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To: Members of the Board of Education
Citizens of the Commonwealth of the Northern Mariana Islands:

The Comprehensive Annual Financial Report of the Public School System
(PS8) of the Commonwealth of the Northern Mariana Islands (CNMI) for
the year ended September 30, 2005, is hereby submitted as mandated by
both local ordinances and territorial statutes. These ordinances and
statutes reguire that the PSS issue annually a report on its financial
position and activity and that an independent firm of certified public
accountants will audit +this report. Responsibility for both the
accuracy of the data and the completeness and fairness of the
presentation, including all disclosures, rests with management. To the
best of our knowledge and belief, the enclosed data are accurate in all
material respects and are reported in a manner that presents fairly the
financial position and results of operations of the various funds and
account groups of the PSS. All disclosures necessary to enable the
reader to gain an understanding of the P83’ activities have been
ing¢luded. The comprehensive annual financial report is presented in
three sections: introductory, financial, and single audit.

The Introductory section, which 1s wunaudited, includes this
letter of transmittal, an organizational chart, a list of the
PSS’ principal elected and appointed officials,

The financial section includes the bagic financial statements and
the combining and individual fund and account group financial
statements and schedules, as well as the independent auditor's
report on these financial statements and schedules.

The single audit section includes the schedule of expenditures of
Federal awards, the report on compliance and on internal control,
reports on compliance with requirements applicable to each major
Federal program, and a schedule of findings and questioned costs.
The PSS is required to underge an annual single audit in
conformity with the provisions of the Single Audit Act Amendments
of 1996, the U. S. Office of Management and Budget's Circular A-
133, Audits of States, Local Governments, and Non-Profit
Organizations, and the Commonwealth of +the Northern Mariana
Islands Single Audit Implementation Act.

The financial reporting entity includes all the funds and account
groups of the Public School System.
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The members of the Board are elected by the public and have decision-making
authority. There are three non-voting members of the Board, the non-public
school representative, student representative and teacher representative.
although the CNMI collects all taxes, the Board determines how the school
system will spend the funds generated for schools.

The CNMI government cannot modify the school system's budget unless a change
in the budgetary law is passed by the Legislative branch and concurred by the
Fxecutive Branch. The CNMI government is not required to finance any deficits
of the school system.

For these reasons, the Public School System is not fiscally dependent on the
CNMI and therefore is recognized as a primary goveranment, as defined by the
Governmental Accounting Standards Board. The schoocl system also receives
funding from Federal government sources and must comply with the concomitant
requirements of the Federal government.

FINANCIAL STATEMENTS

Thie letter of transmittal should be read in conjunction with the
Management‘s Discussion and Analysis (pages 3~14), which focuses on current
activities, accounting changes and currently known facts.

In October 2001, the PSS elected to implement change in governmental
financial reporting in accordance with GASB 34 and the Government of the
Commonwealth of the Northern Mariana Islands. The format and purpose of
these changes are addressed in the notes to the financial statements, reflect
on and explain the effects and results of these changes. We believe this new
presentation will provide better information to the user of the Comprehensive
annual Financial Report (CAFR) of Public School System.

GOVERNMENTAL STRUCTURE, LOCAYL, ECONOMIC CONDITION, AND QUTLOOK

The Commonwealth of the Northern Mariana Islands Public School System is one
comprehensive school district serving the entire Commonwealth; including the
igslands of 8aipan, Rota, and Tinian. The system was created through the
enactment of Public Law 6-10 in January 1988. For school year 2004-20053, it
served over 11,000 students from pre-school through 12th grade in 12
elementary schools, 5 middle schools, 5 high schools, and 10 headstart
centers.

At the helm of the school system are the CNMI Board of Education and the
Commissioner. The Board consists of five voting members and three appointed
non-voting representatives. Three voting members are from from Saipan; one
voting member is from Rota; and one voting member is from Tinian. The public
elects the voting members, who serve four-year terms, on an igland wide
basis. The Commissioner is appointed by the Board and serves as Chief
Executive Officer of the system. The Board is responsible for setting
policy, while the Commissioner and the administrative team are charged with
managing the operations of the school system.
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A prineipal is charged with the responsibility of the total school

operations, and administers each individual school. Appropriate
instructional and support personnel, based on pupil enrollment, staff the
schools., The school principal and faculty work cooperatively with

instructional specialists and central administrative staff in developing and
implementing effective instructional programs.

The school system has over 1,000 full-time and over 150 part-time employees

and is the largest employer in the government sector. The schocl system has
nearly 550 regular classroom teachers, not including media specialists,
counselors, psychologists, etc., and allots regular classroom teachers at a

teacher/student ratio of 1:20 for kindergarten, grades 1,2,3; 1:25 for grades
4,5,6; 1:30 for grades 7-12. All schools are accredited through the Western
Association of Schools and Colleges.

Most students are assigned to and attend their "in zone school" -- the school
assigned is based on the parent's or guardian's home address. In some
instances, an ‘out of zone’ school may be assigned due to over enrollment at
the *“in =zone school”. Transportation is provided for students living at
least 1 mile from the assigned scheool.

The indigenous people of the CNMI are the Chamorro and Carolinian. The
official languages of the CNMI are Chaworro, Carolinian, and English.
English is the primary language of instruction in the Public School System of
the CNMI. Chamorro and Carolinian are taught in the Public School System as
part of a bilingual program. The indigenous people were congquered by the
Spaniards in the 16 Century. The Islands of Saipan, Rota and Tinian were
sold to the Germans in the early 20"" Century, taken by Japan in 1914 to 1944,
administered as a United Nations Trust Territory until 1976. In 1976, the
indigenous people voted to become citizens of the United States, making
Saipan, Rota and Tinian the Commonwealth of the Northern Mariana Islands.

The Commonwealth has one of the best c¢limates in the world, and the purest
air of any first world country. The temperature ranges from 74 degrees to 88
degrees all year round. It also boasts the most attractive tax structure of
a U.S. possession. The islands are lush with tropical jungles and scenic
beaches and dive locations. There are numercus golf courses where a local
can golf for a fourth of the cost on the Mainland.

The economy of the area is stabilized by the presence of a fairly large
garment-manufacturing complex, Tourism from Japan is also a major source of
revenue for the CNMI. The government of the CNMI is the largest employer on
the islands. The CNMI economy has been seriously affected by the changes in
trade treaties in 2005. S&ince Japan has been in a prelonged economic slump,
the tourist industry has also been in a slump.

The guantity and quality of the instructional programs of the school system
are directly dependent on the funding provided and on effective management
and efficient use of those funds. We recognize the important trust and
responsibility we are given in the management of public resources and
continue to be vigilant and trustworthy in fulfilling that responsibility.
puring the course of 2004-2005, we aggressively pursued ways to reduce costs
and improve efficiency by eliminating administrative overtime and out-of-
system travel, moving purchasing deadlines to earlier dates, and restricting
special projects that cross fiscal years. such efforts have allowed the
school system to end the fiscal year 2004-2005 with a strong financial
position.



We believe that continuation of these financial management practices coupled
with appropriate planning should result in continued strong financial
position and provide appropriate fiscal accountability to the public and
continued improvement of programs.

PUBLIC SCHQOL SYSTEM MISSION AND GOAL

e e b e e ————,—, e,

The Public School System has adopted a mission for the school system and

goals and strategies to achieve the mission. Reaching these high standards
involves concentrated effort and determination by all employees of the school
system. The following list provides the mission, goal, strategies and
measurements.

Mission: The CNMI Public 8chool System will educate each student to be a
responsible and productive citizen who <can effectively manage future
challenges.

Goal: By 2008, 80% of all students at Kindergarten through 8" grade will be
at or above grade level as measured by CNMI Standards Based Assessment and
nationally by the Stanford Achievement Test, 10" Edition.

Strategy: Reduce the achievement gap between all students’ actual achievement
and their potential achievement.

Use the Baldrige system of continuous improvement to insure that decision-
making processes are data driven and student focused.

Redefine the magnet program so that it becomes a vehicle to help attain this
strategy.

Support the use of technology to aid student learning and create additional
time for instruction.
Heasurement: Percentage of students in under-performing groups at or above

grade level will increase.

Strategy: Improve the district’s ability to recruit and retain a high quality
workforce.

Recruit and retain quality teachers whose vision, potential and abilities
support leaving no child behind.

Strive to provide an adequate compensation package for all employees.
Ensure that the school system has an adeguate pool of substitute teachers.

Develop a systematic process for getting feedback from staff about job
satisfaction, working conditions, and support systems.

Develop strategies to make more time available for teachers to teach and to
grow professionally.

offer training for staff +that builds their capacity to improve the
achievement of all students (i.e., diversity/poverty training; use of date;
agsessment training).

Support and expand the recruitment and training of mentors.
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Measurement: Decrease in turnover.

Strategy: Improve the internal and external communications within the
district.

Develop a system-wide strategic communications plan.

Develop a process for communicating to teachers and other employees about
system initiatives.

Measurement: Community survey of school system’s publics.

Capital Improvements

The school system's building program has been a high priority of the Board of
Education with over 15,000 students expected by 2010. The CNMI government
approved House Bill No. 14-62. This bill allows the Public School System to
build additional c¢lassrooms for both EKagman Elementary and FKagman High
School. It also proposes that PSS build a Tinian and a Rota Headstart Center.
These projects will be financed by the interest earned on the General
Obligation Bond of PSS. Construction began in 2004.

The Board of Education submitted a long-term Capital Improvement Projects
Plan to the CNMI government. These projects include an As-Matuis Elementary
School, a Marpi Secondary School, a second Kagman Elementary School, a Kagman
High School expansion and a Southern High School expansion. Also in the
proposal were major renovations to the older schools in the CNMI. The total
proposed plan had an estimated cost of $50,995,988. These projects, if
approved by the government, would be built over the next 7 to 10 years.

Funding for the Public Schools

The cost of public education in the CNMI is financed primarily by the Gross
Receipts Tax of business owners and the Chapter II Tax of the individual.
The CNMI has a centralized tax system, and not a localized property tax
system, the CNMI Public School System allocates ites $36.084 million on a per
student ratie for non-persennel expenditures. In c¢onjunction with the
$25.802 million Federal funds, the CNMI allocates its Personnel budget on an
impartial preset staffing pattern. The local funding level for the Public
School System has remained flat since 1999.

Enrcollments

The students enrolled in the Public School System have increased from 9,500
in 1998 to 11,000 in 2005. This represents a 15.7% increase in seven years.
The teachers have increased from 464 in 1998 to 554 in 2005. Teachers funded
by consolidated Federal funds increased from 37 teachers in 1998 to 68
teachers in 2005. Federal funds also paid for 72 Special Education teachers
in FY 2005. The Federal funds in 2005 paid for 116 teacher aides as opposed
to 51 teacher aides in 1998. As can be seen, the increased payroll for the
additional teachers and teacher aides has been financed by additional Federal
funds. The Central Office staff was reduced, and additional Federal funds
were obtained to finance the growth of the Public School System.
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Internal Control

The management of the school system is responsible for establishing and
maintaining an internal control structure designed to ensure that the assets
of the school system are protected from loss, theft, or misuse and to ensure
that adeguate accounting data are compiled to allow for the preparation of
financial statements in conformity with accounting principles generally
accepted in the United States of America. The internal control structure is
designed to provide reascnable, but not absoclute, assurance that these
objectives are met. The concept of reasonable agsurance recognizes that the
cost of a conhtrol should not exceed the benefits likely to be derived and the
valuation of costs and benefits requires estimates and Jjudgments by
management .

As a recipient of Federal and local financial assistance, the school system
is also responsible for ensuring that an adequate internal control structure
is in place to ensure and document compliance with applicable laws and
requlations related to these programs. This internal control sitructure is
subject to periodic evaluation by management. PSS hired a Federal monitor in
May 2004 to improve its internal control system.

The CNMI Planning and Budgeting Act mandates the adoption of an annual
balanced budget resolution by July 1 each year. If the Budget is not passed
by the Legislature and the Governor, PSS operates its budgets on a continuing
resolution from fiscal year 1999. Fiscal year 2005, which begins on October
1, 2004 and ends on September 30, 2005 was a budget on the Continuing
Resolution from 1999. The objective of these budgetary controls is to ensure
compliance with legal provisions embodied in the annual appropriated budget
and in funds provided by the Federal, state, and local governments. The
final budget, as continued from the fiscal year 1999, is reflected in the
financial section.

The school system also maintains an encumbrance accounting system as one
method of maintaining budgetary control. Encumbered amounts do not lapse at
year-end, they continue as outstanding encumbrances until exhausted.

ae demonstrated by the statements and schedules included in the financial

section of +this report, the school system continues to meet its
responsibility for sound financial management.

Ceneral Government Functions and General Fund Balance

The following schedule presents a summary of the budgets, using the modified
accrual basis, of the Commonwealth funds and PSS funds for the fiscal years
ended September 30, 1997 thru September 30, 2005.

Primary factors contributing to the total increase in the local and Federal
funds were salaries and the related benefit costs. Positions were added to
accommodate the continued growth in enrollment. Central support costs
decreased as a percent of the total by continued reduction of costs.

Other instructional costs increased primarily due to the expansion of the
Advanced Development Institute and Headstart, and other similar programs,
established to assist all students in reaching the goals set for the school
system.
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Capital Proijects Fund

Capital projects were financed by the issuance of a $15,000,000 Bond, and the
matching funds of $15,000,000 by the CNMI government. In 2001, two elementary
schools and one high school were completed. The remainder of the $30 million
is for modernization of Rota, Tinian, and Saipan physical plants.

The capital projects are projected on a seven-year cycle. PS8 is projecting
that a new elementary school be built in the As-~Matuis area. Also
contemplated is a secondary school for the Marpi area. Additional classrooms
will alse have to be built in the Kagman area.

In addition to these major improvements, additional classrooms will have to
be added in most of the Saipan schools. Rota and Tinian are also expected to
have additional buildings. This comprehensive building program is only in
the planning stage at this time. No funds for these projects have been
identified at this time. The estimated time for the completion of these
projects is fiscal year 2013.

Cash Manadgement Policies and Practices

PSS requests drawdowns from the Federal government as the funds are expended.
PSS Federal programs are funded on a reimbursement basis, program costs are
paid for using PS5 local funds before reimbursement are requested from the

. Federal grantors. Bank of Guam is used as the bank for transactions due to

its banking relationship with the CHMI government. The payroll for the
public School System is processed by the CNMI Finance Department.

The CNMI OCffice of the Public Auditor has recommended to PSS that it invest
ite funds in FDIC insured financial institutions. Since 1998, PSS has placed
all its funds in FDIC insured institutions.

Risk Management

The CNMI government is a self-insured entity. The government has limited its
general liability to individuals to $100,000 by statute. For this reason,
the government does not maintain any insurance on its buildings, or
employees. At some future date, the Public School System may insure some of
its assets, as an autonomous agency, as it is not required to follow the
CNMI's government of self-insurance.

pgS does require performance bonds on all its building projects financed by
the government bonds.



other Information

Independent Audit Commonwealth statutes and Federal statutes require an
anpual audit to be performed by independent certified public accountants.
The firm of J. Scott Magliari & Company was selected by the Board of
Educaticn. In addition to meeting the reguirements set forth in Commonwealth
statutes, the audit was designed to meet the requirements of the Pederal
Single Audit Act Amendments of 1996, as required by U. 8. Office of
Management and Budget’s Circular A-133. The auditors used the generally
accepted auditing standards of the United States and the government auditing
gtandards as set forth in the Government Accounting Office’s Government
Auditing Standards. The auditor’s report on the general-purpose financial
statements and combining and individual fund statements and schedules are
ineluded in the financial section of this report.
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Fax No. (670) 233-8214 Fax No. (671) 472-2686

INDEPENDENT AUDITOR‘S REPORT

The Board of Education
Public School System

I have audited the accompanying financial statements of governmental activities,
the business-type activities, each major fund, and the aggregating fund
information of the Public 8chool System (PS3), a component unit of the
Commonwealth of the Northern Mariana Islands, as of September 30, 2005 and 2004,
and for the years then ended. These financial statements are the responsibility
of PSS’ management. My responsibility is to express an opinion on these
financial statements based on my audits.

I conducted my audits in accordance with auditing standards generally accepted
in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of
the United States of America. Those standards require that I plan and perform
the audits to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the acecounting principles used and
significant estimates made by management, as well as evaluating the overall
financial statement presentation. I believe that my audits provide a reasonable
basis for my opinion.

In my opinion, the financial statements referred to above present fairly, in all
material respects, the respective financial position of the governmental
activities, the business +type activities, each major fund, and the aggregate
fund information of P58 as of September 30, 2005 and 2004, and the respective
changes in financial position and cash flows, where appropriate, thereof and the
respective budgetary comparison for the general fund for the years then ended in
conformity with accgounting principles generally accepted in the United States of
America.

The Management’s Discussion and Analysis (MD&A) and Budgetary Comparison
Information on pages 3 to 14 and pages 20 to 21, respectively, are not a
required part of the Dbasic financial statements but are supplementary
information required by the Government Accounting Standards Board. This
supplementary information is the responsibility of the management of PSS. I
have applied certain limited procedures, which «consisted principally of
inquiries of management regarding the methods of wmeasurement and presentation of
the reguired supplementary information. However, I did not audit this
information and express no opinion on it.



In accordance with the Government Auditing Standards, I have also issued my
report dated May 31, 2006 on my consideration of the PSS’ internal control over
financial reporting and on my tests of its compliances with certain provisions
of laws, regulations, contracts, and grant agreements and other matters. The
purpose of that report is to describe the scope of my testing of internal
control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on the internal control over financial reporting,
or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be considered in
assessing the results of my audit.

My audit was conducted for the purpose of forming opiniens on the financial
statements that collectively comprise the PSS basic financial statements. The
introductory section and the combining individual non-major fund financial
statements are presented for purposes of additional analysis and are not a
reqguired part of the basic financial statements. This supplementary information
is the responsibility of the management of PSS. The combining individual non-
major funds financial statements have been subjected to the auditing procedures
applied in the audit of the basic financial statements and, in my opinion, are
fairly stated in all material respects in relation to +the basic financial
statements taken as a whole. The introductory section has not been subjected to
the auditing procedures applied in the audit of the basic financial statements
and, accordingly, I express no copinion on them.

