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Tos Members of the Board of Education
con Norman Citizene of the Commonwealth of the Northern Mariana Islands:
on Public School Rep.

Louvele G. Borja o -
iudent Representative. The Comprehensive Annual Financial Report of the Public School System

brose Bennett (PSS) of the Commonwealth of the Northern Mariana Islands (CNMI) for
Teacker Representative the year ended September 30, 2006, is hereby submitted as mandated by
both local ordinances and territorial statutes. These ordinances and
statutes require that the PS5 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 respectsz and are reperted in a manner that presents fairly the
financial position and resulte 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 PS5S' activities have been
included. The comprehensive annual financial report is presented in
three gections: introductory, financial, and single audit.

The introductory section, which is unaudited, includes this
letter of transmittal, an organizational chart, and a list of the
PS5’ principal elected and appointed officials.

The Ffinancial section includes the general-purpose 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. 8. Office of Management and Budget's Circular A~
133, Audits of States, TLocal Governments, and Non-Profit
Organizations, and the Commonwealth of +the WNorthern Mariana
Islands Single Audit Implementation Act.

The financial reporting entity includes all the funds and account
groups of the PSS.
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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
Executive branch. The CNMI government is not required to finance any deficits
of the school system.

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

FINANCIAL STATEMENTS

This letter of +transmittal should be read in conjunction with the
Management’s Discussion and Analysis (pages 3-18), 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. 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, LOCAL ECONOMIC CONDITION, AND OUTLOOK

The Commonwealth of the Northern Mariana Islands Public School System is one
comprehensive school district serving the entire Commonwealth, including the
islands of Saipan, Rota, and Tinian. The system was created through the
enactment of Public Law 6-10 in January 1988. For school year 2005-2006, it
is serving over 11,600 students from pre-school through 12th grade in 12
elementary schools, 3 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 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 island wide basis. The
Commigsioner 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 principal is charged with the responsibility of the +total school

operations, and administers each  individual school. Appropriate
instructicnal and support personnel, based on pupil enrcllment, 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 1,170 full-time employees and is the largest
employer in +the government sector. The system has nearly 550 regular
classroom teachers, 215 teacher aides, 24 counselors, and 140 school-based
support staff, 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. The current teacher:student ratio is 1 teacher for every 23
students. 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’'sa 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 school.

The indigenous people of the CNMI are the Chamorrc and Carolinian. The
official languages of +the CNMI are Chamorro, <Carolinian, and English.
English is the primary language of instructicon in the PSS of the CNMI.
Chamorro and Carolinian are taught in the PSS as part of a bilingual program.
The indigenous people were conquered by the Spaniards in the 16™ century. The
Islands of Saipan, Rota and Tinian were sold to the Germans in the early 204
century, taken by Japan in 1914 to 1944, administered as a UN Trust territory
until 1976. In 1976, the indigenous people wvoted to become citizens of the
United States, making Saipan, Rota and Tinian part of the Commonwealth of the
Northern Mariana Islands.

The Commonwealth has one of the best climates 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 numerous golf courses where a local
can play golf for a fourth of the cost on the Mainland.

The economy of the CHNMI is based largely upon tourism and garment
manufacturing. Revenue generated from tourism and from garment manufacturing
is 25% 1less than in previous years. The decline in tourism is due to
competing destinations and fewer airline seats for tourists. The garment
factories are leaving for countries with much lower wage rates. The challenge
for the CNMI is to get its economy growing again and promote development that
ie sustainable.

The quantity 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.
During the course of 2005-2006, we aggressively pursued ways to reduce costs
and improve efficiency by eliminating administrative overtime and out-of-
system travels, 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 2005-2006 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 SCHOOL SYSTEM MISSION AND GOAL

The Public School System has adopted a mission for the school system and
goals and strategies to achieve this mission. Reaching these high standards
involve concentrated effort and determination by all employees of the school
system. The following 1list provides <the mission, goal, strategies and
measurements.

Mission: The CNMI Public School 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" Editiom.

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

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

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

Support the use of technology to aid student learning and create additional
time for instruction.

Measurement: Increase percentage of “under-performing groups” at or above
grade level.

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

Recruit and retain gquality 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 adequate pool of substitute teachers.

Develop a systematic process for getting feedback from staff about Jjob
gatisfaction, 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;
assessment training).
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Support and expand the recruitment and training of mentors.

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.

Meagurement: 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 that allows PSS to build additional classrooms
for both Kagman Elementary School and Kagman 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 are major renovations to the older schools in the CNMI. The total
proposed plan had an estimated total 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 individuals.
The CNMI has a centralized tax system, and not a localized property tax
system, the CNMI government appropriated to PSS $37.230 million for fiscal
year 2006. In conjunction with the $29.372 million Federal funds, the CNMI
allocates its Personnel budget on an impartial preset staffing pattern. The
local funding level for the PSS has remained flat since 1999,

Enrollments

The students enrolled in the PSS have increased from 9,500 in 1998 to 11,600
in 2006. This represents an 22% increase in seven years. The teachers have
increased from 464 in 1998 to 554 in 2006. Teachers funded by consclidated
Federal funds increased from 37 teachers in 1998 to 68 teachers in 2006.
Federal funds also paid for 72 Special Education teachers in FY 2006. The
Federal funds in 2006 paid for 116 teacher aides as opposed to 51 teacher
aides in 1998. 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 adequate 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 reasonable, but not absolute, assurance that these
objectives are met. The concept of reasonable assurance recognizes that the
cost of a control should not exceed the benefits likely to be derived. The
valuation of costs and benefits requires estimates and judgments by
management.

As a recipient of Federal and local financial assistance, the school system
is also responsible for ensuring that an adeguate internal control structure
is in place to ensure and document compliance with applicable laws and
regulations related to these programs. This internal control structure 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 mandate 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 2006. Fiscal year 2006, which begins on Octcber
1, 2005 and ends on September 30, 2006, was a budget on the Continuing
Resolution from 2005. The objective of these budgetary contreols 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 2005 (and is the same since
19993, 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.

As 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.

General 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, 2006.

Primary factors contributing to the total increase in the local and Federal
funds are 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 Projects 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 2006, the Tinian
High School construction is 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. PSS is projecting
that a new elementary school will be built in the As-Matuis area. Also
contemplated is a secondary school for the Marpi area. Additional classrooms
will also 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 Management Policies and Practices

PSS requests drawdowns from the Federal government as the funds are expended.
PSS does earn interest income on its Federal drawdowns on the transfer delay
from Bank of Hawaii to Bank of Guam. Bank of Hawaii offers the best earnings
potential for short-term deposits. Bank of Guam is used as the bank for
transactiong due to its banking relationship with the CNMI government. The
payroll for the PSS is processed by the CNMI Finance Department.

The Office of the Public Auditors has recommended to PSS that it invest its
funds in FDIC insured financial institutions. Since 1998, PSS has placed all
its funds in FDIC insured financial 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 PSS may insure some of its assets, as an autonomous
agency as it is not reguired to follow the CNMI's government of self-
insurance,

PSS does require performance bonds on all its building projects financed by
the CNMI government funds.
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Other Information

Independent Audit Commonwealth statutes and Federal statutes require an
annual audit to be performed by independent certified public accountants.
The firm of J. Scott Magliari & Company was selected by the Board of
Education. In addition to meeting the reqguirements set forth in Commonwealth
statutes, the audit was designed to meet the requirements of the Federal
gingle 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
standards 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
included in the financial section of this report.
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INDEPENDENT AUDITOR’'S REPORT

The Board of Education
commonwealth of the Northern Mariana Islands
Public School System

I have audited the accompanying financial statements of governmental
activities, +the businesg-type activities, each major fund, and the
aggregating fund information of the Commonwealth of the Northern Mariana
Islands Public School System (PSS), a component unit of the Commonwealth of
the Northern Mariana Islands, as of September 30, 2006 and 2005, 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. Those standards require that I
plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes
consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the PS8’
internal control over financial reporting. Accordingly, I express no such
opinion. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and the significant
estimates made by management, as well as evaluating the overall financial
statement presentation. I believe that my audit provides a reasonable basis
for my opindicn.

In my opinion, the financial statements referred to above present fairly, in
all material respects, the respective financial position of the governmental
activities, each major fund, and the aggregate fund information of PSS as of
September 30, 2006 and 2005, 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
accounting principles generally accepted in the United States of America.

In accordance with the Government Auditing Standards, I have also issued my
report dated April 30, 2007 on my consideration of the PSS’ internal control
over financial reporting and on my tests of its compliance 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 cover 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.

The Management’s Discussion and Analysis (MD&A) and Budgetary Comparison
Information on pages 3 to 18 and pages 23 to 24, respectively, are not a
required part of the basic financial statements but are supplementary
information required by accounting principles generally accepted in the
United States of BAmerica. I have applied certain limited procedures, which
consisted principally of inquiries of management regarding the methods of
measurement and presentation of the required supplementary information.
However, I did not audit this information and express no opinion on it.

My audit was conducted for the purpose of forming opinion on the financial
statements that collectively comprise the PSS basic financial statements.
The introductory section, the combining individual non-major fund financial
statements and the statistical data are presented for purposes of additional
analysis and are not a required part of the basic financial statements. 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 and the statistical data have not been subjected to the auditing
procedures applied in the audit of the basic financial statements and,
accordingly, I express no opinion on them.

NN
3 n, Commonweal
April 30, 2007

o b G
the Northe::?ZS:SAna Islands
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COMMONWEALTH OF THE NORTHERN MARIANAR ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Management’s Discussion and Analysis

This section of +the CNMI Public School System (PSS) financial report
represents our discussion and analysis of the financial performance of the
PSS for the year ended September 30, 2006. This information should be read
in conjunction with the audited financial statements included in this report
{(pages 19 to 45).

Financial Highlights

The PSS enrcollment of 11,718 students in FY 2005 decreased to 11,693 students
for FY 2006,

The PSS’ net assets increased by §$4,843,566 in FY 2006. This increase was
caused by a $1.2 million increase in current assets, and a $4.1 million
increase in capital assets net of accumulated depreciation. The restatement
in fiscal year 2006 pertains to the decrease in accrued annual leave by

$528,720.

As of the close of the fiscal year 2006, the PSS’ total net assets is
$85,899,717. This includes the capital assets, net of accumulated
depreciation, of $82,813,078 and capital improvement projects in progress of
$3,540,460. ’

Overview of the Financial Statements

GASB Statement No. 34 requires the presentation the Management Discussion and
analysis (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 district-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 giwve readers an objective and
easily readable analysis of the P88’ financial performance for the year.

District-wide Statements

The first +two financial statements presented are highly condensed and are
somewhat based 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.
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Management's Discussion and Analysis

Statement cof 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 for
liabilities. This statement provides a summary of the school system's
investment in assets and obligations to creditors. Liquidity and
financial flexibility can be evaluated using the information contained
in this statement.

Net assets which is 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
asgets 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
agsets is recognized as an expense. A net revenue (expense) format is
uged to indicate to what extent each function is self-sufficient.

Fund Financial Statements

The second type of statement included in the basic financial statemefts is
the fund financial statement, 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 vear. The fund financial statements focus on the school
system's most significant funds.

Reconciliation from District-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 schocl system's major funds.
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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 use to keep track of specific sources of funding and spending on
particular programs,

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 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 for specified purposes. These were
previously reported as Special Revenue Funds.

