Federal Award period 09/01/03 - 08/31/04

Finding No. 2004-6

Criteria: It is the College’s responsibility to ensure that student awards are made only to
eligible students. Various eligibility requirements concerning citizenship, prior education and
similar matters are stipulated in the specific requirements of the program’s compliance
supplement.

Condition: Of three Talent Search student files tested for eligibility, two files (SS #s 586-31-
2004 and 586-06-7548) lacked proof of citizenship and one file (SS # 586-31-2004) lacked
evidence of educational background (e.g., completion of five years of elementary education,
etc.)

Cause: The cause of the above condition is a lack of procedures to ensure that adequate
documentation is retained by the College to support eligibility of recipients of Talent Search
program.

Effect: The effect of the above condition is possible noncompliance with respect to eligibility
requirements. Costs were not questioned as we were unable to determine that eligibility was
not proper.

Recommendation: We recommend that the College establish procedures to ensure that files
for all students under the program contain adequate documentation to support eligibility
requirements.

-18-



NORTHERN MARIANAS COLLEGE

Schedule of Findings and Questioned Costs, Continued
Year Ended September 30, 2004

Equipment and Real Property Management - All Federal Programs

Finding No. 2004-7

Criteria:  Section 74.34 of 34 CFR 74, Administration of Grants and Agreements with
Institutions of Higher Education, Hospitals, and Other Non-Profit Organizations, requires
grant recipients to maintain property management records and to perform a physical inventory
of equipment at least once every two years.

Condition: Property management records are not maintained. Furthermore, a physical
inventory of equipment has not been taken within the past two years.

Cause: The cause of the above condition is a lack of established policies and procedures
related to equipment and real property management.

Effect: The effect of the above condition is noncompliance with federal property
management standards.

Recommendation: We recommend that the College establish policies and procedures to
ensure compliance with federal property management standards.

Prior Year Status: Noncompliance with federal property management standards was reported
as a finding in the audits of the College for fiscal years 2001 through 2003.
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