‘%Lm ~ ¥ é Qo
pan, Commonwe f the NWorthern riana Islands

May 31, 2006



PUBLIC SCHOOL SYSTEM

Management's Discussion and Analysis
September 30, 2005 and 2004

This section of the CNMI public School System (PSS) financial xreport
represents our discussion and analysis of the financial performance of the
psS for the year ended September 30, 2005. This information should be read
in ceonjunction with the audited financial statements included in this report
(pages 15 to 39).

Financial Highlights

The Public School System enrollment of 11,244 students in FY 2004 increased
to 11,718 students for FY 2005.

The Public School System’s net assets decreased $2,446,468 in FY 2005. This
decrease was caused by a $1.3 million decrease in current assets, and a $1.1
adjustment of the capital assets net of aceumulated depreciation.

as of the close of the fiscal year 2005, the Public School System’s total net

assets is 581,056,161. This includes the capital assets, net of accumilated
depreciation, of 579,066,700,

overview of the Financial Statements

CASB Statement No. 34 requires the presentation the Management Discussion and
mnalysis (MD&A) and the basic financial statements. The basic financial
statements consist of government-wide statements, fund financial statements,
notes to the financial statements, and required supplemental sections.

MD&A and the agency-wide statements are all new. The rest of the basic
financial statements are changed — some in minor ways, some noticeably.

MD&A

The MD&A is intended to be a “plain English” narrative section that
introduces the basic financial statements. It should give readers an
objective and easily readable analysis of the PSS’ financial performance for
the year.

pistrict-Wide Statements

The first +two financial statements presented are highly condensed and are
based (somewhat) on the accounting model used by private sector businesses.

The district-wide statements are presented on the full accrual basis of
accounting and include the statement of net assets and the statement of
activities.

Statement of Net Assets

The statement of net assets includes all of the CNMI Public School
System assets and liabilities. Assets and liabilities are classified
in the order of relative liquidity for assets and due date Ifor
liapilities. This statement provides a summary of the school system's
investment in assets and obligations to creditors. Liguidity and
financial flexibility can be evaluated using the information contained
in this statement.



PUBLIC SCHOOL SYSTEM

Management's Discussion and Analysis
September 30, 2005 and 2004

Net assets - the difference between the school system's assets and
liabilities is one way to measure the district's financial health or
position.

o Over time, increases or decreases in the school system's net
assets are an indicator of whether its financial position is
improving or deteriorating.

Statement of Activities

The statement of activities summarizes the school system's revenues and
expenses for the current year. It is based on full accrual accounting
rather than the traditional modified accrual. Depreciation of capital
assets is recognized as an expense. A net revenue (expense) format is
used to indicate to what extent each function is self-sufficient.

Fund Financial Statements

The second type of statements included in the basic financial statements is
+he fund financial statements, which is presented for the school system's
governmental funds.

Balance Sheet
Statement of Revenues, Expenditures, and Changes in Fund Balance

These statements present the governmental funds on the modified accrual
basis of accounting, measuring the near term inflows and outflows of
financial resources and what is available at year-end to spend in the
next fiscal year. The fund financial statements focus on the school
system's most significant funds.

Reconciliation from Agency-wide to Fund Statements

Because a different basis of accounting is used in the district-wide
statements, reconciliation from the governmental fund financial
statements to the district-wide statements is required. The district-
wide statements provide information about the school system as an
economic unit, while the fund financial statements provide information
on the financial resources of the school system's major funds.

Statement of Revenues, Expenditures, and Changes in Fund Balance-
Budget and Actual

A budgetary comparison statement for the general fund is considered to
be required supplementary information and is included in the basic
financial statements. The new thing to look for on these schedules is
the addition of a column containing the original budget.

The fund financial statements provide more detailed information about the
school system's funds, focusing on its most significant or "major" funds -
not the school system as a whole. Funds are accounting devices the school
system uses to keep track of specific sgources of funding and spending on
particular programs.



PUBLIC SCHOOL SYSTEM

Management's Discussion and Analysis
September 30, 2005 and 2004

The PSS' major funds are:

General Fund - Accounts for all financial resources except for those
required to be accounted for in another fund. The General Fund is Ps§’
major operating fund.

Capital Project Fund - Accounts for financial resources to be used for
the acquisition or construction of all major governmental projects.

Non~major Funds — Accounts for the proceeds of specific revenue sources
(other +than expendable trusts or major capital projects) that are
legally restricted to expenditures for specified purposes. These were
previocusly reported as Special Revenue Funds.

CONDENSED COMPARATIVE DATA

Assets, Liabilities and Net Assets

The PSS’ net assets, on the district-wide basis, increased by 544,952 from
the previous y=ar. The increase was the result of excess revenues over

expenses in FY 2005. However, the 2005 change in net assets is lower than
prior year, despite higher revenues.

{ Change in Net Assets |
FY 2005 FY 2004 FY 2003
Net assets, beginning . $ - 83,502,629 $ 83,172,358 § 85,116,708
Revenues 73,414,824 61,638,298 61,428,570
Expenditures 73,338,189 61,420,275 63,372,920
Excessg (deficiency) of revenue
over expenditures 76,635 218,023 {1,944,350})
Current year restatements {2,523,103} 112,248 —
Het dssets, ending: - é 81,056,161 . .5 :83,502,629 . $ .. 83,172,358
L Net Assets |
Increase
Sept 30, 2005 Sept 30, 2004 {Decrease)
current assets 3 7,061,281 3 8,391,786 5 (1,330,505}
Noncurrent assets $2,223,392 82,047,324 176,068
Total assets 89,284,673 90,439,110 (1,154,437}
Current liabilities 3,798,783 2,667,002 1,131,781
Y¥oncurrent liabilities 4,429,729 4,269,479 160,250
Total liabilities 8,228,512 6,936,481 1,252,031
Het Agsets. - ; “§. 81,056,161 .% $3,502,629  § {2,446,458)
Investment in capital assets S 79,066,700 B 80,139,357 5 {1,072,657)
Restricted for improvement
projects in progress 3,142,141 1,907,987 1,234,174
Unrestricted {1,152,680) 1,455,305 (2,607,985)
et Assets: . (5. Bl 056,161, 55 83,502;62% 1§, {2,416,468)




PUBLIC SCHOOL SYSTEM

Management's Discussion and Analysis
September 30, 2005 and 2004

[ Net Assets ]
Increase
Sept 30, 2004 Sept 30, 2003 (Decrease)
Current assets $ 8,391,786 $ 9,918,120 s (1,526,334)
Noncurrent assets 82,047,324 81,576,119 471,205
Total assets 94,439,110 91,494,239 {1,055,129)
Current liabilities 2,667,002 4,170,617 {1,503,615}
Moncurrent liabilities 4,269,479 4,151,264 118,215
rotal liabilities 6,936,481 8,321,881 {1,385,400)
et Assels o : : Lo - 23,502,629 5 83,172,358 $ - 339,271
Investment in capital assets $ 80,139,357 ] 79,687,750 5 451,607
Restricted for improvement
projects in progress 1,907,967 1,888,369 19,598
Unrestricted 1,455,305 1,596,239 (140,934)
Net Assets B I Co% 83,502,629 % 83,172,358 § - . 330,271

Net assets is an indicator of the fiscal health of the School System. Assets
for governmental activities exceeded 1liabilities by 581,056,161 and
$83,502,629 as of September 30, 2005 and 2004, respectively. The largest
component of net assets is invested 1in capital assets amounting to
$79,066,700 and $80,098,157 at September 30, 2005 and 2004, respectively.

Net assets decreased by 52,446,468 in fiscal year 2005 and increased by
$330,271 in fiscal year 2004. The decrease in net assets in fiscal year 2005
is primarily due to restatements in fund balance due to an increase in
accumulated depreciation for the change in useful life of vehicles from eight
(8) years to five (5} years and the reversal of revenue recorded for
uncollected lapsed funds.



PUBLIC SCHQOL SYS5TEM

Management ‘s Discussion and Bnalysis
September 30, 2005 and 2004

Revenues

Total revenues for FY 2005 was $73,414,824, a 19% increase from
FY 2004. While total revenue for PFY 2004 was $61,638,298, & 0.4% increase
from FY 2003.

1 Revenues 1
Increase
Sept 30, 2005 Sept 30, 2004 {Decrease)
Program revenues
Charges for services S 140,100 § 142,745 $ (2,645)
Operating grants and contributions 34,635,642 23,539,319 11,096,322
34,715,742 23,682,064 11,093,678
General revenues
Unrestricted CHNMI appropriations 37,404,908 37,796,320 (391,412}
Restricted for capital improvements 1,234,174 19,558 1,214,576
Miscellaneous, unrestricted - 140,316 {140,316)
18,639,082 37,956,234 682,848

§ 73,414,824 3 61,638,298 % 11,776,526

I Revenues §
Increase
Sept 30, 2004 Sept 30, 2003 [Decrease}
Program revenues
Charges for services s 142,745 $ il6,152 5 26,593
Operating grants and contributions 23,539,319 23,492,622 16,697
23,682,064 23,608,174 73,250
General revenues
Unrestricted CHMI appropriations 37,796,320 37,794,725 1,595
Restricted for capital improvements 14,5938 - 19,598
Miscellangousg, unrestricted 140,316 25,071 115,245
37,956,234 37,819,796 136,438
$ 61,638,298 $ 61,423,570 % 209,728

Revenues are classified as either general or program.

Program revenues arve those directly generated by a function or activity of
the government entity. Revenue reported as program revenues by PSS pertains
Federal grants, local donations, charges for gervices and indirect costs
allocation.

The increase in program revenues is primarily due to higher Federal grants
received in FY 2005.

The general revenue classification includes appropriations, interest and
other income not identifiable to specific activities.
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Management's Discussion and Analysis
September 30, 2005 and 2004

Exhibit
I
$40,000,000
- - -
$35,000,000
$30,000,000
$25,000,000
L
$20,000,000
$15,000,000
$10,000,000
$5,000,000
| .
¥ FY%US FY 2005
Operating grants and comributions $23,492,622 $23,630,319 $34.635.842
Unrestricted CNMI appropriations $37,794,725 [ $37,795,320 $37,404,908
Others $141,223 $302,659 $1,342,581

The chart above shows PSS revenue over the past three years. Unrestricted
CNMI appropriations constitute 51% of FY 2005 revenues and are the highest
source of revenue for the PSS.

Operating grants and revenues primarily consists of Federal grants is the

second highest source of PSS revenue., These have exhibited the highest
increase over the past three years.
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PUBLIC SCHOOL SYSTEM

Management's Discussion and Analysis
September 30, 2005 and 2004

Expenses

Total district-wide expenses by function were as follows:

{ Expenses 1
Increase
Sapt 36, 2005 Sept 30, 2004 {Decreasa)
Instruction:
Regular 5 28,693,622 § 27,952,542 $ 740,980
Special education 10,203,335 %,830,008 373,327
Co-curricular 1,481,950 1,380,742 101,208
student services 20,513,093 10,511,051 10,002,042
60,8%2,000 49,674,443 11,217,557
Support services
General administration 3,035,350 2,846,402 188,948
School administration 4,789,489 4,445,610 343,879
Other support 179,188 183,760 {4,572)
Community 2,633,160 2,316,656 316,504
individual programs 779,967 1,017,065 (237,098
Depreciation - unallocated 1,029,035 936,339 92,696
12,446,189 11,745,832 700,357
Total governmental aectivities $ 73,338,189 3 61,420,275 $ 11,917,914

Total governmental activities expenses increased by $11,917,914 or 19% as
compared to FY 2004. This is due to higher Federal grants in FY 2005 and
FY 2004 Federal grants which flowed through FY 2005, particularly under the
student services functions which include +the Consolidated Grant and the
Nutrition Assistance Grant.

OVERALL FINANCIAL POSITION

The overall financial position of the P38 as shown in the fund financial
statements (balance sheet and statements of revenues, expenditures, and
changes in fund balance) declined by 51,046,366 or 14% during FY 2005. This
is primarily due to the restatement for the lapsed CHMI appropriations.

FUND ANALYSIS

[ Fund Balance i
Capital
General Fund Projects Fund Non-Major Fund Total
Fund balance, 9/30/04 5 3,314,480 § 1,939,650 5 (6,823,447 § {1,569,317)
Increase (decrease) reserve for

encumbr ances {80,120} -~ (369,590) (449,710)
Current year restatement (1,322,270) - ~ (1,322,270}
1,912,090 1,935,650 {7,14%3,037) [3,341,297)

Fund balance, 2/30/05 1,315,392 3,142,141 (7,565,563} (3,104,030)

Increase {(decrease) in fund balance 5 {592,698) & 1,202,491 3 (372,%26) % 237,267
Percentage change -18% 62% 5% ~15%

Both general and non-major funds’ expenses exceeded revenues which resulted
to decrease in fund balance for both funds. Capital project funds increased;
however such increase is due to increase in capital projects in progress ang
is a restricted fund, thus can not be utilized by PSS except for transfer to
fixed assets when the projects are completed.
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Management's Discussion and Analysis
September 30, 2005 and 2004

GENERAL FUND BUDGETARY HIGHLIGHTS

General Fund

Varjiance
Budget Favorable
Qriginal Revision Final Actual (Unfavorable}
EXPENDITURES :
Current operations:
Instructional programs:
Regular $ 28,384,076 $ -~ & 28,384,076 § 28,686,004 -1 (301,928)
Special 2,773,357 - 2,773,357 2,741,469 31,4988
Cao-curricular 1,008,977 - 1,008,%77 994,169 14,808
Supporting services:
General administration 370,074 - 370,074 355,230 14,844
Schotl administraticn 4,112,889 - 4,112,889 4,446,499 (333,610}
Individual programs 575,565 - 575,865 594,235 {18,670)
Total expenditures 37,224,934 — 37,224,938 37,817,606 [592,668)
Deficiency of revenues
Qver expenditures {37,224,939) - (37,224,938) (37,817,606} 592,668
Other financing scurces:
Operating transfers in 37,224,918 - 37,224,938 37,224,908 {30}
Deficiency of revenues
and other financing sources
over expenditures and other
financing uses 5 - $ - & - 8 (592,698) % 592,638

There were no budget revisions in FY 2005. Total expenditures exceeded budget
by $592,668. The school administration and regular instruction functions
significantly contributed to the unfavorable variance. PSS sourced Federal
programs to finance such deficits.

Exhibit II
PSS Budget FY 2005

25,801,787
41%

@ FFederal grant W Local Funds ]



PUBLIC SCHOQL SYSTEM
Management's Discussion and Analysis

September 30, 2005 and 2004

Federal and Local Budget Review

Year Total Funding Federal Funding Local Funding

Amount 3 Amount %
1991 $35,407,990 $10,000,000 28% $25,407,990 72%
1992 $41,214,621 $11,000,000 27% $30,214,621 73%
1993 $40,194,355 511,000,000 27% $29,194,355 73%
1994 $41,214,621 $11,000,000 27% $30,214,621 73%
1995 $43,320,500 $11,000,000 25% $32,320,500 75%
1996 $43,320,500 $11,000,0600 25% 532,320,500 75%
1997 $53,763,700 $12,000,000 22% $41,763,700 78%
1998 555,100,000 $13,000,000 24% $42,100,000 76%
1999 $53,730,342 $16,000,000 30% $37,730,342 70%
2000 $53,280,342 $17,000,000 32% $36,280,342 68%
2001 $54,230,342 $17,000,000 31% $37,230,342 £9%
2002 555,230,342 518,000,000 33% $37,230,342 67%
2003 $60,230,342 $23,000,000 38% $37,230,342 62%
2004 $60,730,342 523,500,000 39% $37,230,342 6l%
2005 $63,032,129 $25,801,787 41% 37,230,342 59%

The contribution of local funding to the total funding has varied betwe

to 783% for the 15-year period from 1991 to 2005.

CAPITAL ASSETS

en 59%

The PSS’ investment in capital assets as of September 30, 2005 is §79,066,702
net of accumulated depreciation. Depreciation expense for the vyear was
§1,627,773.

1 Capital Assets i
Sept 30, 2005 _ Sept 30, 2004  Sept 30, 2003

Capital assets not depreciated

Land $ 36,647,850 $ 36,647,850 5 16,647,850
Capital assets, net of accumilated depreciation

Building and improvements 40,659,778 41,416,117 41,721,912

Vehicle 1,350,107 1,332,386 1,035,733

Others 408,965 743,004 282,255

42,418,850 43,491,507 43,039,900

$ 79,066,700 $ 80,139,357 $ 79,687,750

More detailed information on capital assets is on Note 3 in the notes to the
financial statements.
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Management's Discussion and Analysis
September 30, 2005 and 2004

OTHER MATTERS
Exhibit ITI
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1902 1993 1994 1095 1996 1997 1998 1099 2000 2001 2002 2003 2004 2005

No of Students 7086 7,731 8208 8565 8813 9,022 0,246 9498 9,669 10,001 11,251 11,244 11,016 11,599
Cost per Child - Federal Total Cost per Child - chMr  []
Cost per Child - Local 1l Total Cost per Child-Us [

Public School Cost per Child: Comparing CNMI to US Average

Key: National - total costs are actual expenditures for 1992-2001 (Source: MNCES)
National - total costs 2002-2005 are projections (Source: NCES)
ONMI - total costs 1992-2003 are actual expenditures (Source: PSS FBO)
CNMI - total costs 2004-2005 are projecticnes (Source: PSS FBO)

The enrollment in 1992 was 7100 students while the enrollment in 2004 was
11,718 students. With this increase in enrollment and local funding remaining
constant, locally funded cost per child dropped from $4,264 in 1992 to §3,210
in 2005.

The total cost per child in CRMI of $5,635 is $3,597 or 39% lower that the
$9,232 cost per child in the US.

- 12 -




PUBLIC SCHOOL SYSTEM

Management's Discussion and Analysis
September 30, 2005 and 2004

Tn 1998, PSS operated 16 schools with a total budget of $37 million with
approximately 9000 students. Since 1998, PSS has added six schools: Dandan
Elementary, Kagman Elementary and High Schools, Sinapalo Elementary, ChaCha
Middle School and Saipan Southern High School.