CONDENSED COMPARATIVE DATA
Assets, Liahilities and Net Assets
The PSS’ net assets, on the digstrict-wide basis, increased by $4,842,556 from

previous year‘'s $81,056,161 to $85,899,717 at close of FY 2006. The increase
was the result of excess revenues over expenses in FY 2006.

| Change in Net Assets |
FY 2006 ] FY 2005 FY 2004

Revenues 69,838,002 73,414,824 61,638,298

Expenditures 65,523,166 73,338,189 61,420,275
Excess of revenue

over expenditures 4,314,836 76,635 218,023

Current year restatements 528,720 2,523,103 112,243
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r” Net Assets AJ
Increase
Sept 30, 2006 Sept 30, 2005 (Decrease)
Current assets 5 8,292,480 & 7,061,281 s 1,231,199
Noncurrent assets 86,353,538 82,223,392 4,130,146
Total assets 94,646,018 89,284,673 5,361,345
Current liabilities 4,845,292 3,798,783 1,046,509
Noncurrent liabilities 3,901,009 4,429,729 (528,720)
Total liabilities 8,746,301 8,228,512 517,789

Investment in capital assets 5 82,813,078 $ 79,066,700 $ 3,746,378
Restricted for improvement
projects in progress 3,540,460 3,156,692 383,768

Unrestricted (453,821) (1,167,231) 713,410
o el oo

rﬁ Net Assets _J
Increase
Sept 30, 2005 Sept 30, 2004 (Decrease)
Current assets 3 7,061,281 s 8,391,786 s (1,330,505)
Noncurrent assets 82,223,392 82,047,324 176,068
Total assets 89,284,673 90,439,110 {1,154,437)
Current liabilities 3,758,783 2,667,002 1,131,781
Noncurrent liabilities 4,429,729 4,269,479 160,250
Total liabilities 8,228,512 6,936,481 1,292,031

Investment in capital assets E 79,066,700 $ 80,139,357 5 {1,072,657)
Restricted for improvement
projects in progress 3,156,692 1,207,967 1,248,725

231 1,455,305 2,622,536

ted

Net assets is an indicator of the fiscal health of the School System. Assets
for governmental activities exceeded 1liabilities by $85,899,717 and
581,056,161 as of September 30, 2006 and 2005, respectively. The largest
component of net assets is invested in capital assets amounting to
$82,813,078 and $79,066,700 at September 30, 2006 and 2005, respectively.

Net assets increased by $4,843,556 in fiscal year 2006 and decreased by
$2,446,468 in fiscal year 2005. The increase in net assets in 2006 is due to
increase in capital assets net of accumulated depreciation while the decrease
in net assets in fiscal year 2005 is primarily due to restatements in fund
balance arising from the increase in accumulated depreciation for the change
in useful life of wvehicles from eight (8) yvears to five (5) years, and the
reversal of revenue recorded for uncollected lapsed funds.
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Revenues

Total revenues for FY 2006 was $69,838,002 a 4.8% decrease from
FY 2005. While total revenues for FY 2005 was $73,414,824, a 19% increase
from FY 2004.

| Revenues ]
Increase
Sept 30, 2006 Sept 30, 2005 {Decrease)
Program revenuss
Charges for services $ 563,917 5 140,100 S 423,817
Operating grants and contributionsg 28,340,642 34,635,642 {6,295,000)
28,904,559 34,775,742 (5,871,183)
General revenues
Unrestricted CNMI appropriations 37,209,928 37,404,908 (124,980)
Restricted for capital improvements 3,623,424 1,234,174 2,389,250
Miscellaneous, unrestricted 100,091 - 100,091
40,933,443 38,639,082 2,294,361
S 69,838,002 §$ 73,414,824 $ (3,576,822)
| Revenues I
Increase
Sept 30, 2005 Sept 30, 2004 (Decrease)
Program revenues
Charges for services 3 140,100 & 142,745 % (2,645)
Operating grants and contributions 34,635,642 23,539,319 11,096,323
34,775,742 23,682,064 11,093,678
General revenues
Unrestricted CNMI appropriations 37,404,908 37,796,32Q {391,412)
Restricted for capital improvements 1,234,174 19,598 1,214,576
Miscellaneous, unrestricted - 140,316 (140,316}
38,639,082 37,956,234 682,848

S 73,414,824 $ 61,638,298 § 11,776,526

Revenues are classified as either general or program.

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

The decrease in program revenues is primarily due to decrease cash received
from Federal grants FY 2006 by $5,035,148.

The general revenue classification includes appropriations, interest and
other income not identifiable to specific activities.
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Exhibit I
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The chart above shows PSS revenues over the past three years.
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Exhibit II
FY 2006 Revenues

 others
&%

Unrestricted CNMI appropriations constitute 54% of FY 2006 revenues and are
the highest source of revenue for the PSS.

Operating grants and contributions, which primarily consist of Federal

grants, is the second highest source of PSS revenue. Federal grants exhibited
a significant decrease from prior year.

-9 -
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Expenses

Total district-wide expenses by function were as follows:

1 Expenses |
Increase
Sept 30, 2006 Sept 30, 2005 (Decrease)
Instruction:
Regular $ 28,147,138 s 28,693,622 8 {546,484)
Special education 9,099,768 10,203,335 (1,103,567)
Co-curricular 1,319,477 1,481,950 (162,473)
Student services 16,183,036 20,513,093 (4,330,057)
54,749,419 60,892,000 (6,142,581)
Support services:
General administration 2,277,927 3,035,350 (757,423)
School administration 3,948,472 4,789,489 {841,017)
Other support 95,485 179,188 (83,703}
Conmunity 2,151,237 2,633,160 (481,923)
Individual programs 1,379,853 779,967 599,886
Depreciation - unallocated 920,773 1,029,035 (108,262)
10,773,747 12,446,189 (1,672,442)
Total governmental activities 8 65,523,166 § 73,338,189 s (7,815,023)
[ Expenses I
Increase
Sept 30, 2005 Sept 30, 2004 {Decrease)
Instruction:
Regular $ 28,693,622 § 27,952,642 § 740,980
Special education 10,203,335 9,830,008 373,327
Co-curricular 1,481,950 1,380,742 101,208
Student services 20,513,093 10,511,051 10,002,042
60,892,000 49,674,443 11,217,557
Support services:
General adminigtration 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 82,696
12,446,189 11,745,832 700,357
Total governmental activities § 73,338,189 $§ 61,420,275 $ 11,217,914

Total governmental activities expenses decreased by $7,815,023 or 11% as
compared to FY 2005. This is due to lower Federal grants expenditures in FY

2006.
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OVERALL FINANCIAL POSITION

The overall financial position of the PSS as shown in the fund financial
statements (balance sheets and statements of revenues, expenditures, and
changes in fund balance) improved by $535,157 or 8% from last year's decline
by $1,046,366 or 14%.

FUND ANALYSIS

| Fund Balance I

capital
General Fund projects Fund Non-Major Fund Total
Fund balance, 9/30/05 $ 2,189,410 § 3,142,141  § 1,087,63% § 6,419,190
Fund balance, 9/30/06 2,913,989 2,404,904 565,140 5,884,033
Increase (decrease) in fund balance § 724,579 % (737,237} 5 (522,499) § (535,157)
Percentage change 33% -23% -48% -B%

The general revenues exceeded expenses by $724,579, while non-major funds’
expengses exceeded revenues resulting to a $522,499 decrease in fund balance.
Capital project funds decreased by §$737,237, the net effect of additional
capital improvement projects (CIP) in 2006 net of complete CIP transferred to
fixed assets.
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GENERAL FUND BUDGETARY HIGHLIGHTS

General Fund

Variance
Budget Favorable
Original Revision Fipal Actual (Unfavorable)
REVENUES $ - 3 - - 3 100,091 $ 100,091
Total revenues ~ — - 100,091 100,091
EXPENDITURES :
Current operations:
Instructional programs:
Regqular 28,384,076 - 28,384,076 28,131,722 252,354
Special 2,773,357 - 2,773,357 2,556,952 216,405
Co-gurricular 1,008,977 - 1,008,977 950,048 58,929
Supporting services:
General administration 370,074 - 370,074 314,564 51,510
Scheool administration 4,112,889 - 4,112,889 3,836,072 276,817
Individual programs 575,565 - 575,565 590,778 {15,213)
Other - - - - -
Total expenditures 37,224,938 - 37,224,938 36,384,136 840,802
Capital outlays:
Equipment and vehicles - - - 135,549 (135,549)
Construction in progress ~ - - 65,755 {65,755}
- - - 201,304 (201,304)
Deficiency of revenues
over expenditures (37,224,938) - (37,224,938) {36,485, 349) 739,589
Other financing sources:
Operating transfers in 37,224,938 — 37,224,938 37,209,928 (15,010)
Exc¢ess of revenhues
and other financing sources
over expenditures and other
financing uses S - & - - 8 724,579 % 724,579

Initially the PSS budget from CNMI appropriations was reduced by $2,000,000

but this was subsequently reinstated.

Total appropriations exceeded total expenditures for
primarily due to approximately $500 thousand encumbered for textbooks from
the textbook relief appropriation and §225 thousand encumbered for contracts

pertaining to schools operations.

fiscal year

2006,



Exhibit III

Federal and Local Budget Review

Year

1997
1958
1999
2000
2001
2002
2003
2004
2005
2006

The contribution of local funding to the total funding has varied between 56%
to 78% for the l0-year period from 1997 to 2006. Federal funding continue to
increase over the past ten years while local funding significantly declined
from $42 million in 1998 to $37 million in 2001 and has remained in that

37,209,928

COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
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Management’s Discussion and Analysis

56%

Total Funding

PSS Budget FY 2006

[EFederal grant MLocal Funds |

Federal Funding

$53,763,700
55,100,000
53,730,342
53,280,342
54,230,342
55,230,342
60,230,342
60,730,342
63,032,129
66,582,346

level until 2006.

Amount

$12,000,000
13,000,000
16,000,000
17,000,000
17,000,000
18,000,000
23,000,000
23,500,000
25,801,787
29,372,418

- 13 -

3
22%
24%
30%
32%
31%
33%
38%
39%
41%
44%

20,872,M8
44%

Local Fundin

___Amount

$41,763,700
42,100,000
37,730,342
36,280,342
37,230,342
37,230,342
37,230,342
37,230,342
37,230,342
37,209,928

3

78%
76%
70%
68%
89%
67%
62%
61l%
59%
56%
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CAPITAL ASSETS

The PSS’ investment in capital assets as of September 30,

net of accumulated depreciation. Depreciation expense for

51,563,714,

2006 is $82,813,078

the year was

i Capital Assets

l

Sept 30, 2006

Sept 30, 2005

Sept 30, 2004

Capital assets not depreciated

Land $ 36,647,850 8§ 36,647,850 $ 36,647,850
Capital assets, net of accumulated depreciation

Building and improvements 44,211,039 40,659,778 41,416,117

Vehicle 1,449,278 1,350,107 1,332,386

Others 504,911 408,965 743,004

46,165,228 42,418,850 43,491,507

$ 82,813,078 § 79,066,700 $ 80,139,357

More detailed information on capital assets is on Note 3 in the notes to the

financial statements.
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OTHER MATTERS

Exhibit IV
COST_PER CHILD
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mCNMI | 6950 | 5950 | 557 | 5510 | 542 | 4909 | 5357 | 5468 | 5835 | 5618

Dlocal Funds | 4620 | 4553 _ _ , _3 T
DFederal Funds| 1,330 | 1406 | 1,685 | 1788 | 1700 | 1,600 | 2046 | 2378 | 24 2,422

Public School Cost per Child: Comparing CNMI to US Average

Key: National — total costs for 1997-2001 are actual expenditures {(Source: NCES)
National - total costs for 2002-2006 are projectione (Source: NCES)
CNMI - total costs for 1997-2005 are actual expenditures (Source: PSS FBO)
CWMI - total costs for 2006 are projections (Source: BS8 FBO)

The enrcllment in 1997 was approximately 9,200 students while the enrollment
in 2006 was 11,693 students. With this increase in enrollment and local
funding remaining constant, locally funded cost per child dropped from §4,629
in 1997 to $3,196 in 2006.