In FY 200%, PSS operated 22 schools with approximately 11,000 students with
the same 537 million budget. These new achools received their budgets from
existing schools. The cost for these schoole in FY 2005 is $8.0 million.
Approximately $2.0 million is the reduction in total budget due to

transferring teachers from the old schools to the new schools. However, all
the general and administration costs of these schools were financed by
reducing Central oOffice and reducing other existing schools’ budgets. Some

of the teacher costs of these new schools were financed by reallocating
Federal funds. Under the new budget rules passed by the legislature, the
Commissioner of Education 1is the responsible spending authority. This
flexibility has enabled the Public School System to respond to any school’s
needs without the permission of the CNMI government.

All emergency repairs and maintenance of all schools are handled by the
Commissioner’s Office. Urgent request for a new teacher is handled by local
tranasfer from another school, or by requesting the Federal Programs Office to
provide the necessary funds.

Teacher Certification_and “No Child Left Behind”

The Public School System has increased its requirements for its teaching

staff. Except for a few vocational teachers, all teachers have Bachelor
degrees. PSS is working with Northern Marianas College to provide specific
endorsements for all teachers teaching out of their field. In approximately

five years, all teachers in the system will be teaching in their specialized
field.

with the passage of the “No Child Left Behind” Act (the largest educational
act ever passed in the USA), the Publiec School S8ystem will respond by
continuously upgrading all its staff and facilities and equipment.

Headstart and Special Education

The Headstart Program of the CNMI has been generously supported by Local
funds. MNew sites for Headstart Centers are donated by the CNMI government.
The majority of the operating and training costs have bheen supplied by
Federal funds. Headstart has been upgrading its support and teaching staff
to comply with Federal policies.

The Special Education costs are primarily funded with Federal funds; however,
Local funds have been provided for teachers and teacher aides. The Special
Education Program is solvent, and provides the CNMI with the necessary
teachers and in addition provides the program with highly trained specialists
such as psychologists, audiologist, speech therapist, occupational and

physical therapists. Unfortunately, the retention rate for +the related
specialists has not been favorable. This is due to the nationwide shortage
of the various specialists. The Public School System has requested the

legislature to allow PSS to hire non-US citizens to fill these positions.

- 13 -



PUBLIC SCHOCL SYSTEM

Statements of Activities
For the Years Ended September 30, 2005 and 2004

Met (Expenses) Revenue

Program Revenues and Changes in Net Assets

Functigns/Programs

Governmental activites:
Instruction:

Regular

Spacial education
Co-curricular
Student services

Total instruction

Support services:

Operating
Charges for Grants and
Expenses Services Contributions 2005 2004

528,693,622 § - 3 -~ $(28,693,622) $(27,952,642)
10,203,335 - 7,424,294 (2,779,041) (3,065,403)
1,481,950 - 486,461 (995,489) {9227,13%)
20,513,093 140,100 20,270,051 (1G2,942) 14,332
£0,892,000 140,100 28,180,806 {32,571,094) (31,930,852)

General administraticn 3,035,350 - 2,533,201 (502,149} (158,532)
School administration 4,789,489 - 226,445 (4,563,044) (4,219,710
Qgther support 179,188 - - (179,188} (L83,760)
Community 2,633,160 - 2,633,160 - -
Individual programs 779,967 - 1,062,030 282,063 (309,018)
Depreciation - unallocated 1,029,035 - - (1,029,035) {936,3392)

Total support services 12,446,189 - 6,454,836 (5,991,353) {5,807,35%)

Total governmental activities $73,338,189 $ 140,100 $ 34,635,642 $(38,562,447) $(37,738,211)

Unrestricted CHMI appropriations 37,404,908 37,796,320
Capital improvement, CNMI 1,234,174 19,598
Miscellaneous, unrestricted — 140,316

Subtotal, general revenues 38,639,082 37,956,234
Changes in Net Agsets 76,635 218,023
Current year restatement (2,523,103} 112,248
Net assets - beginning 83,502,629 83,172,358

Net assets - ending 5 81,056,161 5 83,502,629

See accompanying notes to basic financial statements.
- 16 =~



ASSETS

ASSETS:
cash and cash equivalents
rReceivables from CHNMI
Receivables from Federal
other receivables
Advances, net
pue from other funds

Capital improvement
preijects in progress

TOTAL ASSETS

LIABILITIES AND FUND BALANCES

LIABILITIES:
Accrued payroll and others
vouchers payable
Deferred revenues
pue to other funds
other liakhilities

TOTAL LIABILITIES

FUWE BALAMCES:
Reserved for:
Encumbrances
Capital Improvement projects

tinreservead:
Undesignated

TOTAL FUND BALANCES

TOTAL LIABILITIES AND
FUND BALANCES

PUBLIC SCHCOL SYSTEM

Balance Sheéts
Governmental Funds
September 30, 2005 and 2004

General Capital Hon-major Total Governmental Funds
Fund Projects Fund Funds 2005 2004
3 2,642,994 s - 5 - 2,642,996 3,081,658
1,412,884 46,735 13,231 1,477,850 4,377,578
- - 1,302,440 1,302,440 664,874
1,302,656 - - 1,302,656 4,523
248,045 - 92,294 340,339 314,434
1,550,460 - 1,444,437 2,994,897 1,864,052
7,157,041 46,735 2,852,402 10,056,178 10,307,119
- 3,156,692 - 3,156,652 1,888,369
o 7,157,041 S 3,203,427 5 2,852,402 13,212,870 12,195,488
s 1,719,385 5 - 4 - 1,719,385 1,204,917
621,625 - 352 621,977 1,400,424
1,364,458 - 90,335 1,454,793 59,033
1,259,535 61,286 1,674,076 2,994,897 1,864,052
2,628 - - 2,628 2,628
4,967,631 61,286 1,764,763 5,793,680 4,531,054
870,018 - 4,283,612 9,153,630 9,233,750
- 3,142,141 - 3,142,141 1,939,650
870,018 3,142,141 8,283,612 12,295,771 11,173,400
1,319,392 - (7,195,973) (5,876,581) (3,508,966)
2,189,419 3,142,141 1,087,639 6,419,190 7,664,434
] 7,157,041 3 3,203,427 g 2,852,402
Capital assets used in governmental activities
are not financial resources and therefere are
not reported as assets in governmental funds.
The cost of capital assets is s 88,278,080
Accumulated depreciation is 9,211,390 79,064,700 80,139,357

capital improvement project funded by the
CNMI Government reported as current financial
resources in the governmental Tund
balance sheets.

Long-term liability that are not due and
payable in the current pericd and therefore
are not reported as liabilities in the funds.
Long-term at year-end pertainsg to:

Compensated absences

Total net assets - governmental activities

See accompanying notes to the basic financial statements.

- 17 -

(1,429,729)

(31,683)

{4,269,479)

81,056,161

B3,502,629




PUBLIC SCHOOL SYSTEM

Statements of Revenues, Expenditures, and Changes in Fund Balance

REVENUES:
Federal
Local
Charges for services

TOTAL REVEMULES

EXPENDITURES:
Current operations:
Instructional programs:
Regular
special
Co-curricular
Studant services

Supporting services:
General administration
gchool administration
Individual programs
other

Community services

Capital oOutlay:
Equipment and Vehicles

TGTAL EEXPENDITURES

EXCESS (DEFICIENCY) OF REVENUES
OVER EXPENDITURES

OTHER FINANCING SQURCES {UZE3):
operating transfers in

EXCESS (DEPICIENCY) OF REVENUES
AND OTHER FINANCING SOURCES
OVER EXPEMDITURES AND OTHER
FINANCING USES

INCREASE (DECRELSE} IN RESERVE
FOR ENCUMBRANCES

CURRENT YEAR RESTATEMENTS

UNRESERVED FUND (DEFICIT) BALANCES,

beginning of year

UNRESERVED FUND (DEFICIT) BALANCES,

end of year
RESERVE FOR ENCUMBRANCES

FUND BALANCE, end of the year

See accompanying notes teo basic financial statements.

Governmental Funds
For the Years Ended September 30,

2005 and 2004

General Capital Non-Major Total Governmental Funds
Fund Projects Fund Funds 2005 2004

- % - $ 32,102,441 3 32,102,441 ¢ 20,871,047

- 1,202,491 2,533,201 3,735,692 2,879,467

- - 140,100 140,100 142,745

- 1,202,491 34,775,742 35,978,233 23,893,259
28,686,004 - - 28,686,004 27,947,516
2,741,469 - 7,424,294 10,165,763 9,696,233
994,169 - 486,461 1,480,630 1,379,854

- - 20,641,377 29,641,377 19,546,145
32,421,642 - 28,552,132 60,973,774 49,569,798
355,230 - 2,495,313 2,850,543 2,814,560
4,444,499 - 226,445 4,672,944 4,367,190
594,235 - 1,062,03¢C 1,656,265 1,335,803

- - 179,188 179,188 183,760
5,395,964 ~ 3,962,976 9,358,940 8,701,312
- - 2,633,160 2,633,160 2,316,656

- - - - 19,598
37,817,606 - 35,148,268 72,965,874 60,607,365
{37,817,606) 1,202,491 (372,526) (36,987,641) (36,714,106
37,224,908 - - 37,224,908 37,209,928
{592,698) 1,202,491 (372,526) 237,267 495,822
(80,120) - (369,59%0) (449,710) (915,816)
(1,322,270) - - (1,322,270) (385,385)
3,314,480 1,939,650 (6,823,447} {1,569,317) (763,938)
1,319,392 3,142,141 (7.565,563) (3,104,030) {1,569,317)
870,018 - 8,653,202 9,523,220 9,233,751
2,189,410 § 3,142,141 3§ 1,087,639 3 6,419,190 3 7,664,434
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PUBLIC SCHCOL SYSTEM

Reconciliation of the Governmental Funds Statement of Revenues, Expanditures

and Changes in Pund Balance with the District-wide Statement of
For the Years Ended September 30, 2005 and 2004

Activities

2005

2004

Total net changes in fund balances - governmental funds )

amounts reported for governmental activities in the statement
of activities are different because:

Certain activities in the capital improvement project
fund are repcrted in statement of changes in fund balance.

Some expenses reported in the statement of activities dc not
require the use of current financial resources and therefore
are not reported as expenditures in governmental funds for
the current year, the activities consist of;

Compensated absences

Capital outlays to purchase or build capital assets are
reported as expenditures in governmental funds. However, for
governmental activities, these costs are shown in the statement
of net assets and allocated over their estimated useful lives
as annual depreciation expense in the statement of activities.
This is the amount by which capital cutlays exceed
depreciation in the period.

Capital outlays $ 1,595,708
Depreciation expense (1,627,773)

237,267 $

31,683

(160,250)

(32,065)

495,822

(31,683)

(20,933)

(225,183)

Changes in net assets of governmental activities $

76,635 $

218,023

See accompanying notes to basic financial statements.
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FPUBLIC SCHOOL SYSTEM

statement of Revenues, Expenditures and Changes in Tund Balance
Budget {US GAAP Basis) and Actual - General Fund

REVENUES
Total revenues

EXPENDITURES:
Ccurrent operations:
Instructional programs:
Regular
special
Co-curricular

Supporting services:
General administration

School adminigtration
Individual programs

Total expenditures

Deficiency of revenues
over expenditures

Other financing sources:
Operating transfers in

Excess of revenues
and other financing sources
over expenditures and other
financing uses

Current year restatements

Other change in fund balance:
Reserve for encumbrances

FUND BALANCE, beginning of year

FUND BALANCE, end of year

See accompanying notes to basic financial statements.

For the Year Ended September 30,

2005

General Fund

variance
Budget Favorable
Original Revision Final Actual {Unfavaorable)
- 3 - 5 - 3§ -
28,384,076 28,384,076 28,686,004 (301,928)
2,773,357 2,773,357 2,741,489 31,888
1,008,977 1,008,977 994,169 14,808
370,074 370,074 355,230 14,844
4,112,889 4,112,889 4,446,499 {333,610)
575,565 575,565 594,235 {18,670}
37,224,938 37,224,938 37,817,606 (592,668)
(37,224,938} (37,22£,938y  {37,817,606) (592,668)
37,224,938 37,224,938 37,224,%08 (30}
- - (592,698) (592,698)
- - {1,322,270) (1,322,270)
- - (80,120} (80,120}
- - 3,314,480 3,314,480
- 5 - 8 1,319,392 5§ 1,319,392
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PUBLIC SCHOOL SYSTEM

Statements of Revenues, Expenditures and Changes in Fund Balance
Budget(US GAAP Basis) and Actual - General Fund
For the Year Ended September 30, 2005
{With Comparative Actual Amounts for the fiscal year ended September 30, 2004)

2005 2004
Variance
Favorable
Budget Actual (Unfavorable) Actual
REVENUES ] - 5 - 3 - ] 140,314
Total revenues - - - 140,316
EXPENDLITURES:
Current operations:
Instructional programs:
Regular 28,384,076 28,686,004 {301,928) 27,947,516
Special 2,773,357 2,741,469 31,888 2,931,628
Co-curricular 1,008,977 294,169 14,808 926,251
Supporting services:
General administration 370,074 355,230 14,844 350,344
School administration 4,112,889 4,446,499 (333,610) 4,141,290
Individual programs 575,565 594,235 (18,674Q) 627,756
Other - - - 183,760
Total expenditures 37,224,938 37,817,606 (592,668) 37,108,545
Deficiency of revenues
over expenditures (37,224,9238) (37,817,6086) (592,668) (36,968,229)
Other financing sources:
operating transfers im 37,224,938 37,224,908 (30) 37,209,928
Excess of revenues
and other financing sources
over expenditures and other
financing uses - (592,698) (592,698) 241,699
Current year restatements - (1,322,270) (1,322,270) 1,107,975
other change in fund balance:
Reserve for encumbrances - (80,120) (80,120) (171,337)
FUND BALANCE, beginning of year - 3,314,480 3,314,480 2,136,143
FUND BALANCE, end of year $ - $ 1,319,392 $ 1,319,392 5 3,314,480

See accompanying notes to bkasic financial statements.
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hBSETS

aigmbi 2 9

Receaivables from CNMI
Receivables from Fadsral
Advances, net

Due from othar funds

LIABILITIES AND FUND BALANCES

Liabilities:
Vouchers payable
Accrued payroll and cthers
Deferred revenue
Due to other funds

Total liabilities

Fund balances (deficits):
Reserved for encumbrances
Unreserved

Total {deficits) fund balances

PUBLIC SCHOOL SYSTEM

September 30,

Combining Balance Sheets — Non-major Funds
2005 and 2004

Federal Lacal CNMT indiract
Grants Donations Grants Costs Total
Fund Fund Fund Fund 2005 2004
- 8 (1,508) $ 14,739 § - % 13,231 § 45,357
1,138,474 (2,312) - 166,278 1,302,440 664,876
92,294 - - - 92,294 110,637
890,617 522,901 - 30,91% 1,444,437 1,261,407
2,121,385  § 519,081 3 14,733 % 197,1%7  § 2,852,402 0§ 2,081,877
32 3 - 8 - 8 - 3 352 % 352
23,300 15,423 - 20,137 58,860 -
- 31,474 - - 31,474 16,843
683,173 320,503 155,161 515,240 1,674,077 604,517
706,825 367,400 155,161 535,277 1,764,763 621,712
7,452,188 831,424 - - 8,283,612 8,283,612
{6,037,628) (679,743) (140,422) (338,180) (7,195,973) (6,823,447)
1,414,560 151,681 {140,422 [338,180) 1,687,639 1,460,165
2,121,385 $ 519,081 g 14,739 5 157,187 § 2,852,402 $ 2,081,877

See accompanying notes to the basic financial statements.
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PUBLIC SCHOOL S5YSTEM

Combining Statements of Revenues, Expenditures, and Changes in Fund Balance
Non-major funds
For the Years Ended September 30, 2005 and 2004

Federal Local CNMT Indirect Total
Grants Donations Grants Costs Non-major funds
Fund Fund Fund Fund 2005 2004
REVENUES +
Federal % 32,102,441 S - S - $ - § 32,102,441 $ 20,851,449
Other logal - 1,164,722 24,027 1,344,452 2,533,201 2,687,870
Charga for services - 140,100 - - 140,100 142,745
TOTAL REVENUES 32,102,441 1,304,822 24,027 1,344,452 34,775,742 23,682,064
EXPENDITURES:
Current operations:
Instructional programs:
fegular - - - -~ - -
Special 7,424,294 - - - 7,424,294 6,764,605
Co-curricular 486,461 - - - 486,461 453,603
Student services 20,270,051 371,326 - - 20,641,377 10,546,155
28,180,806 371,326 — - 28,552,132 17,764,403
Supporting services:
General administration - 1,060,679 - 1,434,634 2,495,313 2,464,216
School administration 226,445 - - - 226,445 225,900
individual programs 1,062,030 - - - 1,062,030 708,047
Other — - 179,188 - 179,188 -
1,288,475 1,060,679 179,138 1,434,634 3,962,976 3,396,163
Comfunity services 2,633,160 - - ~ 7,633,160 2,316,656
TOTAL EXPENDITURES 32,102,441 1,432,005 179,188 1,434,634 35,144,243 23,479,222
EXCES3S (DEFICIENCY) OF REVENUES
OVER EXPENDITURES - (127,183) (155,161) (90,182} {372,526) 202,842
OTHER FINANCING SOURCES (USES):
Cperating transfers ip - - - - - -
EXCESS (DEFICIENCY) OF REVENUES
AND OTHER FINANCING SQURCES
OVER EXPENDITURES AND OTHER
FINANCING USES - (127,183) (155,161) (90,182} (372,526) 202,842
CURRENT YEAR RESTATEMENTS - - - - - (2,237,839)
(DEFICITS} FUND BALANCE,
beginning of year (6,037,628} {552,560} 14,739 {247,9498) (6,823,447 {4,788,450)
DEFICITS, end of year $ (6,037,628) $ (679,743} $ (140,422} $§ (338,180) $§ (7,195,973} § {6,823,447)

See accompanying notes to the basic financial statements.
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PUBLIC SCHOOL SYSTEM

Notes to the Financial Statements
September 30, 2005 and 2004

(1} summary of Significant Accounting Policies

The Public School System (PSS), a component unit of the Commonwealth of the
NMorthern Mariana Islands (CNMI), was established as a public non-profit
corporation by the CNMI Public Law 6-10 (The Education Act of 1988),
effective October 25, 1988, and began operations on October 1, 1988.