The total cost per child in CNMI in 2006 of $5,618 is $3,783 or 40% lower
that the $9,401 cogt per child in the US.

- 15 -
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In SY 1997-1998 PSS operated 14 schools with a total annual budget of $41.7
million and approximately 9,200 students. Since 1998, PSS has added six
schools: Dandan Elementary School, Kagman Elementary and High 8chools,
Sinapalo Elementary School, ChaCha Middle School and Saipan Southern High
School.

In SY 1999-2006, PSS operated 20 schools with approximately 11,000 students
with the same $37 million annual budget. These new schools received their
budgets from existing schools. The cost for these schools in FY 2006 is $8.0
million. Approximately $2.0 million is the reduction in total budget due to
transferring teachers from the old scheools to the new schools. However, all
the general and administration costs of these schools were financed by
reducing Central Office and 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 is the responsible spending authority. This
flexibility has enabled the P3S 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
transfer from another school, or by requesting the Federal Programs Office to
provide the necessary funds.

Teacher Certification and “No Child Left Behind”

The PSS has increased its regquirements 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 fields.

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

The P35 since 1998 has reguired that all c¢lassroom teachers total of 511
must, at a minimum, possess a bachelor’s degree, fully state certified, and
has passed rigorous state examination evidencing core subject knowledge to
teach in the CNMI PSS.

- 16 -
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EXHIBIT V
Classroom Teacher Degree Count

PHD, 2 , 0%

MA/MS, 125 , 24%

Two years ago ounly 16% of our teacher had taken and passed their PRAXIS I and
PRAXIS II core content knowledge test. Today 63% have attained HQT status in
accordance with the NCLBE Act of 2001 and BOE policy by:

1. Possessing a bachelor’s degree or higher;
2. Attained full state certification; and
3. Passed PRAXIS I and PRAXIS II core content knowledge tests.

PSS can proiject, based on current trend, that 76% of PS8’ teachers will be
HQT by the beginning of next school year, 90% by SY08-09 and 100% by SY09-10.
Once teachers pass and become HQT, they will receive +the EQT salary
adjustments.

Beadstart and Special Education

The Headstart Program of the CNMI has bheen generously supported by Local
funds. New sites for Headstart Centers are donated by the CHMI govermment
and the construction of Headstart facilities are funded by both local and
federal contributions. The majority of the operating and training costs have
been supplied by Federal funds. Headstart has been upgrading its support and
teaching staff to comply with Pederal policies.

The Special BEducation 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 provides the program with highly trained specialists such as
psychologists, audioclogist, 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 PSS has requested the legislature to allow hiring
of non-US citizens to £ill these positions.

- 17 -
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Debt Outstanding

The PSS does not record any debt associated with the Beond on its balance
sheet. Therefore, PSS has no Long-term debt and it relies on the CHMI
government to finance any major capital expenditures.

Economic Factors

The Board anticipates an increased enrollment over the next several years and
will need continued increases in classroom space, teachers, and equipment.
Local funding is a major source of income for the Board. Therefore, the CNMI
economic outloock directly affects that of the school system. The
Commonwealth’s two major industries, garment manufacturing and tourism, have
been facing major challenges since 1998. The CNMI government has maintained
and exceeded its constitutional requirement of 15% of its total budget for
public education at elementary and secondary levels. It is impossible to
predict the economic outlook of the CNMI, but the PSS has weathered a
particularly bad storm over the last seven years without the massive layoffs
and deficits of many of the states in the US. It has significantly increased
its physical plant in spite of the poor economy. It has continued to teach
more students with the same total payroll. Granted the Pederal funds have
helped. The local funds provide $37 million while the Federal provides
approximately $27 million. The Board, the Commissioner and the staff are
aware of +the economic pitfalls., All of these factors, as well as the
Commonwealth’s budget difficulties, were considered in preparing the Board's
budget for the 2007 fiscal year. The Board's budget of $50 million for FY
2007 was created to upgrade the older schools’ electrical systems, and to
upgrade the structural safety of the older schools. PSS will cut expenditures
and reduce or eliminate lower priority services, but it will protect core
instructional programs and the personnel associated with them.

Requests for Information

This report is intended to provide a summary of the financial condition of
the Public School System of the Commonwealth of the Northern Mariana Islands.
Questions or requests for additional information should be addressed to:

Tim Thornburgh

Federal Programs Officer
PO Box 501370

Saipan, MP 96950

- 18 -



COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
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Statements of Net Assets - Governmental Activities

September 30, 2006 and 2005

2006 2005
ASSETS
Current assets:
Cash and cash equivalents 3,659,453 2,642,996
Receivable from CNMI 2,706,871 1,472,850
Receivable from Federal agencies 1,551,277 1,302,440
Other receivables 43,392 1,302,656
Advances, net 331,487 340,339
Total current assets 8,292,480 7,061,281
Noncurrent assets:
Capital improvement projects in progress 3,540,460 3,156,692
Capital assets, net of accumulated
depreciation 82,813,078 79,066,700
Total current assets 86,353,538 82,223,392

TOTAL ASSETS

$ 94,646,018

5 89,284,673

LIABILITIES
Current liabilities:
Acerued payroll and others 1,571,260 1,719,385
Vouchers payable 1,000,475 621,977
Deferred revenue 1,928,989 1,454,793
Other liabilities 344,568 2,628
Total current liabilities 4,845,292 3,798,783
Noncurrent liabilities:
Accrued leave liability 3,901,009 4,429,729
TOTAL LIABILITIES 8,746,301 8,228,512
NET ASSETS
Restricted for:
Investment in capital assets $ 82,813,078 $ 79,066,700
Capital improvement projects in progress 3,540,460 3,156,692
Unrestricted (453,821) {1,167,231)
TOTAL NET ASSETS $ 85,899,717 $ 81,056,161

See accompanying notes to basic financial statements.
- 19 -
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For the Years Ended September 30,

Functions/Programs

Governmental activites:
Instruction:
Regular
special education
Co-curricular
student services

Total instruction

Support services:
General administration
School administration
Other support
Community
Individual programs
Depreciation - unallocated

Total support services

Total governmental activities

Statements of Activities

2006 and 2005

Program Revenues

Net (Expenses) Revenue
ang Changes in Wet Assets

Operating
Charges for Grants and Total

Expenses Services Contributions 2006 2005
$ 28,147,138 § - 3 -  $(28,147,138) $(28,6593,622)
9,099,768 - 6,827,829 {2,271,939) {2,779,041)
1,319,477 - 368,769 {950,708) {995,489)
16,183,036 563,917 17,037,171 1,418,052 {102,942)
54,749,419 563,917 24,233,769 {29,951,733) {(32,571,094)
2,277,927 - 1,273,349 (1,004,578) {502,149}
3,948,472 - 153,502 (3,794,970) (4,563,044)
95,485 - - (95,485) (179,188)
2,151,237 - 2,151,237 - -
1,379,853 - 528,785 (851,068) 282,063
920,773 - - (920,773) (1,029,035)
10,773,747 - 4,106,873 {6,666,874) {5,991,353)
$ 65,523,166 § 563,917 § 28,340,642 $(36,618,607) $(38,562,447)

Unrestricted CNMI appropriations

Capital improvement, CNMI

Miscellaneous, unrestricted

Subtotal,

Changes in Net Assets

Current year restatement

Net assets - beginning

Net assets - ending

general revenues

37,209,928 37,404,908
3,623,424 1,234,174
100,091 -
40,933,443 38,639,082
4,31¢,836 76,635
528,720 (2,523,103)
81,056,161 83,502,629

§ 85,899,717

$ 81,056,161

See accompanying notes to basic financial statements.
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PUBLIC SCHOOL SYSTEM

Balance Sheets
Governmental Funds
September 30, 2006 and 2005

COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS

(A Component Unit of the CNMI Government)

Total net assets - governmental activities

85,899,717 $

81,056,161

See accompanying notes to basic financial statements.
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General Capital Hon-major Total Governmental Funds
Fund Projects Fund Funds 2006 2005
SSETS
current hssets:
Cash and cash equivalents $ 3,659,453 § - § - 3,659,453 § 2,642,996
Receivables from CNMIL 2,693,640 - 13,231 2,706,871 1,472,850
Receivables from Federal agencies - - 1,551,277 1,551,277 1,302,440
Other receivables 43,392 - - 43,392 1,302,656
Advances, net 181,732 - 149,755 331,487 340,339
I Due from other funds 169,294 - 2,180,483 2,349,777 2,994,897
6,747,511 - 3,894,746 10,643,257 10,056,178
apital improvement
projects in progress -~ 2,436,845 - 2,436,845 3,156,692
TOTAL ASSETS 5 6,747,511 § 2,436,845 § 3,894,746 13,079,102 $ 13,212,870
IIABILITIES AND FUND BATLANCES
~ LIABILITIES:
Acerieed payroll and others 3 1,571,260 $ - 8 - 1,571,260 $ 1,719,385
Vouchers payable 1,000,099 - 376 1,000,475 621,977
Deferred revenue - - 1,528,939 1,928,989 1,454,793
pue to other funds 917,595 31,941 1,400,241 2,349,777 2,996,374
I Other liabilities 344,568 ~ - 344,568 1,151
TOTAL LIABILITIES 3,833,522 31,941 3,329,606 7,195,069 6,793,680
UND BALANCES:
Reserved for:
Capital improvement projects - 2,404,904 - 2,404,904 3,142,141
Unreserved 2,913,989 - 565,140 3,479,129 3,277,049
l TOTAL FUND BALANCES 2,913,989 2,404,904 565,140 5,884,033 6,419,190
TOTAL LIABILITIES AMD
FUND BALANCES $ 6,747,511 § 2,436,845 3§ 3,894,746
Capital assets used in governmental activities
are not financial resources and therefore are
not reported as assets in governmental funds.
The cost of capital assets is g 93,588,181
Accumulated depreciation is 10,775,103 82,813,078 79,066,700
Capital improvement projects funded by the
CNMI Government reported as current financial
l resources in the governmental fund
balance sheets. 1,103,615 -
Long-term liability that are not due and
payable in the current period and therefore
are not reported as liabilities in the funds.
Long-term at year-end pertains to:
Annual leave liability {3,901,009) {4,429,729)



COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government}

Statements of Revenues, Expenditures, and Changes in Fund Balance
Governmental Funds
For the Years Ended September 30, 2006 and 2005

General Capital Nen-Major Total Governmental Funds
Fund Preijects Fund Funds 2006 2005
REVENUES :
rederal $ - 8 - § 27,087,293 & 27,067,293 § 32,102,441
Local 100,091 3,623,424 1,273,349 4,996,864 3,735,692
Charges for services - - 563,917 563,917 140,100
TOTAL REVENUES 100,091 3,623,424 28,904,558 32,628,074 35,979,233
EXPENDITURES:
Current operations:
Instructional programs:
Regular 28,131,722 - - 28,131,722 28,686,004
Special 2,556,952 - 6,345,876 §,902,828 10,165,763
Co~-curricular 950,048 368,769 1,318,817 1,480,630
Student services - - 16,142,056 16,142,056 20,641,377
Total instructional programs 31,638,722 - 22,856,701 54,485,423 60,973,774
supporting sexrvices:
General administration 318,564 - 1,917,675 2,236,239 2,850,543
Schoel administration 3,836,072 - 25,433 3,861,505 4,672,944
Individual programs 590,778 - 528,785 1,119,563 1,656,265
Other - 95,485 - 95,485 179,188
Total supporting services 4,745,414 95,485 2,471,893 7,312,792 9,358,940
community services - - 2,151,237 2,151,237 2,633,160
Capital outlays:
Equipment and vehicles 135,549 - 687,234 822,783 -
Construction in progress 65,755 4,265,176 1,259,993 5,590,924 —
Total capital outlays 201,304 4,265,176 1,947,227 6,413,707 -
TOTAL EXPENDITURES 36,585,440 4,360,661 29,427,058 70,373,159 72,965,874
EXCESS (DEFICIENCY) OF REVENUES
OVER EXPENDITURES (36,485,349) (737,237) {522,49%) (37,745,085) {36,987,641)
OTHER FINANCING SOURCES (USES):
operating transfers in 37,209,928 - - 37,209,928 37,224,908
EXCESS (DEFICIENCY) OF REVENUES
AND OTHER FINANCING SOURCES
OVER EXPENDITURES AND OTHER
FINANCING USES 724,579 (737,237) (522,499) (535,157) 237,267
CURRENT YEAR RESTATEMERTS - - - - (1,322,270)
FUND BALANCE, beginning of year 2,189,410 3,142,141 1,087,639 6,419,190 7,504,193
FUND BALANCE, end of the year $ 2,913,989 § 2,404,904 S 565,140 $ 5,884,033 § 6,419,190

See accompanying notes to basic financial statements.
-~ 22 -



COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Reconciliation of the Governmental Funds Statement of Revenues, Expenditures

And Changes in Fund Balance with the District-wide Statement of Activities
For the Years Ended September 30, 2006 and 2005

2006 2005

Total net change in fund balances - governmental funds g (535,157) & 237,267

Amounts reported for govermnmental activities in the statement
of activities is different because:

Certain activities in the capital improvement projects

fund are reported in statement of changes in fund halance. 1,103,615 31,683
Accrual of vacaticon leave - {160,250)
Capital outlays to purchase or build capital assets are reported

in governmental funds as expenditures. However, for

governmental activities, those costs are shown in the statement

of net assets and allocated over their estimated useful livesg

as annual depreciation expenge in the statement of activities.

This is the amount by which capital outlays exceed

depreciation in the period.

Capital outlays 5 5,310,092
Depreciation expense (1,563,714) 3,746,378 {32,065}

changes in net assets of govermmental activities 5 4,314,836 3§ 16,635

See accompanying notes to basic financial statements.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(& Component Unit of the CNMI Government}

Statement of Revenues, Expenditures
and Changeg in Fund Balance
Budget (GAAP Baesis) and Actual - General Fund
For the Year Ended September 30, 2006

General Fund

Variance
Budget Favorable
Original Revigion Final Actual {Unfavorable)
REVENUES 3 - 8 - 8 - 3% 100,091 § 100,001
Total revenues — - - 100,091 100,091
EXPENDITURES:
Current operations:
Instructional programs:
Regular 28,384,076 - 28,384,076 28,131,722 252,354
Special 2,773,357 - 2,773,357 2,556,952 216,405
Co~curricular 1,008,977 - 1,008,977 950,048 58,929
Total instructicnal programs 32,166,410 - 32,166,410 31,638,722 527,688
Supporting services:
General administration 370,074 - 370,074 318,564 51,510
School administration 4,112,889 - 4,112,889 3,836,072 276,817
Individual programs 575,565 - 575,565 590,778 (15,213)
Other - - - - -
Total supporting programs 5,058,528 - 5,058,528 4,745,414 313,114
Capital outlays:
Equipment and vehicles - - - 135,549 {135,549
Construction in progress - - - 65,755 {65,755)
Total capital outlay - - - 201,304 (201,304)
Total expenditures 37,224,938 — 37,224,938 36,585,440 639,498
Deficiency of revenues
over expenditures (37,224,938) - (37,224,938) (36,485,349) 739,589
Other financing sources:
Operating transfers in 37,224,938 - 37,224,938 37,209,928 {15,010}
Excess of revenues
and other financing sources
over expenditures and other
financing uses $ - $ - 8§ -  § 724,579 5 724,579

The $724,579 favorable budget variance pertains to obligated textbook relief appropriations of approximately
8500 thousand and §235 thousand obligated for various contracts for school administration and operations.

See accompanying notes to basic financial gtatements.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS

PUBLIC SCHOOL SYSTEM

(A Component Unit of the CNMI Government)

General Fund

Statements of Révenues, Expenditures and Changes in Fund Balance
For the Year Ended September 30, 2006
{With Comparative Actual Amounts for the fiscal year ended September 30, 2005}

REVENUES
Total revenues

EXPENDITURES:
Current operations:
Ingtructional programs:
Regular
Special
Co-curricular

Total instructional programs

Supporting services:
General administration
School administration
Individual programs
Other

Total supporting programs

Capital outlays:
Equipment and vehicles
Construction in progress

Total capital outlay

Total expenditures

Deficiency of revenues
over expenditures

Other financing sources :
Operating transfers in

Excess (deficiency) of revenues
and other financing sources
over expenditures and other
financing uses

2006 2005
variance
Favorable

Budget Actual {Unfavorable) Actual
- 100,091  § 100,091 § -
- 100,091 100,091 -
28,384,076 28,131,722 252,354 28,686,004
2,773,357 2,556,952 216,405 2,741,469
1,008,977 950,048 58,929 994,169
32,166,410 31,638,722 527,688 32,421,642
370,074 318,564 51,510 355,230
4,112,889 3,836,072 276,817 4,446,499
575,565 590,778 (15,213) 594,235
5,058,528 4,745,414 313,114 5,395,964
- 135,549 {135,549) -
- 65,755 (65,755) -
- 201,304 (201,304) -
37,224,938 36,585,440 639,498 37,817,606
(37,224,938) (36,485,349) 739,589 (37,817,606)
37,224,938 37,209,928 {15,010y . 37,224,908
- 5 724,579 s 724,579 S (5%2,698)

The $724,579 favorable budget variance pertains to obligated textbook relief appropriations of
approximately $500 thousand and $225 thousand obligated for various contracts for school

administration and operations.

See accompanying notes to basic financial statements.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Combining Balance Sheet - Non-major Funds
September 30, 2006 and 2005

Federal Local CNMI Indirect
Grants Donations Grants Costs Total
ASBSETS Fund Fund Fund Fund 2006 2005
Receivables from CNMI $ - & (1,508) § 14,739 $ - 3 13,23L 8 13,231
Receivables from Federal agencies 1,158,274 (7,112} - 400,115 1,551,277 1,302,440
hdvances, net 149,755 - - - 149,755 92,294
pue fram othetr funds 1,965,544 184,020 - 30,919 2,180,483 1,261,007
$ 3,273,573 5 175,400 $ 14,739 5 431,034 5 3,894,746 $ 2,668,972
LIABILITIES AND FUND BALANCES
Liabilities:
Vouchers payable $ 376 8 - 8 - 5 - 3 376§ 352
Accrued payroll and others - - - - - 58,860
Deferred revenue 1,858,837 41,084 - 29,268 1,928,989 31,474
Due to other funds - 498,922 155,161 746,158 1,400,241 1,490,647
Total liabilities 1,859,013 54C¢,006 155,161 775,426 3,329,606 1,581,333
Fund balances {deficit):
Reserved for encumbrances 1,414,560 {364,606) (140,422) (344,392} 565,140 1,087,639
$ 3,273,573 § 175,400 § 14,739 $ 431,034 $§ 3,894,746 § 2,668,972

See accompanying notes to basic financial statements.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
[{A Component Unit of the CNMI Government)

Combining Statements of Reverues, BExpenditures, and Changes in Fund Balance
Non=-major fuands
For the Years Ended September 30, 2006 and 2005

Federal Local CNMI Indirect Total
Grants Donations Grants Costs Non-ma jor funds
Fund Fund Fund Fund 2006 2005
REVENUES:
Faderal $ 27,067,293 3 - 5 - § - 8§ 27,067,293 § 32,102,441
Other leocal - 246,643 - 1,026,746 1,273,349 2,533,201
Charge for services - 563,817 - - 563,917 140,100
TOTAL REVENUES 27,067,223 810,520 = 1,026,746 28,504,559 34,775,742
EXPENDITURES:
Current operations:
Instructional programs:
Regular - - - - - -
Special 6,345,876 - - - 6,345,876 - 7,424,294
Qo=curricular 368,769 - - - 368,769 486,461
Student services 15,699,966 442,090 - - 16,142,056 20,641,377
Total instructicnal programs 22,414,611 442,090 - - 22,856,701 28,552,132
Supporting services:
General administration - 884,717 - 1,032,958 1,917,675 2,495,313
Schocl administration 25,433 - - - 25,433 226,445
Individual programs 528,785 - - - 528,785 1,062,030
Other - - - - - 179,188
Total supperting programs 554,218 884,717 — 1,032,958 2,471,893 3,962,976
Community services 2,151,237 - - - 2,151,237 2,633,160
Capital outlays:
Equipment and wvehicles 687,234 - - - 687,234 -
Construction in progress 1,259,993 - - = 1,259,993 -
Total capital outlays 1,947,227 - = = 1,947,227 -
TOTAL EXPENDITURES 27,067,293 1,326,807 - 1,032,958 29,427,058 35,144,268
EXCESS (DEFICIENCY) OF REVENUES
OVER EXPENDITURES - (516,297) - (6,212) (522,499} (372,526}
FUND BALANCE, beginning of the year 1,414,560 151,681 {140,422} (338,180) 1,087,639 1,460,165
FUND BALANCE, end of the year 3 1,414,560 5 (364,606) § (140,422} § (344,392) § 565,144 § 1,087,639

See accompanying notes to basic financial statements.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Hotes to the Financial Statements
September 30, 2006 and 2005

{1) summary of Significant Accounting Policies

The Commonwealth of the Northern Mariana Islands (CNMI) Public School System
(PSS), a component unit of the 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 US GAAP for state and local governments through its
pronouncements (Statements and Interpretations).

A. Reporting Entity

PSS, as the state educational agency for pre-school, elementary and secondary
education programs in the CNMI is under the direction of the CMNI Board of
Education (BOE), 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 No. 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 Govermment. 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 re-appropriation.

B. Basis of Presentationh

Government-wide Statements: The Statement of Net Assets and Statement of
Activities 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 function.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Notes to the Financial Statements
September 30, 2006 and 2005

{1) Summary of Significant Accounting Policies, Continued

B. Basis of Presentation, Continued

Indirect expense alleocations 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 pregram 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 GASB.