The PSS basic financial statements are prepared in accordance with accounting
principles generally accepted in the United States of America (US GAAP). The
Governmental Accounting Standards Board {GASB) is responsible for
establishing governmental accounting and financial reporting principles for
state and local governments through its pronouncements (Statements and
Interpretations).

A. Reporting Entity

PSS, az the state educational agency for pre-school, elementary and secondary
educations programs in the CNMI is under the direction of the CMNI Board of
Education (BCE), which consists of five voting members elected at-large on a
nonpartisan basis: one from Rota, one from Tinian, and three from Saipan.
The Commissioner of Education, who is appointed by the Board of Education, is
responsible for administering the PSS in accordance with applicable laws and
Board policies.

Pursuant to CNMI Constitutional Amendment 38, the public education school
system is guaranteed an annual budget of not less than fifteen percent (15%)
of the general revenues of the CNMI Government. This budgetary appropriation
may not be reprogrammed for other purposes, and any unencumbered fund balance
at the end of a fiscal year shall be available for reappropriation.

B, Basis of Presentation

Government-wide Statements: The Statement of Net Assets and Statement of
Botivities present information about PSS. These statements include the
overall financial activities of the school system. Eliminations have been
made +to minimize the effect of internal activities upon revenues and
expenses.

The Statement of Activities presents a comparison between direct expenses and
program revenues for each function of PSS’ governmental activities. Direct
expenses are those that are specifically associated with a program or
function and, therefore, are clearly identifiable to a particular functionm.



PUBLIC SCHOOL SYSTEM

Notes to the Financial Statements
September 30, 2005 and 2004

(1} Summarv of Significant Accounting Policies, Continued

B. Basig of Presentation, Continued

Indirect expense allocations that have been made in the funds have been
reversed for the Statement of Activities. Program revenues include (a) fees
and charges paid by the recipients of goods or services offered by the
programs; and (b) grants and contributions that are restricted to meeting the
operational or capital requirements of a particular program. Revenues that
are not classified as program revenues are presented as general revenues.

PSS uses funds and an account group to report on its financial position and
results of operations in conformity with standards of fund basis accounting
for local governments promulgated by the Governmental Accounting Standards
Board (GASB).

Fund Financial Statements: A fund is defined as an independent fiscal and
accounting entity, with a self-balancing sets of accounts, recording cash
and/or other financial resources together with all related liabilities and
residual equities and balances, and changes therein which are segregated for
the purpose of carrying on specific activities or attaining certain
objectives in accordance with the fund’s special regulatioms, restrictions or
limitationg. The fund financial statements provide information about the PSS
funds. The emphasis of fund financial statements is on major governmental
funds, each displayed in a separate column.

PSS reports the following major governmental funds:

General Fund - Accounts for all financial resources except for those
required to be accounted for in another fund. The General Fund is PSS’
major operating fund.

Capital Project Fund - Accounts for financial resources to be used for
the acquisition or construction of all major governmental projects.

Non-major Funds — Accounts for the proceeds of specific revenue sources
(other than expendable trusts or major capital projects) that are
legally restricted to expenditures foxr specified purposes. These were
previocusly reported as Special Revenue Funds.

The Commissioner of Education has directed that indirect costs of the

general fund expended for Federal grant activity be accounted for in a
non-major fund and be used for particular programs and activities.
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PUBLIC SCHOOL SYSTEM

Notes to the Financial Statements
September 30, 2005 and 2004

(1) Summary of Significant Accounting Policies, Continued

C. Measurement Focus angd Basig of Accounting

Basis of accounting refers to the +timing of recognition, that is, when
revenues and expenditures are recognized in the accounts and reported in the
financial statements. Basis of accounting relates to the timing of the
measurement made, regardless of the measurement focus applied.

Government-wide Fund Financial Statements

The governmental activities in the statement of net assets are reported
using the economic resources measurement focus and the accrual basis of
accounting. Revenues are recorded when earned and expenses are
recorded at the time liabilities are incurred, regardless of when the
related cash flows take place. Non-exchange transactions, in which PSS
gives (or receives) value without directly receiving (or giving) equal
value in exchange, include grants and donations. Revenue from grants
and donations is recognized in the fiscal year in which all eligibility
requirements have been satisfied.

Government Fund Financial Statements

The governmental funds financial statements are reported using the
current financial resources measurement focus and the modified accrual

basis of accounting. Under this method, revenues are recognized when
susceptible to accrual (i.e., when they become both measurable and
available). “Meagsurable” means the amount of the +ransacticn can be

determined and “available” means collectible within the current period
or soon enough thereafter to be used to pay liabilities of the current
period. Expenditures are recorded when the related liakility is
incurred.

Revenues from other sources are recognized when received. Expenditures
are generally recognized in the fiscal year the goods or services are
received and the related fund liability is incurred. Debt service
expenditures for principal interest on general long-term obligations
are recognized when due unless resources have been provided for payment
early in the subsegquent f£fiscal year. Prepaid items and inventory
purchases are reported as current fiscal year expenditures, rather than
allocating cost to the fiscal year when items are used.

Expenditures for claims, judgments, compensated absences and employer
retirement contributions are reported as the amount accrued during the
fiscal year that normally would be liquidated with expendable available
financial resources. Budgetary encumbrances are not reported as
expenditures.

Under the terms of grant agreements, PSS funds certain programs by a
combination of specific cost-reimbursement grants and general revenues.
Thus, when program expenses are incurred, there are both restricted and
unrestricted net assets available to finance the program.
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PUBLIC SCHOOL SYSTEM

Notes to the Financial Statements
September 30, 2005 and 2004

(1) Summary of Significant Accounting Policies, Continued

¢. Measurement Focus and Basis of Accounting, Continued

nll governmental funds of the PSS follow the Financial Accounting Standards
Board (FASB) Statements and Interpretations issued on or before November 30,
1989, Accounting Principles Board Opinions, and Accounting Research
Bulletins, unless those proncuncements conflict with GASB pronouncements.

PSS has implemented GASB Statement No. 34, Basic Fipnancial Statements — and
Managements Piscussion and Analysis — for State and Local Governments as
amended by GASB Statement No. 37, Basic Financial Statements — and
Management’s Discussion and Analysis — Omnibus, which sets forth minimum
criteria (percentage of assets, liabilities, revenues or
expenditures/expenses for either fund category or governmental and enterprise
combined} for determination of major funds. These new standards provide for

significant changes in terminology and presentation and for the inclusion of
Management ‘s Discussion and Analysis as required supplementary information.

D. Budgetary Data

PSS has no authority to impose taxes to generate revenue. PSS is a dependent
school district, as revenue and expenditure authorizations are appropriated
from the CNMI Legislature. The CNMI legislative budgets are adopted on a
basis consistent with accounting principles generally accepted in the United
States of America. An annual appropriated budget is adopted by the
Legislature for PSS through an Annual Appropriations Act. Budgets for non-
major funds are not included in the Annual Appropriation Act. Budgets for
these funds are based upon grant awards received (and are thus non-
appropriated). pProject-length financial plans are adopted for all capital
project funds.

pursuant to the approved policies and regulations of the Public School
System, Policy 3100 ocutlines PSS’ general budgetary procedures. A summary of
the key budgetary steps and data reflected in the financial statements are as
follows:

1. Program managers and principals submit their respective budgets to the
Commissioner for review and compilation by the Management Committee
every October 1.

2. By the fifth working day of November, the Commissioner presents the
budget to the Board.

3. From November 15 to December 31, revisions are made as appropriate and
as approved by the Board.

4, By the first working day of February, the budget iz presented to the
Senate, House of Representatives and the Office of the Governor.
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PUBLIC SCHCOL SYSTEM

Notes to the Financial Statements
September 30, 2005 and 2004

Summary of Significant Accounting Policies, Continued

Assets, Liabilitieg, and Fund Equity

1. Cash and Cash Equivalents

PSS pools money from several funds to facilitate disbursements and
investments to maximize investment income. Therefore, all cash and
investments are essentially demand deposits and are considered cash and
cash eguivalents.

2. Capital Assets

PSS' capital assets are recorded at original cost. Donated assets are
recorded at +their estimated fair value at the date of donation or
forfeiture. Improvements are capitalized and depreciated over the

remaining useful lives of the related capital assets.

Capital assets purchased or acquired with an original cost of 5,000 or
more are reported at historical cost or estimated historical cost.
Contributed assets are reported at fair market walue as of the date
received. additions, improvements and other capital outlays that
significantly extend the useful life of an asset are capitalized. Other
costs incurred for repairs and maintenance are expensed as incurred.

Depreciation on all assets is provided on the straight-line basis over
the following estimated useful lives:

Buildings 20-50 years
Land improvements and

building improvements 15 years
Vehicles 5 vears
Others 5 years

In fiscal year 2005, PS5 revised the useful life of vehicle and others
from 8 years to 5 years.

3. Long-term Obligations

In the government-wide financial statements, long-term debt and other
long-term obligations are reported as liabilities in the applicable
governmental activities.

4. Compensated Absences

Vested or accumulated vacation leave that is expected to be liquidated
with expendable available financial resources is reported as an
expenditure and a fund liability of the governmental fund that will pay

it. Bmounts of vested or accumulated wvacation leave that are not
expected to be liguidated with expendable available financial resources
are reported as a non-current liability. The liability as of September
30, 2005 and 2004 were $4,429,729 and $4,269,479, respectively. No

expenditure is reported for these amounts. Additional accruals are
charged directly to the unreserved fund balance. No liability is recorded
for non-vesting accumulating rights to receive sick pay benefits.

- 28 -



PUBLIC SCHOOQOL SYSTEM

Notes to the Financial Statements
September 30, 2005 and 2004

{1) Summary of Sigqnificant Accounting Policies, Continued

E. Asgets, Liabilities, and Fund FEguity, Continued

4, Compensated Absences, Continued

An employee cannot carxy over to the following calendar year accumulated
annual leave in excess of three hundred sixty (360} hours. However, any
annual leave accumulated in excess of 360 hours as of the end of the
calendar year can be converted to sick leave on the last day of such
calendar year.

5. Net Assets/Fund Balances

Net assets in the government-wide and proprietary fund financial
statements are classified as invested in capital assets, net of related
debt, restricted, and wunrestricted. Restricted net assets represent
constraints on resources that are either externally imposed by creditors,
grantors, contributors, or the laws or regulations of Federal agencies,
or imposed by law through state statute.

In the governmental fund financial statements, reservations or
restrictions of fund balance represents amounts that are not available
for appropriation, are legally segregated for a specific purpose, or are
restricted by the grant agreement. Designations of fund balance
represent tentative management plans that are subject to change.

The governmental fund types classify fund balances as follows:
Reserved for encumbrances — the portion of fund balance available to pay

for any commitments related to purchase orders and contracts that remain
unperformed at year end.

Unreserved — the portion of total fund balance available for
appropriation, which is uncommitted at year end.

F. New Accounting Standards

puring fiscal year 2005, the PSS implemented GASB Statement No. 40, *“Deposit
and Investment Risk Disclosures” (an amendment of GASB Statement No. 3),
which addresses common deposit and investment risks related to credit risk,
concentration of credit risk, interest rate risk, and foreign currency risk.
As an element of interest rate, GASB Statement No. 40 requires certain
disclosures of investment that have fair values that are highly sensitive to
changes in interest rates. PSS does not believe that the implementation of
this Statement will have a material effect on its financial statement
relating to investments.

In November 2003, GASB issued Statement No. 42, *“Accounting and Financial
Reporting for Impairment of Capital Assets and for Insurance Recoveries”,
The provisions for this Statement are effective for reporting periods
beginning after December 15, 2005. PSS does not believe that the
implementation of this Statement will have a material effect on its financial
statements.
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PUBLIC SCHOOL SYSTEM

Notes to the Financial Statements
September 30, 2005 and 2004

(1) Summarv of Significant Accounting Policies, Continued

F. New Accounting Standards, Continued

In April 2004, GASB issued Statement No. 43, “Financial Reporting for
Postemployment Benefit Plans Other Than Pension Plans”. This Statement
establishes uniform financial reporting for other postemployment benefit
plans by State and Local governments. The provisions of GASB Statement No.
43 are effective for reporting periods beginning after December 15, 2007.
PSS does not believe that the implementation of this Statement will have a
material effect on its financial statements.

In May 2004, GASE issued Statement No. 44, “Fconomic Condition Reporting: The
Statistical Section”, an amendment to NCGA Statement 1. GASB Statement No.
44 improves the understandability and usefulness of statistical section
information and further adds information from the new financial reporting
model for State and Local governments required by GASB Statement No. 34, The
provisions of this Statement are effective for reporting periods beginning
after June 15, 2005. PS8 does not believe that the implementation of this
Statement will have a material effect on its financial statements.

In June 2004, GASB issued Statement WNo. 45, "Accounting and Financial
Reporting by Employers for Postemployment Benefits Other Than Pensions”.
This Statement establishes standards for the measurement, recognition, and
display of other postemployment benefits expense/expenditures and related
liabilities, note disclosures, and, if applicable, reguired supplementary
information in the financial reports of State and Local governmental
employers. The provisions of this Statement are effective for reporting
periods beginning after December 15, 2008. PS8 does not believe that the
implementation of this Statement will have a material effect on its financial
statements.

In June 2005, GASBE issued Statement No. 47, #“dccounting for Termination
Benefits”. This Statement establishes guidance for State and TLocal
governmental employer on accounting and financial reporting for termination
benefits. These benefits include incentives for voluntary terminations
(e.g., early retirement window programs)} and severance payments with respect
to involuntary terminations. The provisions of this Statement are effective
for reporting periods beginning after June 15, 2005. PSS does not believe
that the implementation of this Statement will have a material effect on its
financial statements.

G. Accounting Standards Not Yet Adopted

In December 2004, GASB issued Statement No. 46, “Net Assets Restricted by
Enabling legislation” — an amendment of GASE Statement No. 34, which will be
effective for the PSS beginning with its fiscal year ending September 30,
2007. ‘The provisions of this Statement clarifies that a legally enforceable
enabling legislation is on that a party external to a government, such as
citizens, public interest groups or the judiciary, can compel a government to
honor. The management of PSS has not yet determined the effect this
Statement will have on its financial statements.



PUBLIC SCHOOL SYSTEM

Notes to the Financial Statements
September 30, 2005 and 2004

{2) Reconciliation of Government-wide and Fund Financial Statements

The governmental fund balance sheet includes a reconciliation between fund
balance — total governmental funds and net assets — governmental activities
as reported in the government-wide statement of net assets. The net
adjustments for 2005 and 2004 consists of several elements as follows:

A. Explanation of certain differences between the governmental fund and
the government-wide statement of net assets.

Degcription 2005 2004

Capital assets used in governmental
activities are not financial resources and
are therefore not reported in the funds
{total capital assets on government-wide

statement in governmental activities column) $ 88,278,090 $ 88,435,847

less accumulated depreciation ( 9,211,390) ( 8,296,488)

Net capital assets 79,066,700 80,139,359
Capital improvement project - ( 31,683)

Liabilities that, because they are not due
and payable in the current period, do not
require current resources to pay and are
therefore not recorded in the fund

statements:
Compensated absences ( 4,429,729) { 4,269,479)
Total adjustment § 74,636,971 § 75,838,197
B. Fxplanation of certain differences between the dJovernmental fund

statement of revenues, expenditures, and changes in fund balance and the
gqovernment-wide statement of activities

The governmental statement of revenues, expenditures and changes in fund
balances includes a reconciliation between net changes in fund balances -—
total governmental funds and changes in net assets of governmental activities
as reported in the government-wide statement of activities. The +total
adjustments of 2005 and 2004 pertains to the following:

Des¢gription 2905 2004
Certain activities in the Capital Improvement
Project fund is reported in the statement of
changes in fund balance. $ 31,683 ($ 31,683)

Compensated absences ({ 160,250) ¢ 20,933)

Capital outlay expenditures recorded in the
statement of Activities. 1,595,708 1,114,032

Depreciation expense, the allocation of those

agssets over their useful lives, that is

recorded on the statement of activities but

not in the fund statements. (_1,627,773) (_1.339.215)

Total adjustments (3 ..160,632) (3 .277,799)




PUBLIC SCHOOL SYSTEM

Notes to the Financial Statements
September 30, 2005 and 2004

(3} Detail Notes on _all Funds

Cash and Cash Equivalents

GASB Statement No. 3 previously required government entities to present
deposit risks as follows:

Category 1 — Deposits that are federally insured or collateralized with
gsecurities held by PSS or its agents in PSS’ name.

Category 2 — Deposits that are uninsured but are fully collateralized with
securities held by the pledging financial institution’s trust department or
agent in PSS' name.

Category 3 - Deposits that are collateralized with securities held by the
pledging institution’s trust department or agent but not in P8S’ name and
non-collateralized deposits.

GASB Statement No. 40 amended GASB Statement No. 3 to in effect eliminate
disclosure for deposits falling under categories 1 and 2 but retained
disclosures for deposits falling under category 3 that have exposure to
custodial risk. PSS does not have a deposit policy for custodial risk.

For purposes of the Statement of Net Assets, cash is defined as amounts in
demand deposits as well as short-term investments with a maturity date within
three months from the date acquired. As of September 30, 2005 and 2004, the
total amounts deposited with the Federal Deposit Insurance Corporation (FDIC)
insured banks were 54,511,540 and 3$2,914,758, respectively. From these
deposits, $ 727,467 in- 2005 and $522,562 in 2004 were subject to coverage by
FDIC with the remaining balance exceeding insurable limits. PSS does not
require collateralization of bank accounts, and therefore, amounts in excess
of insurable limits are uncollateralized. Accordingly, these deposits are
exposed to custodial credit risk. PSS has not experienced any losses on
these deposits.

As of September 30, 2005 and 2004, PSS did not have any qualifying
investments required for disclosure in accordance with GASB Statement No. 40.

Estimates

The preparation of financial statements in conformity with accounting
principles g¢enerally accepted in the United States of America requires
management. to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosure of contingent liabilities at the
date of financial statements and +the reported amounts of revenue and
expenditures/expenses during the reporting period. Actual results may differ
from those estimates.



PUBLIC SCHOOL SYSTEM

Notes to the Financial Statements
September 30, 2005 and 2004

(3} Detail Notes on all Funds, Continued

Accounts Receivable

Accounts receivable are amounts due primarily from the CNMI government and
from Federal grantor agencies.