Fund Financial Statements: A fund is defined as an independent fiscal and
accounting entity with a self-balancing set 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 regulations, restrictions or
limitations. 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 for specified purposes. These were
previously 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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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CHNMI Government)

Notes to the Financial Statements
September 30, 2006 and 2005

{1) Summary of Significant Accounting Policies, Contipued

C. Measurement Focus and Basis 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 govermmental 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 mneasurable and
available). “Measurable” means the amount of the transaction can be
determined and ”available” means collectible within the current perioed
or soon enough thereafter to be used to pay liabilities of the current
period. Expenditures are recorded when the related liability 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 subsequent 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 ligquidated 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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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Notes to the Financial Statements
September 30, 2006 and 2005

(1) Summary of Significant Accounting Policies, Continued

C. Measurement Focus and Basis of Accounting, Continued

All 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 pronouncements conflict with GASB pronouncements.

PSS has implemented GASB Statement No. 34, Basic Financial Statements — and
Management’s Discussion and Analysis — for State and Local Governments and
related standards. These new standards provide for significant changes in
terminoclogy 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 come 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). Project-length
financial plans are adopted for all capital project funds.

Pursuant to the approved policies and regulations of the Public School
System, the Policy 3100 outlines 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 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 the 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 is presented to the
Senate, House and the Office of the Governor.
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COMMONWEALTH OF THE NORTHERMN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Notes to the Financial Statements
September 30, 2006 and 2005

{1) Summary of Significant Accounting Policies, Continued

E.

Assets, Liabilities, 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 equivalents.

2. Capital Assets

PSS’ capital assets are recorded at original cost. Donated assets are
recorded at their estimated fair wvalue 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 acgqguired 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 wvalue 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 is expensed as incurred.

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

Buildings 20-50 vyears
Land & building improvements 15 years
Vehicles 5 years
Others 5 years

In fiscal year 2005, PSS 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 liguidated
with expendable available financial resources is reported as expenditure
and fund liability of the governmental fund that will pay it. Amounts of
vested or accumulated vacation leave that are not expected to be
liquidated with expendable available financial resources are reported as
a non-current liability. The liability as of September 30, 2006 and 2005
were $3,901,009 and $4,429,729, respectively. No expenditure is reported
for these amounts. No liability is recorded for non-vesting accumulating
rights to receive sick pay benefits.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Notes to the Financial Statements
September 30, 2006 and 2005

(1) summary of Significant Accounting Policies, Continued

F. Asgets, Liabilities, and Fund Eguity, Continued

4. Compensated Absences, Continued

An employee cannot carry 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 yeaxr.
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 unrestricted. 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
appropriable, 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 yearend,

Unreserved — the ©portion of +total fund balance available for
appropriation, which is uncommitted at yearend.

F. New Accounting Standards

During fiscal year 2005, the PSS implemented GASB Statement No. 40, “Daeposit
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.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
{A Component Unit of the CNMI Government)

Notes to the Financial Statements
September 30, 2006 and 2005

(1) Summary of Significant Accounting Policies, Continued

F. New Accounting Standards, Continued

In November 2003, CGASB 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 have a material effect on its financial
statements.

In April 2004, GASB issued Statement No. 43, *“Financial Reporting for
Postemployment Benefit Plans Other Than Pengion 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, GASB issued Statement No. 44, *Economic Condition Reporting: The
Statistical Section”, an amendment to NCGA Statement 1. GASB BStatement No.
44 improves the wunderstandability and usefulness of statistical section
information and further adds information from the new financial reporting
model for State and Local governments regquired by GASB Statement No. 34. The
provisions of this Statement are effective for reporting periods beginning
after June 15, 2005.

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

In June 2005, GASE issued Statement No. 47, %“Accounting for Termination

Benefitsg”. This Statement establishes guidance for State and Local
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.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Notes to the Financial Statements
September 30, 2006 and 2005

(1) Summary of Significant Accounting Policies, Continued

G. Accounting Standards Not Yet Adopted

In December 2004, GASB issued Statement No. 46, “Net Assets Restricted by
Enabling Legislation” — an amendment of GASB Statement No. 34, which will be
effective .for the PS8 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.

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

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 2006 and 2005 consist of several elements as follows:

A, Explanation of certain differences between the governmental fund and

the government-wide statement of net assets.

Description 2006 2005

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) $ 93,588,181 $ 88,278,090
less accumulated depreciation (__10,775,103) ¢ 9,211,390)

Net capital assets 82,813,078 79,066,700
Capital improvement projects 1,103,615 -

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:
Annual leave liability { 3,901,009} ¢ 4,429,729)
Total adjustment § 80,015,684 $ 74,636,971



COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Notes to the Financial Statements

September 30, 2006 and 2005

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

B, Explanation of certain differences between the governmental fund
statement of revenues, expenditures, and changes in fund balance and the

government-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 activitles. The total
adjustments of 2006 and 2005 pertain to the following:

Description 2006 2005
Certain activities in the Capital Improvement
Project fund is reported in the statement of
changes in fund balance 51,103,615 $ 31,683

Annual leave accrual - { 160,250)

Capital ocutlay expenditures recorded in the
Statement of Activities. 5,310,092 1,595,708

Depreciation expense, the allocation of those
aszets over their useful lives, that is
recorded on the statement of activities but

not in the fund statements. (_1.563,714) (_1,627,773)
Total adjustments 4,84 93 160,632)

(3} Detail Notes on all Funds

Cash and Cash Eguivalents

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

Category 1 — Deposits that are federally insured or collateralized with
securities 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 PSS' name and
non-collateralized deposit.

GASB Statement No. 40 amended GASB Statement No. 3 to in effect eliminate
disclosures for deposits falling under categories 1 and 2 bhut retained
disclosures for deposits under category 3 that have exposure to custodial
risk. PSS does not have a deposit policy for custodial risk.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Notes to the Financial Statements
September 30, 2006 and 2005

{3) Detail Notes on all Funds, Continued

Cash and Cash Equivalents, continued

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, 2006 and 2005, the
total amounts deposited with the Federal Deposit Insurance Corporation (FDIC)
insured banks were $4,727,350 and $4,511,540, respectively. From these
deposits, $200,000 in 2006 and 2005 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. PSS has not experienced any losses on
these deposits.

Accounts Receivable

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

Receivables at the government-wide level at September 30, 2006 and 2005 are
as follows:

Accounts receivable - September 30, 2006

Receivable
Receivable from Federal
from CNMI Agencies
Governmental activities:
General Fund $ 2,637,823 $ 1,551,277
Other governmental
activities 69,048 -
Total 2,70 1 $§ 1,551,277
Accounts receivable - September 30, 2005
Receivable
Receivable from Federal
from CNMI Agencies
Governmental activities:
General Fund $ 1,410,038 $ 1,302,440
Other governmental
activities 62,812 -
Total $§ 1,472,850 $...1,302,440
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Notes to the Financial Statements
September 30, 2006 and 2005

(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 ligquidated upon submission of required travel
documents in accordance with PSS’ policy.

Travel advances, included in the statement of net assets as part of advances,
are reported net of an allowance

September 30, 2006 and 2005.

Capital Assets

Capital asset activity for the year ended September 30, 2006 and 2005 were as

follows:

September 30, 2006

for

doubtful accounts

of $§272,277 at

September September
Governmental activities 30, 2005 Increases Retirement 30, 2006
Capital asset not being depreciated:
Land 536,647,850 5 - 5 - $36,647,850
Total capital assets not
being depreciated: 36,647,850 - - 36,647,850
Capital assets being depreciated:
Buildings & improvements 46,802,327 4,487,309 - 51,289,636
Vehicles 3,626,164 487,233 - 4,113,397
Others 1,201,750 335,550 - 1,537,300
Total capital assets being
depreciated 51,630,241 5,310,092 - 56,940,333
Less accumulated depreciation for:
Buildings & improvements 6,142,549 936,047 - 7,078,596
Vehicles 2,276,056 388,064 - 2,664,120
Cthers 792,786 239,603 s 1,032,389
Total accumulated
depreciation 9,211,391 1,563,714 - 10,775,105
Total capital assets
being depreciated,
net 42,418,850 3,746,378 - 46,165,230
Governmental activity capital
assets, net $79,066,700  § 3,746,378 § -  $82,813,078
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS

PUBLIC SCHOOL SYSTEM

(A Component Unit of the CNMI Government)

Notes to the Financial Statements

September 30, 2006 and 2005

(3) Detail Notes on all Funds, Continued
Capital Assets, Continued
September 30, 2005
September Saptember
Governmental activities 30, 2004 Increases Retirement 30, 2005
Capital asset not being depreciated:
Land $36,647,85C $ - s = $36,647,850
Total capital assets not
being depreciated: 36,647,850 - - 36,647,850
Capital assets being depreciated:
Buildings & improvements 46,622,327 180,600 - 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
Vehicles 2,182,906 461,814 1,135,403 1,509,317
Others 907,373 229,620 618,060 518,933
8,296,489 1,627,773 1,753,483 8,170,799
Prior period adjustment to change
Useful life of vehicle and others
From 8 to S = 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
asgets, net §80,139,357 (5 1,072,657) & = $79,.066,700
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Notes to the Financial Statements
September 30, 2006 and 2005

{3) Detail Notes on all Funds, Continued

Capital Asgsets, 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.

2006 2005
Individual programs $ 260,290 $ 220,490
Special education 196,940 198,811
School administration 86,967 116,545
Student services 40,980 3,798
General administration 41,688 50,156
Reqular 15,416 7,618
Co-curricular 660 1,320
642,941 598,738
Unallocated depreciation 920,773 1,029,035
Total $1,563,714 51,627,773

Retirement Plan

PSS contributes te the Northern Mariana Islands Retirement Fund (NMIRF), a
defined benefit, cost-sharing multi-employer pension plan establighed and
administered by the CNMI. NMIRF provides retirement, security and other
benefits to employees of the CNMI government and CNMI agencies,
instrumentalities and public corporations, and to their spouses and
dependents. Benefits are based on the average annual salary over the term of
credited service. Generally, benefits vest 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 year ended September 30, 2004, the
funding requirement 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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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
{2 Component Unit of the CNMI Government)

Notes to the Financial Statements
September 30, 2006 and 2005

(3) Detail Notes on all Funds, Continued

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) & 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, {(c) 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).

The PSS is exempt by Public Law 14-98 from any rate increase of its employer
contribution to the Retirement Fund until November 21, 2010.

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

Fiscal Year Reqguired Percentage of Reguired
Ended Contribution Contribution Contributed
9/30/06 $ 8,113,912 100%
9/30/05 8,587,077 100%
9/30/04 8,391,306 100%
9/30/03 7,985,986 100%

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
lLife Insurance program. This is open 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 variocus 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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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
{A Component Unit of the CNMI Government)

Notes to the Financial Statements
September 30, 2006 and 2005

{3) Detail Notes on all Funds, Continued

Transfer-in from CNMI Government

Pursuant to Public Law 10-34, the CNMI government appropriated $37,209,928
for PSS' operational use for the years ended September 30, 2006 and 2005.

Receivable from CNMI government under the general fund is summarized as
follows:

2006 2005

Receivable, beginning $ 1,410,038 $ 4,278,074
Appropriation 37,209,928 37,209,928
Reprogramming - 15,000

Total additions 37,209,928 37,224,928
Transfers { 35,982,143) { 37,654,435)
3% reduction - { 1,116,298}
Lapsed funds -~ (_1,322,231)

Total deductions {(_35,982,143) (_40,092,964)
Receivable, ending $ 2,637,823 $ 1,410,038

Non-current Liabilities

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

2006 2005
Beginning balance $ 4,429,729 5 4,269,479
Increase {decrease) { 528,720} 160,250
Ending balance 3,901,009 4,429,729
Due within one year - -
Accrued leave liability $ 3,901,009 $ 4,429,729

PSS uses local funds to liquidate accrued leave liability.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Notes to the Financial Statements
September 30, 2006 and 2005

{3) Detail Notes on all Funds, Continued

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
summary of PSS’ Non-major Funds as of September 30, 2006 and 2005 follows:

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

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

Local Donationg Fund

CNMI Grants Fund - This fund was established +to account for
projects that were appropriated without fiscal
year limitation by Public Law B8-2.