Receivables at the government-wide level at September 30, 2005 and 2004 are
as follows:

Accounts receivable - September 30, 2005

Receivable
Receivable from Federal
from CNMI Agengies
Governmental activities:
General Fund s 1,412,884 $ 1,302,440
Other governmental
activities 59,966 -
Total s 1,472,850 5 1,302,440
Accounty receivable - September 30, 2004
Receivable
Receivable from Federal
from CNMI Agencies
Governmental activities:
General Fund s 4,280,940 $ 697,002
Other governmental
activities 13,231 -
Total $ 4,294,171 5 697,002

Lapsed CNMI appropriations of $1,322,231 were reclassified from accounts
receivable to other receivables. Fund balance wag adjusted for previous
revenues recognized related to these lapsed funds and were reclassified to
deferred revenue as of September 30, 2005.

Deferred Revenues

In government-wide financial statements, deferred revenue is recognized when
cash, receivables or other assets are recorded prior to being earned. In
the governmental fund financial statements, deferred revenue represent monies
received or revenues accrued which have not been earned or do not meet the
wgyailable” criterion for revenue recognition under the modified accrual
basis of accounting. The deferred revenue in the governmental fund types has
resulted primarily from federal funds received in advance of eligible
expenditures.
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Notes to the Financial Statements
September 30, 2005 and 2004

{3) Detail Notes on all Funds, Continued

Travel Advances

The Board of Education'’'s policy considers travel advances as a loan to the
traveler until proper reconciliation of approved travel expenses has been
authorized. Travel advances are liquidated upon submission of required travel
documents in accordance with PSS’ policy.

Travel advances are reported net of an allowance for doubtful accounts of
$179,884 and $130,761 at September 30, 2005 and 2004, respectively.

Capital Assets

Capital asset activity for the year ended September 30, 2005 and 2004 were as
follows:

September September
Governmental activities 30, 2004 Additions Retirementg 30, 2005
Capital asset not being depreciated:
Land $36,647.850 3 - b - $36,647,850
Total capital assets not
being depreciated: 36,647,850 = - 36,647,850
Capital assets being depreciated:
Buildings & improvements 46,622,327 180,000 - 46,802,327
Vehicles 3,515,292 1,246,275 1,135,403 3,626,164
Others 1,650,377 169,433 618,060 1,201,750
Total capital assets being
depreciated 51,787,996 1,595,708 1,753,463 51,630,241
Less accumulated depreciation for:
Buildings & improvements 5,206,210 936,339 - 6,142,549
Yehicles 2,182,906 461,814 1,135,403 1,509,317
Others 907,373 229,620 18,060 518,933
8,296,489 1,627,773 1,753,463 8,17C¢,799
prior pericd adjustment tco change
Useful life of vehicle and others
from 8 to 5 -~ 1,040,592 - 1,040,592
Total accumulated
depreciation 8,296,489 2,668,365 1,753,463 9,211,391
Total capital assets
being depreciated,
net 43,491,507 (__1,072,657) - 42,418,850
Governmental activity capital
assets, net $80,139,357 ($.1,072,657) $ = $79,066,700
- 34 -
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Capital Assets, Continued

Depreciation expenses directly identified to specific functions are charged
as direct expense and depreciation of assets that essentially serves all
functions are charged as unallocated depreciation.

2005 2004
Individual programs $ 220,490 $ 148,362
Special education 198,811 133,775
School administration 116,545 78,420
General administration 50,156 33,749
Regular 7,618 5,126
gtudent services 3,798 2,556
Co-curricular 1,320 888
598,738 402,876
Unallocated depreciation 1,028,035 936,339
Total $1,627,773 51,339,215

Retirement Plan

PSS contributes to the Northern Mariana Islands Retirement Fund (NMIRF}, a
defined benefit, cost-sharing multi-employer pension plan established and

administered by the CHNMI. NMIRF provides retirement, security and other
benefits to employees of the  CNMI government and  CHMI agencies,
instrumentalities and public corporaticns, and to their spouses and

dependents. Benefits are based on the average annual salary over the term of
credited service. Generally, benefits wvest after three years of credited
service. For early retirement, after 10 years of vesting service and members
is at least 52 years of age. Members, who retire at or after age 60, or with
25 years of vesting service, are entitled to retirement benefits. CNMI
Public Law 6-17, the Northern Mariana Islands Retirement Fund Act of 1988, is
the authority under which benefit provisions are established.

As a result of the Fund’s actuarial valuation report (as of October 1, 2003),
it has been determined that for the vyear ended September 30, 2004, the
funding reguirement for employer is 36.7727% of covered payroll, and funding
requirements for employees are 6.5% and 9.0% of covered payroll for Class I
and Class II members, respectively.

The funding requirement is calculated as that percentage of total payroll,
which is necessary to accumulate sufficient assets to pay benefits when due.
The Fund uses the level percentage of payroll method to amortize the unfunded
liability over a period not to exceed 40 years from October 1980.
Significant actuarial assumptions used to compute contribution requirements
are the same as those used to compute the pension benefit obligation.
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Retirement Plan, Continued

The Fund utilizes the actuarial cost method termed *entry age normal cost”
with actuarial assumptions used to compute the pension benefit obligation as
follows: (a) a rate of return of 7.5% per year on the investment of present
and future assets, (b) a 5% increase in employee salaries compounded annually
until retirement, (¢) expenses at 1.1% of total payroll, and (d) retirement
age of the earlier of age 62 and 3 years of vesting service (not including 5
additional years granted after 20 years of service) for Class I or age 60 and
25 years of service for Class II members {including 5 additional years
granted after 20 years of service).

Required contributions and the percentage actually contributed for the
current year and for the preceding three years are as follows:

Fiscal Year Required Percentage of Required
Ended Contribution Contribution Contributed
9/30/05 $ 8,587,077 100%
9/30/04 B,391,306 100%
9/30/03 7,985,986 100%
9/30/02 6,090,507 ' 100%

Medical and Life Insurance Benefits

In addition to providing pension benefits, the CNMI Government also ensures
that employees are provided with medical and life insurance benefits. The
CNMI Government created the Group Health and Life Insurance Trust Fund
(*Trust Fund”), held in trust and administered by the Northern Mariana
Islands Retirement Fund (NMIRF). PSS contributes to the Group Health and
Life Insurance program. This is available to active employees who work at
least 20 hours per week and retired CNMI government employees who retire as a
result of length of service, disability or age, as well as their dependents.
Further, these eligible persons must have elected to enroll during the period
permitted in the Emergency Regulations adopted on September 6, 1996. Life

insurance coverage is to be provided by a private carrier. Contributions
from employees and employers are based on rates as determined by NMIRF Board
of Trustees. Employee deductions are made through payroll or pension benefit
withholdings.

Grants

Federal grants and assistance awards from various Federal agencies made on
the basis of entitlement periods are recorded as revenue when entitlement
occurs. Federal reimbursement-type grants are recorded as revenues when the
related expenditures or expenses are incurred,
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2005 and 2004

Continued

Transfer-in from CHNMI Government

Pursuant to Public Law 10-34,

for PS8’ operational use for the years ended September 30,

respectively.

Receivable from CHNMI government under the

follows:

Receivable, beginning

Appropriation
Reprogramming

Total additions

Transfers
3% reduction
Lapged funds

Total deductions

Receivable, ending

general fund is
2005 2004

5 4,280,940 $ 3,704,569
37,209,928 37,209,928
14,980 =
37,224,908 37,209,928

( 37,654,435) { 35,517,259)
{ 1,116,298) {( 1,116,298)
(1,322,231} -
(_40,092,964) {_36,633,557)
S 1,412,884 5 4,280,940

the CNMI government appropriated $37,209,928
2005 and 2004,

summarized as

PSS believes that lapsed appropriations due from CNMI government are not
expected to be collected in one year. These are reclassified from receivable
from CNMI to other receivables and the corresponding fund balance restated to

deferred revenue.

Non-current Liabilities

Non-current liabilities presented in the statement of
accrued leave liability.

Beginning balance

Increase

Ending balance

2005

2004

$ 4,269,479

$ 4,248,546

Due within one year

Accrued leave liabiligy

160,250 20,933
4,429,729 4,269,479
5 4,426,790 $ 4,269,479

PSS uses local funds to ligquidate acerued leave liability.

- 37 -
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Non-major funds

Specific revenues earmarked to finance particular programs and activities of
the Public School System are accounted for in Special Revenue Funds. A
gummary of PSS’ Non-major Funds as of September 30, 2005 and 2004 follows:

Federal Grants Fund - This fund accounts for activities pertaining to
Pederal operations grants. The primary revenue
source of this fund is grant awards from
various Federal agencies.

This fund accounts for activities pertaining to
local donations received for specific purposes.
The primary source of revenue for this fund are
donations from private individuals or
organizations.

Local Donations Fund

CHMI Grantg Fund - This fund was established to account Ior
projects that were appropriated without fiscal
year limitation by Public Law 8-2.

Indirect Costs Fund - Thig fund, established through directive of the
P38 Commissioner of Education, accounts for
indirect costs of PSS related to Federal
grants.

{43 Contingencies

PSS administers significant financial assistance from the Federal government
in the form of grants and entitlements. Receipt of grants is generally
conditioned upon compliance with terms and conditions of the grant agreements
and applicable Federal regulations, including expenditure of resources for
eligible purposes. Substantially, all grants are subject to either the
single Audit Act or to financial and compliance audits by the grantor
agencies of the Federal government or their designees.

For fiscal years ended September 30, 2005 and 2004, expenditures in the
amount of $121,628 has been questioned as a result of Single Audits in fiscal
years 1997 through 1998.

Disallowances and sanctions as a result of these audits may become
liabilities of PSS and the general fund would be liable for the return of
such funds. However, no liability which may arise from the ultimate outcome
of this matter has been provided for in the accompanying financial
statements.
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(5] Commitments

In June 1997, CNMI House Joint Resolution No. 10-36 authorized PSS to issue
general obligation bonds for a total value not to exceed $15,685,000. These
bonds are used to leverage an equal amount of Federal capital improvement
project funds to finance school construction projects, and will be repaid by
the CNMI Government through appropriation of liguid fuel taxes per Public Law
11-14. The liability relating to these bonds are recorded by the CNMI
Government .

In December 17, 2004, PSS entered into 5-year lease contract with two service
providers for printers and photocopy machines for various schools. Equipment
rental pertaining to these agreements for the year ended September 30, 2005
was $553,680.

Future lease payments are as follows:

Year ended September, 2006 $ 738,248
2007 738,248

2008 738,248

2009 738,248

2010 184,568

Total ) 53,137,560

{6) Rigk Management

The (MMI government is a self-insured entity. The government has limited its
general liability to individuals to $100,000 by statute. For this reason the
government does not maintain any insurance on its buildings, or employees. At
some future date, the PSS may insure some of its assets, as an autconomous
agency as it 1s not required to follow the CNMI's government of self-
insurance. PS¢ has not experienced material prior year losses as a result of
this policy.

PSS does require performance bonds on all its building projects financed by
the government bond.
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(7)Y Current vear restatements

During the year, the PSS made the following restatements:

a. Prior period revenue related to lapsed receivables from the CNMI
amounting to $1,322,231 was adjusted to deferred liability. These
restatements were reflected on the Statement of Revenues, Expenditures,
and Changes in Fund Balance.

b. PSS changed the life of vehicles and other fixed assets from 8 years to
5 years, which they believe is a more reasonable life considering the
usage of these assets. This resulted to increase in accumulated
depreciation by $1,040,592.

c. Increased reserved fund balance for accrued leave by $160,280.

(8) Reclassification of Agcounts

Certain reclassifications have been made to the prior year’s financial
statements to conform to the current year presentation. These
reclassifications had no effect on previously reported net assets in the
government-wide financial statement.

{9} Economic Pependency

Statement of Financial Accounting Standard. (STFAS) Neo 14 requires disclosure
in the financial statements of a situation where one entity provides more
than 10% of the audit entity's revenues. The CNMI Legislature provided
approximately $37 million to PSS, which represents approximately 50% of the
PSS’ total revenues for the year ended September 30, 2005.

{10) BSubsequent Eyents

on June 7, 2006, the Board of Education approved a resolution to write off
travel advances of $311,644 which exceeded the statute of limitation. As of
September 30, 2005, the allowance for doubtful accounts of related to these
advances was $272,277. Such advances were funded with local funds.

Additionally, the Board approved a resolution to write-off lapsed
appropriations due from the CNMI government of $1,322,231.
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(1}

PUBLIC SCHOOL SYSTEM

Notes to the Schedule of Expenditures of Federal Awards
Year Ended September 30, 2005

Scope of Review

(2)

The Public School System (PSS) was established as a public non-profit
corporation by the Commonwealth of the Northern Mariana Islands (CNMI)
Public Law 6-10, effective October 25, 1988 and began operations on
October 1, 1988. All significant operations of PSS are included in the
scope of the OMB Circular A-133 audit (the *S8ingle Audit”). The U.S.
Department of the Interior’s Office of the Inspector General has been
designated as PSS‘ cognizant agency for the Single Audit.

Summary of S8ignificant Accounting Policies

a. Basis of Accounting

For purposes of this report, certain accounting procedures were
followed which help illustrate the authorizations and expenditures of
the individual programs. The Schedule of Expenditures of Federal
Awards is prepared on the accrual basis of accounting. All
authorizations represent the total allotments or grant awards received.
All expenses and capital outlays are reported as expenditures.

Any Federal funds expended in excess of Federal funds received are
recorded as a receivable from the grantor agency and any Federal funds
received in excess of Federal funds expended are recorded as a payable
to the grantor agency.

b. Indirect Cost Allocation

PSS negotiated an indirect cost plan with the U.S. Department of the
Education for fiscal year 2005. It is applicable to all Federal grant
programs under the U.8. Department of Education and was 15.7% of
payroll expenditures for the year ended September 30, 2005.
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PUBLIC SCHOOL SYSTEM

INDEPENDENT AUDITOR’S REPORT
ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

AND

INDEPENDENT AUDITOR’S REPORT
ON COMPLIANCE AND INTERNAL CONTROL
APPLICABLE TO EACH MAJOR PROGRAM
AND ON INTERNAL CONTRCL OVER COMPLIANCE
AND ON THE SCHEDUE OF EXPENDITURES OF
FEDERAL AWARDS

Year Ended September 30, 2005



J. Seoit Magliari
%’ COMPANY

CERTIFIED PUBLIC ACCOUNTANT

Saipan Office: Guam Office: Palau Qffice:
PMB 297 Box 10000 P.O. Box 12734 P.O. Box 1266, Karor, PW 96940
Saipan, MP 96950 Tarmuning, Guam 96931 Tel. No. (680) 488-8615
Tel. No. (670) 233-1837 Tel. No. (671) 472-2680 Fax No. {680) 488-8616
Fax No. (670) 233-8214 Fax No, (671) 472-2686

Independent Auditor’'s Report on Internal Control
Over Financial Reporting and On Compliance

and Other Matters Based on an Audit
Performed in Accordance With

Government Auditing Standards

The Board of Education
Public School System

I have audited the financial statements of the Public School System (PSS), as of
and for the vyear ended September 30, 2005 and have issued my report thereon
dated May 31, 2006. I conducted my audit in accordance with auditing standards
generally accepted in the United States of America and the standards applicable
to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States.

Iinternal Control Over Financial Reporting

In planning and performing my audit, I considered PS8§' internal control over
financial reporting in order to determine my auditing procedures for the purpose
of expressing my opinion on the financial statements and not to provide an
opinion on the internal control over financial reporting. However, we noted
certain matters involving the internal control over financial reporting 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 financial reporting that in
our judgment, could adversely affect PSS’ ability to record, process, summarize,
and report financial data consistent with the assertions of management in the
financial statements. Reportable conditions are described in the accompanying
Schedule of Findings and Questioned Costs as Finding Nos. 05-2 to 05-11.

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 misstatements caused by error or fraud in amounts that would
be material in relation to the financial statements being audited may occur and
not be detected within a timely period by employees in the normal course of
performing their assigned functions. My consideration of the internal control
over financial reporting would not necessarily disclose all matters in the
internal control that might be reportable conditions and accordingly, would not
necessarily discloge all reportable conditions that are alsc considered to be
material weaknessges. However, of the reportable conditions described above, I
consider Finding Nos. 05-6, 05-7, 05-8 and 05-10 to be material weaknesses.



Compliance and Cther Matters

As part of obtaining reasonable assurance about whether PSS’ financial
statements are free of material misstatement, I performed tests of its
compliance with certain provisions of laws, regulations, contracts and grants,
noncompliance with which could have a direct and material effect on the

determination of financial statement amounts. However, providing an opinioh on
compliance with those provisions was not an objective of my audit and,
accordingly, I do not express such an opinion. The results of my tests

disclosed instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards and which are described in the
accompanying Schedule of Findings and Questioned Costs as Finding Nos. 05-1 to
05-10.

This report is intended solely for the information and use of the management of
PSS, the Board of Education, the Office of the Public Auditor of the CBMI,
federal awarding agencies, 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.

ipan, Commonwe of the Northern riana Islands
May 31, 2006

d‘%nm o 4 Co
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PMB 297 Box 10000
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Tel. No. (670) 233-1837
Fax No. (670) 283-8214
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Independent Auditor’s Report on

Compliance and Internal Contrecl Applicable to
Each Major Program and on Internal Control Qver Compliance

and on the Schedule of Expenditures of Federal Awards

The Board of Education
Public School System

Compliance

I have audited the compliance of the Public School System (PSS) with the types
of compliance requirements described in the U.S. Office of Management and Budget
(OMB) Circular A-133 Compliance Supplement that are applicable to each of its
major federal programs for the year ended September 30, 2005. The PSS’ major
federal programs are identified in the summary of auwditor’s results section of
the accompanying Schedule of Findings and Questioned Costs. Compliance with the
requirements of laws, regulations, contracts and grants applicable to each of
its major federal programs is the responsibility of PSS’s management. My
responsibility is to express an opinion on PSS compliance based on my audit.

T conducted my audit of compliance in accordance with auditing standards
generally accepted in the United States of America; the standards applicable to
financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments and Non-Profit Organizations. Those standards and OMB
Circular A-133 require that I plan and perform the audit to obtain reasonable
assurance about whether noncompliance with the types of compliance requirements
referred to above that could have a direct and material effect on major federal
program occurred. An audit includes examining, on a test basis, evidence about
PSS’ compliance with those reqguirements and performing such other procedures as
I considered necessary in the circumstances. I believe that wmy auwdit provides a
reasonable basis for my opinion. My audit does not provide a legal
determination on PSS’ compliance with those reguirements.

As described in Schedule of Findings, item numbers 05-11 through 05-14 in the
accompanying Schedule of Findings and Questioned Costs, PSS did not comply with
requirements regarding allowable costs or principles, procurement, suspension
and debarment, program income, reporting, special tests and provisions and
equipment and real property management that are applicable to its Consclidated
Grants to Insular Areas, Nutrition Assistance Grant, Special Education, Head
Start, Child Care and Development Block Grant and Federal Transit Bus major
programs. Compliance with such requirements is necessary, in my opinion, for
P55 to comply with the requirements applicable to these programs.

In my opinion, except for the noncompliance described in the preceding
paragraph, PSS complied, in all material respects, with the requirements
referred to above that are applicable to each of its major federal programs for
the year ended September 30, 2005. '
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Internal Control Over Compliance

The management of PSS is responsible for establishing and maintaining effective

internal control over compliance with requirements of laws, reqgulations,
contracts and grants applicable to federal programs. In planning and performing
my audit, I considered PSS’ internal control over compliance with requirements
that could have a direct and material effect on a major federal program in order
to determine my auditing procedures for the purpose of expressing my opinion on
compliance and to test and report on internal control over compliance in
accordance with OMB Circular A-133.

I noted certain matters involving the internal control over compliance and its
operation that I consider to be reportable conditions. Reportable conditions
involve matters coming to my attention relating to significant deficiencies in
the design or operation of the internal control over compliance that, in my
judgment, could adversely affect PSS’ ability to administer a major federal
program in accordance with applicable reqguirements of laws, regulations,
contracts and grants. Reportable conditions are described in the accompanying
Schedule of Findings and Questioned Costs in Finding Nos. 05-12 through 05-15.

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.
My 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 bto be material weaknesses. However, of the reportable
conditions described above, I consider Finding Nos. 05-12 and 05-15 to be
material weaknesses.

schedule of Expenditures of Federal Awards

I have audited the accompanying financial statements of governmental activities,
the business-type activities, each major fund, and the aggregating fund
information of the Publie School System (P8S8), as of and for the year ended
September 30, 2005, and have issued my report thereon dated May 31, 2006. My
audit was performed for the purpose of forming opinions on the financial
statements that collectively comprigse PSS’ basic financial statements. The
accompanying Schedule of Expenditures of Federal Awards {pages 36 through 45) 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. Such
information has been subjected to the auditing procedures applied in the audit
of the basic financial statements and, in my opinion, except as described in the
aforementioned report, is fairly stated, in all material respects, in relation
to the basic financial statements taken as a whole.

This report is intended solely for the information and use of the management of
P3S, the Board of Education, the Office of the Public 2uditor of the CNMI,
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.

‘<EE:;LStt 7 Sl é,<1anxpa?:§
pan, Commonwes f the Northern riana fslands

May 31, 2006
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PUBLIC SCHOOL SYSTEM

Schedule of Findings and Questicned Costs
Year Ended September 30, 2005

SECTION I — SUMMARY OF AUDITCR'S RESULTS

Financial Statements

Type of auditor’s report issued: Ungualified
Internal control over financial reporting:
¢ Material weakness({es) identified? X yes no

s Reportable condition{s) identified not
congidered to be material weaknesses? X vyes no

Noncompliance material to financial
statements noted? ves X_no

Federal Awards

Internal contrcl over major programs:

¢ Material weakness(es) identified? yes X _no

e Reportable condition(s) identified not
considered to be material weaknesses? X vyes no

Type of auditor’s report issued on compliance
for major federal programs:

Qualified on all major federal programs
Any audit findings disclosed that are

required to be reported in accordance
with section 510(a) of Circular A-1337% yes X no
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PUBLIC SCHOOL SY¥STEM

Schedule of Findings and Questioned Costs
Year Ended September 30, 2005

SECTION I — SUMMARY OF AUDITOR'S RESULTS, Continued

Federal Awards

Identification of majcr programs:

CFDA Federal
Number Description Expenditures
84,9224 Consolidated Grant to Insular Areas $13,581,419
10.555 Nutrition Assistance Grant 6,688,632
84.027 Special Education Program 5,764,910
93.600 Head Start Program 1,986,225
93.575 Child Care and Development Block Grant 1,659,384
20.509 Federal Transit Bus 1,062,030
Total Federal Expenditures-Major Programs 530,742,600
Percentage of total awards tested 553
Dollar threshold used to distinguish between
Type A and Type B programs:
$ 963,074

3% of the total awards expended

Auditee qualified as low-risk auditee yves X _no

(Note: Although PSS received a low risk designation from the Department of
Education for resolving prior years’ findings, I still consider PSS as high-
rigk for fiscal year 2005 due to recurring audit findings.)
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PUBLIC SCHOOL SYSTEM

Schedule of Findings and Questioned Costs
Year Ended September 30, 2005

SECTION II — FINANCIAT, STATEMENT FINDINGS

Deposit Policy for Credit and Custodial Risk

Finding No, 05-1

Criteria

PSS adopted budgets on local funds and they must ensure that unused funds
already remitted to PSS are safeguarded from risk. Among this risk is credit
rigk for uninsured portion of deposits in banks.

Condition
as of September 30, 2005 and 2004, the total amounts deposited with the
Federal Deposit Insurance Corporation (FDIC) insured banks were 54,511,540

and $2,914,758, respectively. From these deposits, § 727,467 in 2005 and
$522,562 in 2004 were subject to coverage by FDIC with the remaining balance
exceeding insurable limits. PSS does not require collateralization of bank
accounts, and therefore, amounts in excess of insurable limits are
uncollateralized.

context

audit procedures performed for Cash in accordance with Government Auditing
Standards.

Effect

Lack of collateral for deposits beyond FDIC insured limits exposes bank
deposits to credit risk. The risk that PSS may not collect all of its
deposits.

Cause
PSS has not experienced any losses on its deposits, thus have not established
policies regarding requiring collateral for uninsured deposits.

Recommendation
PSS should develop deposit policies which includes reguiring collateral from
banks for deposits beyond FDIC insured limits.

Auditee Regponse and Corrective Action Plan

P38 concurs. PSS will require collateralization from financial institutions
in which there are deposits exceeding federally insured limit effective by
end of fiscal year 2006.
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PUBLIC S5CHOOL SYSTEM

Schedule of Findings and Questioned Costs
Year Ended September 30, 2005

SECTION IT — FINANCIAL STATEMENT FINDINGS

Procurement Regulations

Finding No. 05-2

Criteria

Actual purchases of government activities for goods and services must be
through a *“before-the-fact” approved small emergency purchase order for
purchases not exceeding $2,500, purchase requisition for purchases over
$2,500 to $14,000, or contract for purchases over §10,000.

Condition
PSS did not comply with the PS5 procurement regulation (PSSPR), as follows:
a. Two purchase requisitions issued for similar printing service to a
single service provider amounting to $4,600 and $9,188 is in
violation PS8SPR 2-105 that address splitting contracts to avoid

bidding.
b. Accreditation service provided to PSS for $22,607 without approved
contract. Although +the provider is a sole-source provider, a

contract should be executed before actual service iz provided.

Context

Examined sample contracts from the listing of contracts and reviewed the
account ledgers of each vendor and computed the total services procured in FY
2005.

Effect

The effect of the above condition is non-compliance of the PSS procurement
regulation, a violation of the applicable state laws and regulations and
federal requirements.

Cause
a. Due to the understanding that +the fees are within the emall
purchases limit, PSS failed to recognize the need to execute a
contract on this type of purchase.
b. The contract amount cannot be determined since amounts paid will bhe
based on actual reimbursement, thus no contract was executed before
the gervice was provided.

Recommendation
In order to comply with PSS procurement laws and regulations, I recommend
that a contract be executed on these kinds of purchases.

Auditee Regponse and Corrective Action Plan

PSS concurs. For both instances, PSS has issued memorandum to concerned
employees regarding violation of PSSPR. These memorandum states that
consequence for repeat unauthorized procurements includes being held
personally liable for the value of the purchase, suspension from work with or
without pay, or dismissal from employment.
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PUBLIC SCHOOL SYSTEM

Schedule of Findings and Questioned Costs
Year Ended September 30, 2005

SECTICON IT — FINANCIAL STATEMENT FINDINGS

Travel Advances

Finding No. 05-3

Criteria

Pursuant to PSS Regulation 3430, section C {8}, within CNMI travel requests
shall be submitted to the Commissioner no later than 5 working days prior to
the travel date. Out of CNMI travel regquests shall be submitted to the
Commissioner or the Chairperson of the Board of Education, as appropriate, no
later than 10 working days prior to commencement of travel, except for
extenuating circumstances.

Condition
The following were noted during the audit of travel advances:
a. Three (3) or 15% of the twenty (20) travel authorization tested were
not dated.
b. Five (5) or 20% of the twenty (20) travel authorization tested were
not submitted within the prescribed periocd.

Context

Based on the risk assessment made and the planning materiality computed, test
of internal control was performed over travel advances. Attributes were
identified based on the approved travel policies of PSS. Randomly selected

20 individuals who traveled during the year and examined the supporting
documents in accordance with the policies of PSS.

Effect

Failure 1x)‘make a strict implementation of the travel policies results to
unauthorized +travels, disallowed costs, significant bad debts and non-
compliance with the applicable state laws and federal regulations.

Cause
PSS did not adhere to its established policies and procedures on travel.

Recommendation
Travel authorization and other accountable documents must be properly filled
out to facilitate processing.

Although PSS’ policy provide that extenuating or justifying circumstances may
waive the 5-10 working days lead-time for submission of travel advances, our
audit showed that PS8 does not document the justification for waiving the
lead time. To ensure that this prercogative of the Commissioner to waive the
lead—time is not abused or misused, extenuating circumstances should be
documented and attached to the approved travel authorization.

Prior Year Status
The above condition was cited as a finding in the Single Audit of fiscal year
2004,




PUBLIC SCHOOL SYSTEM

Schedule of Findings and Questioned Costs
Year Ended September 30, 2005

SECTION II — FINANCTIAT, STATEMENT FINDINGS

Travel Advances, Continued

Finding No. 05-3, Continued

puditee Response and Corrective Action Plan
PSS concurs. PS5 will strictly enforce its established policies and

procedures.

PSS prepared a proposed administrative change in the travel policy to ensure
compliance with the applicable state laws and federal regulations. Upon
approval this policy by beginning of fiscal year 2007, this shall be gtrictly
enforced,
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PUBLIC SCHOOL SYSTEM

Schedule of Findings and Questioned Costs
Year Ended September 30, 2005

SECTION IT — FINANCIAL STATEMENT FINDINGS

Travel Advances, Continued

Finding No. 05-4

Criteria

Pursuant to PSS Regulation 3420, section C {(10), travel advances shall not be
issued if there is an outstanding voucher eor if an outstanding expense by the
traveler has not been verified. Exceptions to this rule may be made at the
discretion of the Commissioner or +the Chalrperson of +the Board, as
appropriate.

Condition
Twelve or 60% of the twenty (20) travel authorizations, travel advance were
issued to travelers with unliquidated travel advance.

Context

Based on the risk assessment made and the planning materiality computed, test
of internal control was performed over travel advances. Attributes were
identified based on the approved travel policies of PSS5. Randomly selected

20 individuals who traveled during the year and examined the supporting
documents in accordance with the policies of PSS,

Effect
Failure to make a strict implementation of the travel policies results to
significant bad debts and high cutstanding advances balance.

Cause
PSS did not adhere to its established policies and procedures on travel.

Recommendation

PSS should strictly implement Regulation 3430, Section G (9) that is to
deduct from salaries, honorarium or next travel advance, as applicable, any
unligquidated travel adwvances.

There should also be monitoring to ensure that Commissioner is made aware of
any outstanding travel advance before the new travel advance is approved,
because Commissioner’s signature on +the travel advance means that the
Commissioner is excepting the traveler from the provision of Regulation 3430,
section G (9) by exercising the Commissioner’s discretion as allowed by
section C (10}.

Prior Year Status
The above condition was cited as a finding in the Single Audit of fiscal year
2004.

Auditee Response and Corrective Action Plan

PSS concurs. PSS will strictly enforce its established policies and
procedures. PSS prepared a proposed administrative change in the travel
policy to ensure compliance with the applicable state laws and federal
regulations. Upon approval this policy beginning of fiscal year 2007, this
shall be strictly enforced.




PUBLIC SCHOOL SYSTEM

gchedule of Findings and Questioned Costs
Year Ended September 30, 2005

SECTION II — FINANCTAT STATEMENT FINDINGS

Travel Advances, Continued

Finding No. 05-5

Criteria

Pursuant to PSS Requlation 3420, section G (1), travelers must file a travel
voucher with supporting documentation within fifteen (15) working days upon
completion of travel. Travelers who fail to meet this deadline will forfeit
the remaining ten percent of the cost of travel. Travelers who fail to submit
travel vouchers and supporting documentation will be subject to payroll
deducticn of the entire amount of the advance.

Condition
The following were noted during the audit of travel advances:

a. For ten (10) or 50% of twenty (20), travel authorizations tested,
the travel advance liquidations are either not yet liquidated or
were not on file.

b. 2 out of the 10 who submitted do not have complete supporting
documents and 1 submitted after 15 working days upon completion of
the travel.

Context
Based on the risk assessment made and the planning materiality computed, test
of internal control was performed over travel advances. Attributes were

identified based on the approved travel policies of PSS. Randomly selected
20 individuals who traveled during the year and examined the supporting
documents in accordance with the policies of PSS.

Effect
Failure +to make a strict implementation of the travel policies results to
significant bad debts and high outstanding advances balance.

cause
PSS did not adhere to its established policies and procedures on travel.

Recommendation

Pss should enforce timely liquidation of travel advances. Upon travel, PSS
uses local funding to provide travel advances and they can only charge
corresponding federal grants upon liguidation. The outstanding travel
advances were not guantified to determine how much should be billed to
federal grants upon ligquidation; however, PSS cannct afford to tie-up local
funds in receivables.

Prior Year Status
The above condition was cited as a finding in the Single Audit of fiscal year
2004.



PUBLIC SCHOOL SYSTEM

Schedule of Findings and Questicned Costs
Year Ended September 30, 2005

SECTION II — FINANCTAT. STATEMENT FINDINGS

Travel Advances, Continued

Finding No. 05~5, Continued

Auditee Response and Corrective Action Plan
PSS concurs. P3S will strictly enforce its established policies and

procedures.

PSS prepared a proposed administrative change in the travel policy to ensure
compliance with +the applicable state laws and federal regulations. Upon
approval this policy beginning of fiscal year 2007, this shall be strictly

enforced.
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PUBLIC SCHOOL SY¥STEM

Schedule of Findings and Questioned Costs
Year Ended September 30, 2005

SECTION II — FINANCIAL STATEMENT FINDINGS

Completeness of Recorded Cafeteria Collecticn

Finding No, 05-6

Criteria
Internal control over cash should be in place and implemented to ensure
complete and timely recording of cash receipts and related revenue.

Condition

There no internal control policies and procedures in place to ensgure that
cafeteria collections were remitted to PSS central treasurer on time.

Saipan Southern High

Cash Count Total Date No. of
Date Caollections Submitted weeks late
10/04 — 10/08/04 S 848,00 10/1%/04 1 week
10/12 — 10/15/04 710.75 10/25/04 1 week
08/24 - 08/26/05 312.50 09/16/05 2 weeks
08/29 — 08/30/05 43,00 09/16/05 2 weeks
Sub-total 1,914.25
Kagman High School
Cash Count Total Date No. of
Date Collections Submitted weeks late
09/12 — 09/16/05 1,025.50 Q9/27/05 1 week
Sub-total 1,025.50
Marianas High School
Cash Count Total Date No. of
Date Collectjions Submitted weeks late
05/10 — 05/14/04 $ 1,493.25 10/18/04 22 weeks
05/18 — 05/21/04 1,257.30 10/18/04 21 weeks
05/24 — 05/28/04 1,402.25 10/18/04 20 weeks
06/01 — 06/02/04 414.00 10/18/04 19 weeks
09/22 — 09/24/04 1,141,25 10/19/G4 5 weeks
04/07 — 04/08/05 B16.50 09/06/05 21 weeks
08/23 — 08B/26/05 1,499.22 09/06/05 1 week

Sub-total 8,023.77
Total 10.963.5
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PUBLIC SCHOOL SYSTEM

Schedule of Findings and Questioned Costs
Year Fnded September 30, 2005

SECTION II — FINANCIAL STATEMENT FINDINGS

Completeness of Regorded Cafeteria Collection, Continued

Finding No., 05-6

Context

Based on auditor’'s Jjudgment, randomly selected the months of OGctober 2004 and
September 2005 for the conduct of audit procedures for program income
compliance requirement.

Effect

The lack of monitoring controls to detect unremitted collections resulted to
untimely submission of the food court collections that could imply that
resources were used for other purposes than what is in accordance with the
program requirements, as stated in A-102 Common Rule and OMB-Circular A-1190.
Such condition could result in a questioned cost for PEB.

Cause

The cause of this condition is the central cashier prepares receipts based
solely on actual remittance made. No summary is prepared to ensure that all
collections are remitted.

Recommendation

PSS should develop controls to ensure timely and complete remittance of
cafeteria collections. A control log per school should be prepared and the
person who remits the collection should sign-off beside each school week the
date the collections were remitted to central cashier. Based on that log the
Treasurer may make timely follow-up to each school that has not yet remitted
their collections.

Prior Year Status
The above condition was cited as a finding in the Single Audit of fiscal year
2004,

Auditee Responge and Corrective Action Plan

PSS concurs. PSS already started implementing monitoring control stated above
to ensure that all collections are completely and timely remitted to the
central treasurer.

PSS will hire a Food Court Coordinator, under the supervision of the Food and
Nutrition Services (FNS) Administrator, whose main responsibilities is to
submit to PSS Treasurer all monies collected at the school level to ensure
that policy is strictly followed. He will also be responsible for matching
the collections to the food court report submitted by each school to the FNS
department.
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PUBLIC SCHOOL SYSTEM

Schedule of Findings and Questioned Costs
Year Ended September 30, 2005

SECTION II — FINANCIAL STATEMENT FINDINGS

Disposal of Fixed Assets

Finding Ngo. 05-7

Criteria
The fixed asset ledger maintained at +the Central Office must match the
appropriate records of all custodians of the fixed assets.