Indirect Costs Fund - This fund, established through directive of the
PSS Commissioner of Education, accounts for
indirect costs o©of PSS related +to Federal
grants.

(4) 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.

Disallowances and sanctions as a result of these audits may Dbecome
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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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Notes to the Financial Statements
September 30, 2006 and 2005

{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 liquid fuel taxes per Public Law
11-14, The 1liability 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, 2006
and 2005 was $738,248 and $553,680, respectively.

Future lease payments are as follows:

Year ended September, 2007 738,248
2008 738,248

2009 738,248

2010 __ 184,568

Total 2,399,312

(6) 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 PSS may insure some of its assets, as an autonomous
agency as it is not required to follow the CNMI’'s government of self-
insurance.

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

(7) Economic Dependency

PSS receives a substantial amount of its support from Federal and local
governments. A significant reduction in the level of this support, if this
were to occur, may have an adverse effect on PSS’ programs and activities.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
{A Component Unit of the CNMI Government)

Notes to the Financial Statements
September 30, 2006 and 2005

{8) Current vear restatements

As of September 30, 2006, liabilities for accrued for annual leave decreased
by §528,720. Since these were already expensed in prior years, the reduction
in accrued liability is directly deducted from the net assets as current year
restatement.

In fiscal year 2005, the Company analyzed the receivable from CNMI amounting
to $1,322,270 are lapsed. Prior period revenue related to these receivables
was adjusted to deferred liability. These restatements were reflected on the
Statement of Revenues, Expenditures, and Changes in Fund Balance.

In addition, based on actual physical count conducted by PSS, it was noted
that most of the assets are already obsolete and are scrapped, still have net
book value. Thus, PSS changed the life of vehicle and other fixed assets from
8 years to 5 years. This resulted to increase in accumulated depreciation by
$1,040,592.
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COMMONWERLTH OF THE NORTHERN MARIANA ISLAND
PUBLIC SCHOOL SYSTEM
{A Component Unit of the CHMI Government)

Notes to the Schedule of Expenditures of Federal Awards
Year Ended September 30, 2006

(1) Scope of Review

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 Octocber 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 *“Single 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.

(2} summary of Significant 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 8Schedule o¢f Expenditures of Federal
Awards 1is prepared on the accrual basis of accounting. aAll
authorizations represent the total allotments or grant awards received.
A1l expenses and capital outlays are reported as expenditures.

Any Federal funds expended in excess of Federal funds received are
recorded as a receilvable 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 yvear 2005. It is applicable to all Federal grant
programs under the U.S. Department of Education and was 7.2% of total
direct cost less items of equipment, alterations and renovations, flow-
through funds and that portion of each sub award in excess of $25,000
for the vear ended September 30, 2006.
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PUBLIC SCHOOL SYSTEM

SINGLE AUDIT REPORTS

Year Ended September 30, 2006



PUBLIC SCHOOL SYSTEM

INDEPENDENT AUDITOR'S REPORT
ON COMPLIANCE AND ON INTERNAL CONTROL
OVER FINANCIAL REPORTING
IMN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

AND

INDEPENDENT AUDITOR‘S REPORT
ON COMPLIANCE WITH REQUIREMENIS
APPLICABLE TO EACH MAJOR
PROGRAM AND ON INTERNAL CONTROL
OVER COMPLIANCE IN ACCORDANCE WITH
OMB CIRCULAR A-133

Year Ended September 30, 2006



SAIPAN OFFICE:

Family Building, Suite 201
PMB 297 Box 10000

Saipan, MP 86950

Tel. No. (670) 233-1837/0456
Fax. No. (670) 233-8214

Email: magliarj@pticom.com

J. Seott Magliari
S’ COMPANY

CERTIFIED PUBLIC ACCOUNTANT

GUAM OFFICE:
Reflection Center, Suite 204
P.O, Box 12734
Tamuning, GU 96931
Tel. No. (671) 472-2680/2687
Fax. Na. (671) 472-2686
Email: jsmguam@ite.net

PALAU OFFICE:

PIDC Apartment No. 11

P.O. Box 1266

Koror, PYV 96940

Tel. No. (680) 488-8615
Fax. No. {$80) 488-8616

Email: coconutrum@palaunet.com

Independent Auditor’s Report on_Internal Control

Over Financial Reporting and On Compliance
and Other Matters Based on an Audit of

Financial Statements 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 year ended September 30, 2006 and have issued my report thereon
dated April 30, 2007. 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.

Internal Control over Financial Reporting

In planning and performing my audit, I considered PSS’ 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, I noted
certain matters involving the internal control over financial reporting and 1its
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 financial reporting that in
my Jjudgment, 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. 06-1 to 06-04.

A material weakness is a condition in which the design or operation of one or
more of the internal contrel 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 contrel
over financial reporting would not necessarily disclose all matters in the
internal control that might be reportable conditions and accordingly, would not
necessarily disclose all reportable conditions that are also considered to be

material weaknesses. However, I believe that none of the reportable conditions
described above is a material weakness.
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Compliance and Other 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 opinion 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. 06-1 to
06-04.

I also noted certain additional matters that I reported to management of PSS in
a separate letter dated April 30, 2007.

This report is intended solely for the information and use of the management of
PSS, the Board of Education, 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.

CEEE;LEtt' é.(lo
the Northern iana Islands

Commonwealy
Aprll 30 2007
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J. Seott Magliari
hr COMPANY

CERTIFIED PUBLIC ACCOUNTANT

SAIPAN OFFICE: GUAM OFFICE: PAL H
Family Building, Suite 201 Reflection Center, Suite 204 RIDC Aparfn?e:ljt':l:;cﬁ
PMB 207 Box 10000 P.O. Box 12734 P.O. Box 1266
Saipan, MP 96950 Tamuning, GU 96931 Karoy, PW 98340
Tel. No. (670} 233-1837/0456 Tel. No. (671) 472-2680/2687 Tel. Ne. (686) 488-8615
Fax. _No. (6?0) 2338214 Fax. No. (671) 472-2686 Fax. Ne. (680) 488-8616
Email: magliari@pticom.com Email: jsmguami@ite.net Email: coconutrum@palaunet.com

Independent Auditor’'s Report on

Compliance with Reguirements Applicable to

Each Major Program and on Internal Control Over Compliance
in Accordance with OMB Circular A-133 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, 2006. The PSS’ major
federal programs are identified in the summary of auditor’'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 PS5S’s management. My
responsibility is to express an opinion on PSS compliance based on my audit.

I 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 reasocnable
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 requirements and performing such other procedures as
I considered necessary in the circumstances., I believe that my audit provides a
reasonable basis for my opinion. My audit does not provide a legal determination
on PSS’ compliance with those requirements.

As described in Schedule of Findings, item numbers 06-5 through 06-7 in the
accompanying Schedule of Findings and Questioned Costs, PSS did not comply with
requirements regarding eligibility and special test and provisions that are
applicable to its Nutrition Assistance Grant and requirements regarding
eligibility applicable to its Child Care and Development Block Grant. Compliance
with such requirements is necessary, in my opinion, for PSS to comply with the
requirements applicable to these programs.
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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, 2006.

Internal Control over Compliance

The management of PSS is responsible for establishing and maintaining effective
internal contrel over compliance with requirements of laws, regulations,
contracts and grants applicable to federal programs. In planning and performing
my audit, I considered PSS’ internal contrel 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 congider 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 requirements of laws, regulations,
contracts and grants. Reportable conditions are described in the accompanying
Schedule of Findings and Questioned Costs in Finding No. 06-5, 06-~6 and 06-7.

A material weakness is a condition in which the design or operation of one or
more of +the internal contreol 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 alsc considered to be material weaknesses. However, I believe that none of
the reportable conditions described above is a material weakness.

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 Public School System (PSS), as of and for the year ended
September 30, 2006, and have issued my report thereon dated April 30, 2007. My
audit was performed for the purpose of forming opinions on the financial
statements that collectively comprise PSS' basic financial statements. The
accompanying Schedule of Expenditures of Federal Awards (pages 46 through 54) 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.
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This report is intended solely for the information and use of the management of
PSS, the Board of Education, 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.

D

Commonweal
April 30 2007

Qoo & Co
i the NortheZEhggzgana Islands
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS

PUBLIC SCHOOL SYSTEM

(A Component Unit of the CNMI Government)

Schedule of Findings and Questioned Costs

Year Ended September 30, 2006

SECTION I — SUMMARY OF AUDITOR'S RESULTS

Financial Statements

Type of auditor’s report issued:

Internal control over financial reporting:

¢ Material weakness(es} identified?

¢ Reportable condition(s) identified not
considered to be material weaknesses?

Noncompliance material to financial
statements noted?

Federal Awards

Internal control over major programs:
¢ Material weakness(es) identified?

¢ Reportable condition(s) identified not
considered to be material weaknesses?

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

Ungualified
ves
X vyes
yes
yes
X yes

Qualified on 10.555 Nutrition Assistance Grant and
93.575 Child Care and Development Block Grant

Any audit findings disclosed that are
required to be reported in accerdance
with section 510(a) of Circular A-133?
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOQL SYSTEM
(A Component Unit of the CNMI Government)

Schedule of Findings and Questioned Costs
Year Ended September 30, 2006

SECTION I — SUMMARY OF AUDITOR’S RESULTS, Continued

Federal Awards

Identifigation of major programs:

CFDA Federal
Number Description Expenditures
84.922A Consolidated Grant to Insular Areas $ 9,070,636
10.555 Nutrition Assistance Grant 7,966,535
84.027 Special Education Program 4,671,324
93.600 Head Start Program 2,152,630
93.575 Child Care and Development Block Grant 1,591,619
Total Federal Expenditures-Major Programs $ 25,452,744
Percentage of total awards tested 94%

Dollar threshold used to distinguish between
Type A and Type B programs:

$ 812,019

3% of the total awards expended

Auditee qualified as low-risk auditee X vyes no
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
{A Component Unit of the CNMI Government)

Schedule of Findings and Questioned Costs
Year Ended September 30, 2006

SECTION II — FINANCIAL STATEMENT FINDINGS

Deposit Policy for Credit and Custodial Risk

Finding No. 06-1

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
risk for uninsured portion of deposits in banks.

Condition

As of September 30, 2006 and 2005, the total amounts deposited with the
Federal Deposit Insurance Corporation (FDIC) insured banks were $4,727,350
and $4,511,540, respectively. From these deposits, $200,000 in 2006 and 2005
were subject to coverage by FDIC with the remaining balance exceeding
insurable limits. P38 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 requiring collateral from
banks for deposits beyond FDIC insured limits.