Condition
The physical count of fixed assets acquired before fiscal year 2005 resulted
to the following variance to fixed assets ledger.

Per Books Per Count Difference
Vehicles
Acquisition costs $ 3,515,292 $ 2,379,889 $ 1,135,403
Accumulated depreciation (__3,062,204) (__ 1,926,801y (__1,135,403)
Net Book Value 453,088 453,088 -
Others
Acquisition costs 1,650,378 1,032,318 618,060
Accumulated depreciation (_1,376,959) { 758,899) ¢ 618,060}
Net Book Value 273,419 273,419 -
Total 5 726,507 3 726,507 5 -

Although most of these disposed assets were surveyed and recommended for
scrapping, there were no certifications that the said surveyed items have
been destroyed, and the tags of these disposed assets were not properly
accounted for. The aforementioned requirements are part of PSS’ procedure of
survey and disposal of PSS properties as per policy 5410.

Cause
The cause of the above condition is that the disposal policy was not properly
communicated to the newly hired fixed assets custodian.

Context
audit procedures performed for capital assets and capital expenditures in
accordance with Government Auditing Standards.

Effect

Since there are no records as to how and when these differences were
incurred, there is possibility that these may have been lost due to theft or
unauthorized use.
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PUBLIC SCHOOL SYSTEM

Schedule of Findings and Questioned Costs
Year Ended September 30, 2005

SECTION II — FINANCIAT, STATEMENT FINDINGS

Disposal of Fixed Assetg, Continued

Finding No. 05-7

Recommendation

PSS should adhere to its procedures on survey and disposal of PSS properties.
Disposals should all be properly documented and updated in the fixed assets
ledger. Proper documentation should also be forwarded to fiscal and budget to
ensure that corresponding gains or losses from disposal are recorded.

Buditee Response and Corrective Action Plan
PSS concurs. PSS will implement its assets disposal policy and ensure that all
subsequent disposals are documented and are communicated to all responsible

officials.

PSS will ensure that fixed assets listing will be timely updated for all
disposals.
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PUBLIC SCHOOL SYSTEM

Schedule of Findings and Questioned Costs
Year Ended September 30, 20305

SECTION IT — FINANCIAT STATEMENT FINDINGS

Acguisitions of Fixed Assets

Finding No. 05-8

Criteria

Pursuant to PSS policy, all fixed assets should be tagged and identified as
PSS property and that +the fixed assets ledger shall include proper
identification as Federal or Local.

Condition

Five (5) assets acquired in fiscal year 2005 were not included in the fixed
asset listing from fixed assets custodian. Since such acquisitions were not
included in the fixed assets listing, it is probable that such were neither
tagged nor assigned property numbers.

Cause
The cause of the above condition is lack of adherence to the internal control
system that facilitates the fixed assets inventory management of PSS. There

was insufficient coordination between the Procurement and Fiscal & Budget
Office to ensure that appropriate records agree.

Context
Audit procedures performed for capital assets and capital expenditures in
accordance with Government Auditing Standards.

Effect .

Failure to maintain a property card of a specific fixed asset implies that
such asset was not tagged and identified as PSS property. This could result
in a possible unauthorized use or disposal of the asset.

Recommendation
P88 should adhere to the approved policies and procedures on property
inventory and management.

Prior Year Status
The above condition was cited as a finding in the Single Audit of fiscal year
2004.

Auditee Response and Corrective Action Plan
PSS concurs. PSS will ensure that all acquisitions above $5,000 are recorded

in the fixed assets listing, assigned property number and tagged. PSS Fiscal
and Budget will regularly reconcile with property custodian under procurement
and supply to ensure that all additions are properly accounted for.

For the assets identified above, PSS will locate these items and have them
tagged and shown to the auditor by fiscal 2006 audit.



PUBLIC SCHOOL SYSTEM

Schedule of Findings and Questioned Costs
Year Ended September 30, 2005

SECTION IT — FINANCIAL STATEMENT FINDINGS

Employment Contract

Finding No. 05-9

Criteria

Pursuant to PSS regulation for employment of certified and non-certified
personnel, in no event shall any applicant be requested to travel from the
point of recruitment to the CNMI to begin employment without the Human
Resources Officer (HRO) having in possession a fully executed employment
contract. Nor shall any applicant be requested to commence working without
the HRO first having a fully executed employment contract with that
individual.

Condition
Based on results of audit procedures performed with respect to employee
contracts, the following were noted:
a. For seven (7) or 28% of the twenty-five (25) employee files examined,
no employment contract was on file.
b. Three {(3) of the eighteen (18) with employment contract on file were
‘not signed by the employees while two (2) have incomplete contracts.
¢, For two {(2) of the twenty-five (25) employee files examined, the rate
paid does not agree to the latest documentation on file, For both
ingtances the most recent contract was not on file

Cause

The cause of the above condition is lack of administrative will of the Human
Regources Department to pursue employees who have not signed their contract.
Furthermore, they do not have monitoring in place to trace the routing of
employment contracts to prevent missing contracts.

Context
Audit procedures performed for payroll disbursement to agree rates paid to
amounts in the contract.

Effect

The effect of the above condition is non-compliance of the PSS personnel
regulation, a violation of the applicable state laws and regulations and
federal requirements. Furthexrmore, failure +to maintain updated fully
executed contract may result to difference between agreed rates and actual
rateg paid.

Recommendation
PSS should adhere to the approved policies and procedures on employment of
personnel.

Auditee Response and Corrective Action Plan

PSs concurs. PSS through the Human Resources Department will develop a
monitoring system to ensure that all employment contracts are fully signed
before their effectively.
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Schedule of Findings and Questioned Costs
Year Ended September 30, 2005

SECTION II — FINANCIAL STATEMENT FINDINGS

Timecards

Finding Ne. 05-190
Criteria

Pursuant to PSS Employee Regulations, an employee must attend work during the
hours assigned by his or her supervisor. Generally, these hours will be from
7:30 AM to 11:30 aM and 12:30 PM to 4:30 PM, Monday through Friday.
Timekeepers are respongible to ensure availability of accurate data
concerning the time and attendance of employees.

Condition
The current practice of PSS for the employees’ time-in and time-out is the
use of a bundy clock and the following were noted.

a. Eleven (11) or 44% of twenty-five (25) personnel examined have manual
inputs on their timecards, of these only two have manual inputs that
are signed by timekeepers.

b. Five (53) or 20% of twenty-five (25) personnel examined uses manual
timesheets instead of bundy clock.

c. Timecards for two (2} or 8% of twenty-five (25) personnel chosen were
not provided and timecards covering the wrong period were provided for
two (2} or 8% of the twenty-five (25}).

Cause
The common practice of P88 on the use of bundy clock demonstrates the
existence of a control or system on payroll, However, there is no specific

policy that would serve as a basic guideline for PSS to properly implement
stringent controls on employee time-in and time-out procedures.

Context
The conduct of test of internal control over payrocll includes review of the
source document of payroll disbursement, which is the time card.

Effect
Lack of specific policies on the time-in and time-cut of employees
constitutes a weakness in the internal control over payroll.

Recommendation

PSS should develop written policies and procedures that would serve as basic
guidelines for PSS to properly implement controls on payroll and other
related matters.

Auditee Response and Corrective Action Plan

PSS concurs. PSS will issue a memorandum on the use of bundy clocks,
emphasizing that manual input must be countersigned by timekeepers and the
reason for manual input should be properly documented and supported if
necessary.




PUBLIC SCHOOL SYSTEM

Schedule of Findings and Questioned Costs
Year Ended September 30, 2005

SECTION II — FINANCIAL STATEMENT FINDINGS

Tardiness

Finding No. 05-11

Criteria

Pursuant to PSS Employee Regulations, PSS will allow up to ten minutes of
tardiness each week. Any time in excess of ten minutes per week shall be
charged to absent without leave (AWOL} by the timekeeper.

Condition

For 4 out of 25 (16%) of timecards examined, they had tardiness in excess of
10 minutes per week but was not charged to AWOL in accordance with the above
regulations.

Cauge
The cause of this condition is unknown.

Context
The conduct of test of internal control over payroll includes review of the
source document of payroll disbursement, which is the time card.

Effect
Lack of adherence to specific policies on the time-in and time-out of
employees constitutes a weakness in the internal control over payroll.

Recommendation

PSS should adhere to its policy on tardiness. If needed, the memorandum
issued last September 16, 1998 pertaining to implementation of 7:30 am
attendance should be reissued with more emphasis on tardiness.

Auditee Response and Corrective Action Plan

PSS concurs. PSS will issue a memorandum to all employees regarding tardiness
and a memorandum +to all +timekeepers on their responsibility to ensure
availability of accurate data concerning the time and attendance of
employees.
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Schedule of Findings and Questioned Costs
Year Ended September 30, 2005

SECTION III — FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS

Program Income — Food and Nutrition Services

Finding No.

05-12

CFDA No.

10.555

Findings/Noncompliance

Criteria

Program income derived from this federal award
represents proceeds from the sale of reduced
price meals being served to some selected
schools. One of the policies and procedures of
PSS on food court collections at the school level
is to submit all collections received to the PSS
Treasurer on a weekly basis.

Condition

Three (3) schools were identified to be not in
compliance with the above-mentioned policy.
These are summarized in financial statements
finding No. 05-6

Context

Based on auditor’s judgment, randomly selected
the months of October 2004 and September 2005 for
the conduct of audit procedures for program
income compliance reguirement.

Effect

Untimely submission of the food court collections
could imply that rescurces were used for other
purposes than what is in accordance with the
program requirements, as stated in A-102 Common
Rule and OMB-Circular A-110. such condition
could result in a guestioned cost for PSS.

Cause

Despite the continued efforts of the Fiscal &
Budget Office to ensure that <this policy is
strictly followed, management oversight and
enforcement was not strict enough to properly
implement the stated policy.

Questioned
Costs
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Schedule of Findings and Questioned Costs
Year Ended September 30, 2005

SECTION IIT — FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS

Program Income — Food and Nutrition Services, Continued

Finding No.

05-12, Continued

CIDA No,

16.555

Findings/Noncompliance

Recommendation

P88 should strictly enforce that food court
collections be submitted on time to avoid
citation of non-adherence to  the approved
policies and procedures of PSS and federal
regulations.

Prior Year Statug
The above condition was cited as a finding in the
Single Audit of fiscal year 2004.

Auditee Response and Corrective Action Plan

PSS concurs. PSS will  hire a Food Court
Coordinator, under the supervigion of the FNS
Administrator, whose main responsibilities is to
submit to PSS Treasurer all monies collected at
the school 1level to ensure that policy is
strictly followed. He will alsoc be responsible
for matching the collections to the food court
report submitted by each school to the FRS
department.

Questioned
Cogts
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Schedule of Findings and Questioned Costs
Year Ended September 30, 2005

SECTION III — FEDERAT AWARDS FINDINGS AND QUESTIONED COSTS

Special Tests and Provigions — Head Start Program

Finding No. (5-13

CFDA No. Findings/Noncompliance
93.600
Criteria

Pursuant to 45 CFR section 1306.30c, the
facilities wused by Early Head start and Head
Start grantees for regularly scheduled center-
based and combination program option classroom
activities or Thome-based group socialization
activities must comply with applicable State and
local reguirements concerning licensing.

The local licensing requirements applicable to
Headstart are:

1. Fire Safety Inspection from the Department of
Public Safety.

2. Facilities Inspection by the Bureau of
Environmental Health.

Condition

a. Two {2} of seven (7) or 29% Head Start centers
in Saipan not inspected for fire safety.

b. Two (2} of seven (7) or 29% Head Start centers
in Saipan not  inspected for facilities
inspection,.

Context

Reviewed the Program's contract and grant
agreements and referenced laws and regulations.
Identified additional compliance requirements and
developed specific audit objective and audit
procedures for the special test and provision
compliance requirement, which could be material
to the program. Obtained copies of the
inspections made by the Department of Public
Safety and Bureau of Environmental Health.

Effect

The effect of the above conditien is that all
Headstart centers may be regarded as not yet
fully Llicensed to operate. This 1s a non-
compliance with the federal requirements.

Questioned
Costs



PUBLIC SCHOOQL SYSTEM

Schedule of Findings and Questioned Costs
Year Ended September 30, 2005

SECTION III — FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS

Special Tests and Provigions — Head Start Program, Continued

Finding No.

05-13, Continued

CFDA No.

93.600

Findings/Noncompliance

cause

The cause of this condition is that PSS failed to
follow-up and cecordinate the reguired inspection
of Headstart facilities with the c¢oncerned
agencies.

Recommendation

Although all Headstart centers received
Certificate of Occupancy, PSS should still ensure
that all Headstart centers be properly inspected
te ensure that the centers are in compliance with
the local and federal reguirements.

Prior Year Status
The above condition was cited as a finding in the
Single Audit of fiscal year 2004.

Auditee Response and Corrective Action Plan

PSS concurs. Head Start Policy Council and Beard
of Education through the Headstart Director who
will recommend that Head Start centers not be
opened in August wunless the proper health and
safety inspections have been performed.

Questioned
Costs



PUBLIC SCHOOL SY¥STEM

Schedule of Findings and Questioned Costs
Year Ended September 30, 2005

SECTION III — FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS

Special Tests and Provisions — Head Start Program

Finding No. 05-14

CFDA No. Findings/Noncompliance
93.600
Criteria:

In accordance with 45 CFR section 1306.30c,
grantees must comply with applicable State and
local requirements concerning licensing, One of
the requirements includes an approved fire safety
ingpection from the Department of Public Safety.

Condition:

a. One (1) of the five (5) facilities inspected
was disapproved.

b. One (1) of the four (4) approved facilities
was only conditiocnally approved.

Context

Reviewed the program’s contract and grant
agreements and referenced laws and regulations.
Identified additional compliance requirements and
developed specific audit objective and audit
procedures for the special test and provision
compliance requirement, which could be material
tc the program. Reviewed and examined the
inspection reports to verify compliance with the
local licensing requirement.

Effect

The effect of the above condition 1is that
Headstart centers may be hazardous for the
children and expose them to possible accidents or
danger. This is non-compliance with the local
and federal requirements.

Cause
The cause of this condition is unknown.

Recommendation

PSS should ensure that all Headstart facilities
meet the fire gafety standard requirements of the
Department  of Public safety to aveoid any
potential accident and liability.
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Questioned
Costs
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Schedule of Findings and Questioned Costs
Year Ended September 30, 2005

SECTION TIT — FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS

Special Tests and Provisions — Head Start Program, Continued

Finding No. 05-14, Continued

Juestioned
CFBA No. Findings/Noncompliance Costs

93.600 5 -
Prior Year Statusg
The above condition was cited as a finding in the

Single Audit of fiscal year 2004.

Auditee Response and Corrective Action Plan

PSS concurs. Head Start Policy Council and Board
of Education through the Headstart Director who
will recommend that Head Start centers not be
opened in August unless the proper fire
inspections have been performed.




PUBLIC SCHOOL SYSTEM

Schedule of Findings and Questioned Costs
Year Ended September 30, 2005

SECTION IIT — FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS

Equipment and Real Property Management — All maior programs

Finding No.

05-15

CFDA No.

all

Findings/Noncompliance

Criteria

OMB Circular A-102 reguires grantees +to comply
with the following terms for equipment purchased
with federal funds:

1, Maintain property records that include a
description of the property; a serial number
of other identification number; the source of
the property, who holds title; the acguisition
date; cost of the property; percentage of
federal participation in the <c¢ost of the
property; the location; use and condition of
the property; and any ultimate disposition
data including the date of disposal and sale
price of the property.

2. Conduct a physical inventory of the property
and reconcile that with the property records
at least once every two years.

3. Develop a control system to ensure adeguate
safequards to prevent loss, damage, or theft
of the property, and investigate any loss,
damage, or theft.

4, Develop adeguate maintenance procedures to
keep the property in good conditiocn.

Condition

In FY 2005, PSS failed to reconcile the property
records with the fixed assets ledger maintained
in the Central Office.

PSS failed to maintain a documentation that would
prove that adequate safeguards and maintenance
procedures on PSS' federally funded assets were
carried out in compliance with the federal
property management standards.

This is related to findings Nos. 05-7 and 05-8.
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Questioned
Costs
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Schedule of Findings and Questioned Costs
Year Ended September 30, 2005

SECTION ITT — FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS
Equipment and Real Property Management — All major programs, Continued
Finding No. 05-15, Continued

Questioned
CFDA No. Findings/Noncompliance Costs

All $ -
Context
The conduct of audit procedures for compliance
testing requirement of Equipment and Real
Property Management in accordance with OMB
Circular A~133 includes the following:

1, Inguired if a required physical inventory
of fixed assets acquired under Federal
awards was taken within +the last +two
years. Test whether any differences
between the physical inventory and
equipment records were resolved.

2, Selected assets acquired during the audit
period and +traced them to property
records. Verified that property records
contain the required information or
description about the eguipment.

3. Selected a number of assets identified and
made physically inspection.

Effect

The effect of the above condition is that PSS is
not in compliance with the terms £for egquipment
purchased with federal funds as stated in the OMB
circular A-102,

Cause

The cause of the above condition is failure to
strictly enforce the existing internal control
system over fixed asgets.

Recommendation .
I recommend that PSS: comply with the federal
property management standards.




PUBLIC SCHOOL SYSTEM

Summary Schedule of Unresolved Prior Year Audit Findings
Year Ended September 30, 2005

SECTION IV — SCHEDULE OF PRIOR YEAR AUDIT FINDINGS

2004 Audit Findings
Finding No. 04-1

Condition: PSS falled to include a budgetary comparison of its general fund
activities in the financial statements. Based on the review of the fund
certification inquiry, various accounts showed negative variances. Although a
direct control on the PSS’ total available funds exists, the inclusion of the
budget prepared in its financial statements is necessary based on the policies
approved by the Board of Education.

Corrective Action: Resolved. Beginning FY 2005 PSS’ enters the original budget
per business unit, any adjustment is made at the end of the fiscal year to
analyze and compare any significant variances budget to actual expenditures.

Finding No. 04-2

condition: Various transactions were noted to be services performed on a regular
basis by certain wvendors that should have been executed by a contract but were
availed through issuance of monthly purchase orders. The related amount of the
various procured services found to be in noncompliance with PSS procurement
rules and regulations totaled $112,789.

Corrective Action: Resolved. This condition has been corrected by executing a
contract of purchases for transactions above $10,000.

Finding No. 04-3

condition: Based on the review of the time & pay history of randomly selected
PSS employees, we noted two employees who received their lump sum payment for
the annual leave earned but went back to PSS for employment within the
separation period stated. The lump sum payment made to the identified employees
totaled to $18,067.

Corrective Action: Resolved. Human Resources Office will strictly monitor the
requlation. The lump sum payment of annual leave given to these employees will
either be offset against their accumulated annual leave or deducted from their
salary.



PUBLIC SCHOOL SYSTEM

Summary Schedule of Unresolved Prior Year Audit Findings
Year Ended September 30, 2005

Finding No. 04-4

Condition: The current practice of PS$ for the employees’ time-in and time-out
is the use of a bundy clock. Nine out of 57, or 16% of the total timecards
examined showed manual input of the hours worked.

In addition, twc timecards showed hours marked with *“worked at home” and were
approved for payroll. Further examined, the approved hours marked with “worked
at home” totaled 42 hours. The total hours computed covered the payroll periods
from January 11, 2004 through September 30, 2004. Based on the review of the
contract, an employee may be assigned by PSS to work at any school, any office,
or any facility on the island assigned. &in employee’s residence is not
considered a PSS facility for any work assignment.

Corrective Action: The Director of Finance has informed affected employee
regarding workplace, location based on employment contract, wherein an employee
maybe assigned to work at school, any office or any PSS facility only.

Status: In FY 2005 audit, there were still several timecards audited with manual
input of hours worked.

Finding No. 04-5

Condition: PSS has 26 payroll periods in every fiscal year. In relation to
Finding No. 04-4, six time cards for the payroll period of October 1, 2003 to
January 10, 2004 were not provided for examination and review.

Corrective Action: The Director of Finance has instructed the timekeeper undexr
Fiscal and Budget Office to keep time cards in the filing cabinet with lock to

ensure that all time cards are kept for the purpose of examination.

Status: Similar condition was noted in FY 2005 audit, see finding 05-10.
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Summary Schedule of Unresolved Prior Year Audit Findings
Year Ended September 30, 2005
Finding No. 04-6

Condition: PSS does not adequately monitor adherence to its travel policies
based on the following:

a. 5 out of 16, or 31.25% travel requests examined were not submitted
within the stated peried prior to the commencement of the travel.

b. 1 out of 16 +travelers traveled without an approved travel
authorization. We noted that an approval was subsequently made for the
reimbursement of the trip. This incident indicated a violation of the

local and federal regulations as the cost was allocated under the
federal account.

c. In relation to the finding cited on Item b above, since the travel did
not have a prior authorization, the documents examined did not have a
justification memorandum for the travel, document of invitation or
agenda, specific purpose, itinerary and estimated cost.

d. 11 out of 16, or 68.75% travel vouchers were not submitted within the
ten working days period upon completion of travel.

e. 1 out of 16 travelers was paid with a per diem of two days in the
amount of $354. The two days were initially applied as annual leave
based on the original djustification memorandum submitted; however, an
amended letter was subsequently prepared, with an approval of the two
days leave as part of the trip.

Corrective Action: PSS has made tremendous efforts to inform employees of the
travel policies. PSS will strictly enforce its established policies and
procedures. PSS approved several administrative changes in the travel policy to
ensure compliance with the applicable state laws and federal requlations.

Status: Similar conditions were noted in FY 2005 audit, see findings 05-3, 05-4
and 05-5.

Finding No. 04-7

Condition: We identified several acquisitions recorded in the fixed assets
ledger with no property cards. We alsc noted that various fixed assets tagged
as PSS property were not entered in the fixed asset ledger as additions.

In addition, from the updated list of fixed assets provided by the Property and
Inventory Control Officer, various assets were not included in the fixed assets
ledger currently maintained by the Fiscal and Budget Office. This condition was
resolved through proposed audit adjustments.

Corrective Action: The Procurement and Supply ©Officer have instructed the
Property Custodian to take physical count of all fixed assets to reconcile with
the asset ledger maintained at the Central Office. PSS will submit the listing
before the end of FY 2005.

Status: Property Custodian conducted the physical count and provided the updated

asset listing for our audit but such were not reconciled with the ledger
maintained by Central Office.
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summary Schedule of Unresolved Prior Year Audit Findings
Year Ended September 30, 2005

Finding No. 04-8

Condition: We have identified four invoices that pertained to fundraising events
charged under the Head Start Program. These invoices were included in one
liguidation report submitted.

Corrective BAction: Resolved. PSS Director of Finance will inform Headstart
Policy Council to stress that these activities are Parent Fundraising
activities, and fundraising activities are not in compliance with federal
regulations.

Finding No. 04-9

Condition: In 2 or 5% of the forty (40) disbursements tested, the transactions
were noted to be services performed on a regular basis by a certain vendor.
This pertains to the maintenance service that PSS avails monthly for all
schools. During FY 2004, the total amount paid for this specific vendor charged
under the Head Start program totaled 510,588.

Corrective Action: Résolved. This condition has been corrected by executing a
contract of purchases for transactions above $10,000.

Finding No. 04-10

Condition: Two schools were identified to be not in compliance with the policy
on timely remittance of cafeteria collections.

Corrective Action: The FNS Administrator issued a request to Commissioner for
his intent to hire four Food Court Coordinators, whose main duty is o account
food court collections at the school level and at the same time correct the
findings.

Status: Similar condition was noted in FY 2005 audit, see finding 05-6.
Finding No. 04-11

Condition: As indicated in the Program Description of Head Start, all service
areas and child development staff must submit monthly reports to the
coordinators. No monthly reports were provided for examination.

Corrective Action: Resolved. Since the hiring of component coordinators, monthly
reports have been submitted in the service areas and child development. These
can be found in the files at the Headstart Office and will be submitted upon
request. The monthly reports have been submitted and duly summarized for the HPC
and BOE.
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Summary Schedule of Unresolved Prior Year Audit Findings
Year Ended September 30, 2005

Finding No. 04-12
Condition: No quarterly reports were provided for our review and examination.

Corrective Action: Resolved. The newly hired Director for Headstart will closely
monitor the performance reporting requirements of PSS as indicated in the
Program Description. In addition, she will be responsible in the preparation of
monthly, gquarterly and annual reports, compiled and to be submitted to the
Associate Commissioner for Curriculum and Instruction and the Board of
Education.

Finding No. 04-13

Condition: The Annual Self-Assessment report was not prepared and provided for
our review and examination.

Corrective Action: Resolved. The yearly Program Information Report is done each
year for the Head Start Bureau. This can be provided upon request.

Finding No. 04-14

Condition: PSS lacks a system that will ensure all of the general requirements
under the Special Education program are being carried out as planned.

Corrective Action: Resolved. The CSPM for Special Education has been abolished
by the US Department of Education. The placing of “highly gualified” personnel
is now the responsibility of the PSS Human Resources Department.

Finding No. 04-15

Condition: There was no Memorandum of Understanding (MOU) established with the
Commonwealth Health Center (CHC) for the fiscal year 2004. From our 2003 audit,
it was explained that no MOU with CHC is required because services performed by
this agency should be with no charge. We cited PSS on the failure to update the
documentation of its program activities identified in the State Plan.

However, in 2004, we were informed that an agreement was executed for the use of
the CHC facilities. The use of facilities is for the audiologist hired by the
gpecial Education Program Office, yet no agreement was provided to confirm
compliance on this specific requirement.

Corrective Action: MOU is not required since services of the audiologist to CHC
is free of charge.

Status: Although the services is provided free of charge PSS should still have
in writing a Memorandum of Understanding or an Interagency Cooperative Agreement
should still be executed to clearly establish both agencies’ responsibilities.
PSS has similar agreement with other agencies, which were executed in writing.

- B§ -



PUBLIC SCHOOL SYSTEM

summary Schedule of Unresolved Prior Year Audit Findings
Year Ended September 30, 2005

Finding No. 04-16

Condition: The signed interagency agreement with the Department of Community
and. Cultural Affairs does not include procedures for resolving interagency
disputes.

PSS made an addendum to this contract in response to the required inclusion of
procedures for resolving interagency disputes. However, all responsible parties
have not signed the amended contract, thus, the interagency agreement is not yet
fully executed.

Corrective Action: Resolved. The interagency agreement was concluded and
submitted to the auditor.

Finding No. 04-17

Condition
a. Nine (9) of twelve (12) or 75% Head Start centers were only inspected for

fire safety.
b. Four (4) of twelve (12) or 33.33% Head Start centers were only inspected

for facilities inspection.

Corrective Action: PSS will ensure that all Headstart centers be properly
inspected to ensure that the centers are in compliance with the local and
federal requirements.

Status: Similar conditions were noted in FY 2005, see finding 05-13.
Finding No. 04-18

Condition: The six Head Start centers inspected by the Department of Public
Safety failed to meet the fire safety standards.

Corrective Action: All centers have fire alarms, fire extinguishers installed
and tested and have passed all inspection. BAll centers have certificate of
occupancy.

Status: Similar conditions were noted in FY 2005, see finding 05-14.
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Summary Schedule of Unresolved Prior Year Audit Findings
Year Ended September 30, 2005

Finding No. 04-19

Condition: Two out of the four Head Start centers inspected were given a “B”
rating, while one Head Start center was placed under the Public Health
inspection. Findings and corrections noted in violation of the Federal
regulations are as follows:

a. No proof was presented to inspectors that the teachers and staffs’
health examination were updated.

b. Water reservoirs were c¢leaned and sanitize last school year. Water
reservolr needs to be washed and sanitized every three months.

c. Staff were not practicing proper sanitizing procedures for water

dispensers. Water dispensers need to be sanitized daily,
d. There were no paper towel and soap for hand washing.
e. There was not enough lighting in classroom.

Corrective Action:
a. All teachers have updated health records or are notified that they need
to update health records.

b. All water reservoirs are cleaned and sanitized regularly.
c. Janitorial services are hired to sanitize water dispensers daily.
d. Since the hiring of Facilities Supervisor, hand soap and paper towels

are distributed daily.
e. Facilities Supervisor, ensure that lights are replaced as needed.

Status: Although no Headstart center was suspended for FY 2005, four (4) out of
six {6) Headstart inspected still received B rating.

Finding No. 04-20

Conditien: In FY 2004, PSS failed to reconcile the property records with the
fixed assets ledger maintained in the Central Office.

PSS failed to maintain a documentation that would prove that adequate safeguards
and maintenance procedures on PS5’ federally funded assets were carried out in
compliance with the federal property management standards.

Corrective Acticon: The Property Control Officer inspected all fixed assets owned
by PSS. He also ascertalned their location. All records are now on a computer
based spreadsheet.

The Property Control Officer works fulltime on the control of all fixed assets
and inventories of supplies and materials for the PSS. He inspects all materials
and supplies purchased with federal funds that are being used by the private
schools. He also oversees the annual inventory count of all fixed assets and
inventories.

Status: Property Custodian conducted the physical count and provided the updated

asset listing for our audit but such were not reconciled with the ledger
maintained by Central Office.
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Summary Schedule of Unresolved Prior Year Audit Findings
Year Ended September 30, 2005

2003 Audit Findings

Finding No. 03-6

Condition: PSS was found to not be in compliance with the local licensing
regquirements applicable to Headstart.
a. Two or 16.67% out of twelve Headstart centers were only inspected for fire

safety.
b. Ten or 83.33% out of twelve Headstart centers were only inspected for

facilities inspection.

Corrective Action: The Fire Division of the Department of the Public Safety
conducted a follow-up fire safety inspection of the nine Headstart centers in
Saipan on March 15" and 16" of 2004. The Tinian Headstart was previously

inspected on October 15, 2003.

Similar condition was noted in 2005 Audit in finding 05-12. Head Start Policy
Council and Board of Education will jointly hire a new Director who will
recommend that Head Start centers not be opened in August unless the proper
health and safety inspections have been performed. Appropriate changes to the
Head Start regulations are recommended. The Associate Commissioner of
Curriculum and Instruction will direct these changes by May 1, 2005.

Finding No. 03-7

Condition: The two Headstart centers inspected by the Department of Public
Safety failed to meet the fire safety standards.

Corrective Action: Based on the follow-up fire safety inspection conducted by
the Fire Division of the Department of Public Safety, an approved disposition in
accordance with the Uniform Fire Code was granted to the nine Headstart centers
in Saipan per reports dated March 15 and 16" of 2004. For the Tinian Headstart
Center, a fire safety certification was issued on Octocber 15, 2003 stating that
the center has met the fire safety reguirements as set forth by Public Law 1-8.

similar condition was noted in 2005 Audit, =see finding 05-13.



PUBLIC SCHOOL SYSTEM

Summary Schedule of Unresolved Prior Year Audit Findings
Year Ended September 30, 2005

1999 Audit Findings

Finding No. 99-22

Condition: Ten {10) disbursements or 23% of 43 disbursements tested were travel
advances that were not liquidated in accordance with PSS policy.

Date Date
of of
Lravel liguidation APV # Amount
05/22/98 06/02/99 l64d6 3 15.00
06/18/98 06/02/99 1638 140.00C
07/09/98 06/02/99 1636 1,305.95
02/138/98 06/02/99 1639 85.00
06/16/98 06/02/99 1640 85.00
12/09/97 06/02/99 1644 15.00
06/30/98 06/03/99 1666 15.00
01/30/98 06/02/99 1625 1,745.,00
08/03/98 06/02/99 1627 315.090
04/26/98 06/02/99 1637 1,063.55
Total  $ 4,784.50
Corrective action: Unresolved. PSS management has already made tremendous

efforts to inform employees of the travel advance policies. A new travel policy
dated August 1, 2002 was issued regarding strict enforcement of the travel
liquidation. The policy indicates that 10% of the total travel advances will be
withheld and will be paid out to the traveler only upon liguidation; otherwise,
the 10% will be forfeited. From this policy, the management exercised strict
adherence fully correcting the findings noted above. Similar condition was
noted as finding 05-5 in FY 2005 audit.
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PUBLIC SCHOOL SYSTEM

Summary Schedule of Unresolved Questioned Costs
Year Ended September 30, 2005

ITI. SUMMARY OF UNRESOLVED QUESTIONED COSTS

Beginning Resolved Unresolved
Questioned Costs Costs Questioned Questioned
Costs allowed Disallowed Costs Costs

Total prior years questioned

costs reported in the

fiscal years 1993 through

1997 $ 915,727 § $ 846,418 § 69,309

1998 491,117 438,798 52,319

1999 169,42¢ 169,426 -

2000 - - -

2001 - - -

2002 - - -

2003 - - -

2004 = - -
Total prior year questicned

costs at September 30, 2004 1,576,270 1,454,642 121,628
puestioned costs for fiscal

vear ending 2005 - - =
Total unresolved guestioned

costs at September 30, 2005 5 1,576,270 3 $ 1,454,642 8 121,628
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Roman C. Benavenie
Chairman

Dino M. Jones . ’ Convmissioner of Education
: Rita Hacog Inos, Ed. D

Vice Chairman June 26, 2006

Marja Lez C. Tairuno
SecretaryiTreasirer

Members
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Non Public Scheol Rep
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Teacher Represeniative Saipan’ MP 96950

Dear Mr. Magliari:

We are trar_;sniitting herewith our responses to the audit findings and recommendations
per your audit report for FY 2005.

We hope that the attached responses are sufficient to address the audit findings and
recommendations.

Sincerely, -
L~
Richard Waldo
Director of Finance
cc: BOE

COE

ADCA
file
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Finding No. 05-1

PSS concurs. PSS will require collateratization from financial institutions in which there are
deposits exceeding federally insured limit effective by end of fiscal year 2006.

Finding No. 05-2

PSS concurs. For both instances, PSS has issued memorandum to concerned employees
regarding violation of PSSPR. These memorandum states that consequence for repeat
unauthorized procurements includes being held personally liable for the value of the purchase,
suspension from work with or without pay, or dismissal from employment.

Finding No. 05-3

PSS concurs. PSS will strictly enforce its established policies and procedures.

PSS prepared a proposed administrative change in the travel policy to ensure compliance with
the applicable state laws and federal regulations. Upon approval this policy by beginning of
fiscal year 2007, this shall be strictly enforced.

Finding No. 05-4

PSS concurs. PSS will strictly enforce its established policies and procedures.
PSS prepared a proposed administrative change in the travel policy to ensure compliance with

the applicable state laws and federal regulations. Upon approval this policy by beginning of
fiscal year 2007, this shall be strictly enforced.

Finding No. 05-5

PSS concurs, PSS will strictly enforce its established policies and procedures.
PSS prepared a proposed administrative change in the travel policy to ensure compliance with

the applicable state laws and federal regulations. Upon approval this policy by beginning of
fiscal year 2007, this shall be strictly enforced.
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Finding No. 05-11

PSS concurs. PSS will issue a memorandum to all employees regarding tardiness and a
memorandum to all timekeepers on their responsibility to ensure availability of accurate data
concerning the time and attendance of employees.

Finding No. 05-12

PSS concurs. PSS will hire a Food Court Coordinator, under the supervision of the FNS
Administrator, whose main responsibilities is to submit to PSS Treasurer all monies collected at
the school level to ensure that policy is strictly followed. He will also be responsible for matching
the coltections to the food court report submitted by each school to the FNS department.

Finding No. 05-13

PSS concurs. Head Start Policy Council and Board of Education through the Headstart Director
who will recommend that Head Start centers not be opened in August unless the proper health
and safety inspections have been performed.

Finding No. 05-14

PSS concurs. Head Start Policy Council and Board of Education through the Headstart Director
who will recommend that Head Start centers not be opened in August unless the proper fire
inspections have been performed.

Finding No. 05-15

PSS concurs. To facilitate the timely reconciliation of fixed assets listing maintained by the
property custodian and the fixed assets ledger maintained by Fiscal and Budget, PSS will ensure
that procurement and supply strictly implement its fixed assets acquisition and disposal policy,
and communicate timely to the Fiscal and Budget all fixed assets movements.
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