Auditee Response and Corrective Action Plan

The Acting Director of Finance is communicating with financial institutions to
provide collateral for PSS’ bank balances. If the financial institution will not
provide collateral to cover PSS bank balances, PSS leadership and management
will discuss to the Board the options to transfer its bank accounts to financial
institutions that are willing to collateralize its deposits in excess of FDIC

insured limits.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOIL SYSTEM
(A Component Unit of the CHNMI Government)

Schedule of Findings and Questioned Costs
Year Ended September 30, 2006

SECTION II — FINANCIAL STATEMENT FINDINGS

Travel Advances

Finding No. 06-2

Criteria

Pursuant to PSS Regulation 3430, section C ({8), within CNMI travel requests
ghall be submitted to the Commissioner no later than 5 working days prior to
the travel date. Out of CNMI travel requests 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
I noted the following during my audit:

a. Two (2) or 10% of the twenty (20) travel authorization tested were
not submitted within the prescribed period.

b. For three (3) or 15% of the twenty (20) travel authorization tested,
documents such as justification memorandum for the travel; documents
of invitation and or agenda; specific purpose; itinerary; and
estimated cost were not attached to Travel Authorization.

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. HNon-statistically
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
unauthorized travels, disallowed costs, significant bad debts and non-
compliance with the applicable state laws and federal regulations.

Cauge
PSS did not adhere to its travel policies and procedures.

Recommendation
Travel authorization and other accountable documents should 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 PSS does not document +the Jjustification for waiving the
lead time. To ensure that this prerogative 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

2005,
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Schedule of Pindings and Questioned Costs
Year Ended September 30, 2006

SECTION II — FINANCIAL STATEMENT FINDINGS

Travel Advances, Continued
Finding No. 06-2, Continued

Auditee Regponse and Corrective Action Plan

The Commissioner will issue a memorandum to reiterate that all travelers must
comply with PSS travel policies. In the event that the 5-10 working days
lead-time for submission of travel advances cannot be complied with because
of a reasonable justification, such justification should be documented and
attached to the travel request to be approved by the Commissioner or the
Chairperson of the Board of Education.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOIL SYSTEM
(A Component Unit of the CNMI Government)

Schedule of Findings and Questioned Costs
Year Ended September 30, 2006

SECTION II — FINANCIAL STATEMENT FINDINGS

Travel Advances, Continued

Pinding No. 06-3

Criteria

Pursuant to PSS Regulation 3420, section C (10), travel advances shall not be
issued if there is an outstanding wvoucher or 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 Chairperson of the Board, as
appropriate.

Condition
Seven or 35% of the twenty (20). travel authorizations, travel advances were
issued to travelers with unliquidated travel advances.

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

identified based on the approved travel policies of PSS. Non-statistically
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

P88 should enforce Regulation 3430, Section G (9) that is to deduct from
salaries, honorarium or next travel advance, as applicable, any unliguidated
travel advances.

There should also be monitoring to ensure that the 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 exempting the traveler from the provision of Regulation 3430,
section G (9) by exercising the Commissioner's discretion as allowed by
gection C (10}.

Prior Year Status

The above condition was cited as a finding in the Single Audit of fiscal year
2005.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Schedule of Findings and Questioned Costs
Year Ended September 30, 2006

SECTION II -- FINANCIAL STATEMENT FINDINGS

Travel Advances, Continued
Finding No. 06~3, Continued

Auditee Response and Corrective Action Plan
The Commissioner will issue a memorandum to reiterate that all travelers must

comply with PSS travel policies. In no instance will a traveler with
outstanding travel advance be allowed to receive new travel advance.

Furthermore, the Travel Accountant, under the fiscal and budget department,
effective fiscal year 2007 is regularly preparing statement of accounts sent
to travelers with outstanding travel advances and are requiring signed
allotment authorization from traveler with outstanding balances.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Schedule of Findings and Questioned Costs
Year Ended September 30, 2006

SECTION II — FINANCIAL STATEMENT FINDINGS

Travel Advances, Continned

Finding No. 06-4

Criteria

Pursuant to PSS Regulation 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
deduction of the entire amount of the advance.

Condition
I noted the following during my audit:

a. For six (6) or 30% of twenty ({20), travel authorizations tested, the
travel advance liquidations are either not yet liquidated or were
not on file.

b. Four (4) out of the fifteen (15) who submitted do not have complete
supporting documents.

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 in

high outstanding advances balance and potential bad debts.

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 liquidation. Although the amount of
outstanding travel advances to be billed to federal grants was not quantified
PSS cannot 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
2005,
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
{A Component Unit of the CNMI Government)

Schedule of Findings and Questioned Costs
Year Ended September 30, 2006

SECTION II — FINANCIAL STATEMENT FINDINGS

Travel Advances, Continued

Finding No. 06-4, Continued

Auditee Response and Corrective Action Plan

The Commissioner will issue a memorandum to reiterate that all
comply with PSS's travel policies.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
{A Component Unit of the CNMI Government)

Schedule of Findings and Questioned Costs
Year Ended September 30, 2006

SECTION TITI — FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS

Eligibility — Food and Nutrition Services

Finding No. 06-5

CFDA No.

10.555

Findings/Noncompliance

Criteria

A-133 Compliance Supplement for CFDA 10.555
states that “Children from households with
incomes at or below 130 percent of the Federal
poverty level are eligible to receive meals or
milk free under the School HNutrition Programs,
Children from households with incomes above 130
percent but at or below 185 percent of the
Federal poverty level are eligible to receive
reduced price meals”.

PSS policies require that two pay stub be
attached to the application to provide basis for
eligibility. :

Condition

For ten (10) or 22% of the 45 samples selected,
only two pay stub of one parent were attached to
the application form. PSS has no established
procedure to determine that the other parent or
any other member of the household does not
receive any income.

Context

Based on auditor’s judgment, randomly selected 45
samples for the conduct of audit procedures for
eligibility regquirements.

Effect
Household income used in  determining the
eligibility maybe understated since no

verification is done to determine that the othex
parent is unemployed or does not receive any
income. This could result to non-eligible
children receiving benefits of free or reduced
priced meals.

Cause

Management oversight and enforcement was not
strict enough to properly implement the stated
policy.
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COMMONWEALTH OF THE NORTHERN MARIRNA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Schedule of Findings and Questioned Costs
Year Ended September 30, 2006

SECTION III — FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS

Fligibility — Food and Nutrition Services, Continued

Finding No. 06-5, Continued

CFDA No.

10.555

Findings/Noncompliance

Recommendation
PSS should strictly enforce its approved policies
and procedures and federal regulations.

Potentials for abuse or misuse of federal £fund
should be avoided by implementing additional
controls +to ensure that applicant may not
fraudulently exclude income received by other
members of the household.

PSS could consider requiring notarized
documentation that the other parent does not
receive any income.

Auditee Response and Corrective Action Plan
Effective for fiscal year 2008, food and

nutrition program will require documentations
supporting applicant claims that the other spouse
iz unempiloyed.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government}

Schedule of Findings and Questioned Costs
Year Ended September 30, 2006

SECTION IIT — FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS

Eligibility and Special Tests and Provisions — Food and Nutrition Services

Finding No. 06-6

CFDA No.

10.555

Findings/Noncompliance

Criteria

Annual eligibility determinations may alsc be
based on the child’s household receiving benefits
under the Food Stamp Program, Food Distribution
Program on Indian Reservations (FDPIR), the Head
Start Program (CFDA 93.600) (42 usc
1758(b)(6)(A)}, or, under most circumstances, the
Temporary Assistance for Needy Families (TANF)
program (CFDA 93.558) (42 USC 1758(b)). A
household may furnish documentation of its
participation in one of these programg; or the
school, institution, or sponsor may obtain the
information directly from the State or local
agency that administers these programs (7 CFR
section 245.6(b)).

Furthermore, A~133 Compliance Supplement for CFDA
10.555 states under special test and provision
that by December 15th of each school year, the
State Pood Authority (SFA)} must verify the
current free and reduced price eligibility of
households selected from a sample of applications
that it has approved for free and reduced price
meals, unless the SFA is otherwise exempt from
the verification requirement.

Condition

a. Twenty six (26) or 58% of the 45 samples
selected were approved based on Food Stamp
Program,

b. For fifteen (15} or 58% of the twenty six (26)
children approved based on Food Stamp Program,
no copy of current food stamp identification
card was on file;

Also, as evident by the un-updated food stamp ID
on file, it is determined that sampling and
verification of free and reduced price
applications were not performed, as required.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Schedule of Findings and Questioned Costs
Year Ended September 30, 2006

SECTION III — FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS
Eligibility — Food and Nutrition Services, Continued

Finding No. 06-6

CFDA No. Findings/Noncompliance
10.555

Context

Based on auditor’'s judgment, randomly selected 45
samples for the conduct of audit procedures for
eligibility requirements.

Effect

Noncompliance to the eligibility requirements
could result to non-eligible children receiving
benefits of free or reduced priced meals.

Cause

Management oversight and enforcement was not
strict enough to properly implement the stated
policy.

Recommendation

PSS should strictly enforce its approved policies
and procedures and federal regulations. PSS
should require applicants to provide updated ID
when they become available or PSS may consider
requesting updated information directly from the
CNMI administrator of the food stamp program.

Also, PS5 should ensure that the special
provision tests and provision requirement for the
sampling and verification of free and reduced
price applications were performed by December
15th of each school year.

Auditee Response and Corrective Action Plan
In corroboration with the food and nutrition

eligibility officer coordinated with the
Foodstamp Program Administration of the CHNMI
requesting for regular updated listing of
individuals availing of the food stamp benefits.
The Foodstamp FProgram Administration to provide
PSS with the updated listing beginning FY 2008.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOQL SYSTEM
(A Component Unit of the CNMI Government)

Schedule of Findings and Questioned Costs
Year Ended September 30, 2006

SECTION III — FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS

Eligibility — Childcare

Finding No.

06=7

CFDa No.

93.575

Findings/Noncompliance

Criteria:

child Care and Development Fund Plan provides for
a sliding fee scale for c¢hild care services,
which determines each family's contribution to
the cost of child care.

Condition:

For 1 or 4% of 25 samples tested, the
certification shows 15% co-pay, while actual co-
pay per PSS disbursement summary is only 10%.

Context

Based on auditor’s judgment, randomly selected 25
samples for the conduct of audit procedures for
eligibility requirements.

Effect

PSS share for payment of child care services
exceed the amount that should have been paid
based on the sliding fee scale.

Cause

The percentage of co-payment in the payment
schedule was not timely updated based on actual
certification.

Recommendation
PSS should ensure that the co-payment percentages
in the payment schedule and certifications are
timely updated.

2uditee Response and Corrective Action Plan
Pursuant to Childcare administrative guidelines,

PSS with recoup the payments made in excess of
the computed PSS share.

Furthermore, the 1listing of PSS and co-payment
will be reviewed every six months to ensure that
any changes in co-payment or eligibility as a
result of the eligibility review every six month
are properly reflected in the listing.

Total Questioned Costs
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
{A Component Unit of the CNMI Government)

Summary Schedule of Unresolved Prior Year Audit Findings
Year Ended September 30, 2006

SECTION IV — SCHEDULE OF PRIOR YEAR AUDIT FINDINGS

2005 Audit Findings

Finding No. 05-1

Condition: As of September 30, 2005 and 2004, the total amounts deposited
with the Federal Deposit Insurance Corporation (FDIC) insured banks were
$4,511,540 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.

Corrective Action: PSS acting Finance Director is currently coordinating with
the banks to acquire collateralization for its unsecured deposits.

Status: Unresolved. Similar conditions were noted in FY 2006 audit.

Finding No. 05-2

Condition: I noted the following non-compliance to PS5 procurement regulation
{PSEPR) !

a. Two purchase requisitions issued for similar printing service to a
single service provider amounting to $4,600 and $9,188 is in
violation PSSPR 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 is provided.

Corrective Action: 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. Furthermore, PSS acting
procurement and supply officer issued a memorandum dated December 12, 2006 to
all principals, and program managers and directors that PSS procurement will
no longer process purchase requisitions in violation of the PSSFPR.

Status: Resolved. No similar condition was noted in FY 2006 audit.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Summary Schedule of Unresclved Prior Year Audit Findings
Year Ended September 30, 2006

SECTION IV — SCHEDULE OF PRIOR YEAR AUDIT FINDINGS, Continued

2005 Audit Findings, Continued

Finding No. 05-3

Condition: I noted the following during my audit:
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 pericd.

Corrective Action: The Commissioner of Education issued a memorandum dated
December 4, 2006 regarding travel policies and procedures and referred to
previously issued memorandum to all principals, program manager, Supervisor
and astaff, dated October 20, 2004, regarding processing of travel
authorization.

Status: Unresolved. Similar conditions were noted in FY 2006 audit.

Finding No. 05-4

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

Corrective Acticn: PSS Fiscal and Budget is implementing effective FY 2007
stringent collection efforts on all outstanding travel advances and does not
issue new travel advance to any traveler with outstanding travel unless an
allotment authorization is signed or an approval is obtained from the
Commissioner or the Chairman of the Board of Education, as applicable.

Status: Unresolved. Similar conditions were noted in FY 2006 audit.

Finding No. 05-5

Condition: I noted the following during my audit:

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.

Corrective RAction: The Commissioner of Education issued a memorandum dated
December 4, 2006 regarding travel policies and procedures and referred to
previously issued memorandum to all principals, program manager, supervisor
and staff, dated October 20, 2004, regarding processing of travel
authorization.

Status: Unresolved. Similar conditions were noted in FY 2006 audit.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
{A Component Unit of the CNMI Government)

summary Schedule of Unresolved Prior Year Audit Findings
Year Ended September 30, 2006

SECTION IV — SCHEDULE OF PRIOR YEAR AUDIT FINDINGS, Continued
2005 Audit Findings, Continued

Finding No. 05-6

Condition: No controls were in place to ensure that cafeteria collections
were remitted to PSS central treasurer on time.

Corrective Action: Effective April 1, 2006, the PSS Treasurer implemented
monitoring controls, the cafeteria collections log per school, tc monitor the
remittances from school cafeteria and ensure that cafeteria collections are
remitted to PSS treasurer on a timely manner.

Status: Resolved.

Finding No. 05-7

Condition: I noted that the physical count of capital assets acguired before
fiscal year 2005 resulted to the following variance to capital assets ledger.

Per Books Per Count Difference
Vehicle :
Acquisition costs $ 3,515,292 $ 2,379,889 $ 1,135,403
Accumulated depreciation (__3,062,204) (_ 1,926,801) (__1,135,403)
Net Book Value 453,088 453,088 -
Others
Acquigition 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 3 726,507 § 726,507 s -

I further noted that 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 reguirements are part of
PSS’ procedure of survey and disposal of PSS properties as per policy 5410.

Corrective Action: The Controller from fiscal and budget section and property
custodian from the procurement and supply section reconciled the capital
assets listing against the general ledgers. Furthermcre, PSS conducted
physical count of all capital assets including controlled assets last
September 30, 2006.

Status: Resolved.
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COMMONWEALTHE OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Summary Schedule of Unresolved Prior Year Audit Findings
Year Ended September 30, 2006

SECTION IV — SCHEDULE OF PRIOR YEAR AUDIT FINDINGS, Continued

2005 Audit Findings, Continued

Finding No. 05-8

Condition: I noted that five (5) agsets 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.

Corrective Action: The Controller from fiscal and budget section and property
custodian from the procurement and supply section reconciled the capital
assets listing against the general ledgers. Furthermore, PSS conducted
physical count of all capital assets including controlled assets last

September 30, 2006,

Status: Resolved.

Finding No. 05-9

Condition: I noted following during my audit:

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
instances the most recent contract was not on file

Corrective Action: PSS through the Human Resources Officer (HRO) developed a
monitoring log to ensure that all employment contracts for renewal and for
new employees are properly routed for signature and filed on the
corresponding employee folders.

Status: Resolved,
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CRMI Government)

Summary Schedule of Unresolved Prior Year Audit Findings
Year Ended September 30, 2006

SECTION IV — SCHEDULE OF PRIOR YEAR AUDIT FINDINGS, Continued

2005 Audit Findings, Continued

Finding No. 05-10

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

a. Eleven (ll) 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 (5) 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).

Corrective Action: In July 17, 2006, the Commissioner of Education issued a
memorandum to all timekeepers to adhere to PSS timekeeping policies and
procedures. Furthermore, PSS timekeepers attend the annual refresher training
conducted by the CNMI OQffice of Personnel Management in October 2006.

Status: Resolved. Similar condition was not prevalently noted in FY 2006
audit.

Finding No. 05-11

Condition: I noted during our audit that 4 out of 25 or 16% timecards
examined have tardiness in excess of 10 minutes per week but was not charged
to AWOL.

Corrective Action: In November 21, 2006, the Commissioner of Education issued
memorandum to all leadership regarding accountability of hours worked,
requesting PSS leadership team members to submit the work hour schedule of
all employees.

Status: Resolved. Similar condition was not prevalently noted in FY 2006
audit.

Finding No, 05-12

Condition: Food court collections were not remitted to PSS treasurer in a
timely manner.

Corrective Action: Effective April 1, 2006, the PSS Treasurer implemented
monitoring controls, the cafeteria collections log per school, to monitor the

remittances from school cafeteria and ensure that cafeteria collections are
remitted to PSS treasurer on a timely manner.

Status: Regolved.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

gsummary Schedule of Unresolved Prior Year Audit Findings
Year Ended September 30, 2006

SECTION IV — SCHEDULE OF PRIOR YEAR AUDIT FINDINGS, Continued

2005 Audit Findings, Continued

Finding No. 05-13

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.

Corrective Action: All Head Start centers were 1nspected for fire and safety
before they were opened in for S5Y 2006.

Status: Resolved.

Finding No. 05-14

Conditions:
a. One (1) of the five (5) facilities inspected by Department of Public

Safety was disapproved.
b. One (1) of the four (4) approved facilities was only conditionally

approved.

Corrective Action: All Head Start centers were inspected for fire and safety
before they were opened in for SY 2006.

Status: Resolved.

Finding No. 05-15

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

Corrective Action: The Controller from fiscal and budget section and property
custodian from the procurement and supply section reconciled the capital
assets listing against +the general ledgers. Furthermore, PSS conducted
physical count of all capital assets including controlled assets last
September 30, 2006.

Status: Resolved.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Summary Schedule of Unresclved Prior Year Audit Findings
Year Ended September 30, 2006

SECTION IV — SCHEDULE OF PRIOR YFAR AUDIT FINDINGS

2004 Audit Findings

Finding No. 04-6

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

a.

b.

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

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

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 Jjustification memorandum for the travel, document of
invitation or agenda, specific purpose, itinerary and estimated
cost.

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

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 justification 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 regulations.

Status: Similar conditions were noted in FY 2006 and 2005 audit.
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PUBLIC SCHOQL SYSTEM

Summary Schedule of Unresolved Questioned Costs
Year Ended September 30, 2006

V. SUMMARY OF UNRESOLVED QUESTIONED COSTS

There were no unresolved guestioned costs as for the years ended September 30,
2006 and 2005.
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Finding No. 06-1

The Acting Director of Finance is communicating with PSS financial institutions to provide
collateral for PSS’ bank balances. If the financial institution will not provide collateral to cover
PSS bank balances, PSS leadership and management will discuss to the board the options to
transfer its bank accounts to financial institutions that are willing to collateralize its deposits in
excess of FDIC insured limits.

Finding No. 06-2

The Commissioner will issue a memorandum to reiterate that all travelers must comply with
PSS’s travel policies. In the event that the 5-10 working days lead-time for submission of travel
advances cannot be complied with because of a reasonable justification, such justification should
be documented and attached to the travel request to be approved by the Commissioner or the
Chairperson of the Board of Education.

Finding No. 06-3
The Commissioner will issue a memorandum to reiterate that all travelers must comply with
PSS’s travel policies. In no instance will a traveler with outstanding travel advance be allowed to

receive new travel advances.

Furthermore, the Travel Accountant, under the fiscal and budget department, effective fiscal year
2007 is regularly preparing statement of accounts sent to travelers with outstanding travel
advances and are requiring signed allotment authorization from traveler with outstanding

balances.

Finding No. 06-4
The Commissioner will issue a memorandum to reiterate that all travelers must comply with

PSS’s travel policies.

Finding No, 06-5
Effective for fiscal year 2008, food and nutrition program will require documentations
supporting applicant claims that the other spouse is unemployed.

Finding No. 06-6
The food and nuftrition eligibility officer coordinated with the Foodstamp Program

Administration of the CNMI requesting for regular updated listing of individuals availing of the
food stamp benefits. The Foodstamp Program Administration to provide PSS with the updated

listing beginning Fy2008.
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Finding No. 06-7
Pursuant to Childcare administrative guidelines, PSS with recoup the payments made in excess
of the computed PSS share.

Furthermore, the listing of PSS and co-payment will be reviewed every six months to ensure that
any changes in co-payment or eligibility as a result of the eligibility review every six month are
properly reflected in the listing.
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COMMONWEALTH OF THE NORTEERN MARIANA ISLANDS
PUBRLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Statistical Section
Last Five Fiscal Years!

NET ASSETS

Tnvested In capita assets ; - 7 $ 70, 3
Invested in improvement projects in progress 3,540,460 3 158, 692 1 90? 967 1,888,369 8 511, 37'8
Unrestricted

L CHANGES IN NET ASSETS

2006 2005 2004 2003 2062
Hrogram revenues
Crants and contributions $ 28340642 $ 34635642 $ 23539319 $§ 23492622 § 16848756
Chargesfor service 563 i 140,100 142,745 116,152 60.685
Tota program revehues i oo 477574 73,6 23,608,714 5,900,
Expenses {65,523,166) 3,338,189) {61, 261 ) (63 372 920) ( 920 411)
General revenes '
Unrestricted CNM! appropriations 37,202,928 37,404,908 37,209,928 37,784.725 36,830,342
Capital improvement, CNME 3,623,424 1,234,174 -
Miscelianeous, unrestricted 100,091 ~ 140 316 25,0?1 943, 255
Total general revenues 40,933 44 739,08, 3 1
Changesin net asssts
Quitent year restatement

Net assets- beginning
et assets- ending

$6000000

$ L R i —————— e '/-

! Beginning in fiscal year ending September 30, 2002, PSS implemented the
reporting requirements of GASB Statement No. 35. Since the prior years
financial information has not been restated only the pagt five figcal years
information are presented.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS

PUBLIC SCHOOL SYSTEM

(A Component Unit of the CNMI Gavernment)

L. REVEMUES BY SOURCE

Statistical Section
Last Five Fiscal Years'

in thousands 2006 2005 2004 2003 2002
Unrestricted CNMI appropriations 5 37,210 53.3% S 37405 51.0% § 37,210 61.0% $ 37,795 615% S 36830 67.4%
Grants and cantributions 28,341 40.6% 34,636 47.2% 23,539  38.6% 23,493  38.2% 16,849 30.8%
Capital impravement, CNMI 3,623 5.2% 1,234 1.7% - 0.0% - 0.0% - 0.0%
Charges for service 564 0.8% 140 0.2% 143 0.2% 116 0.2% B1 0.1%
Miscellaneous, unrestricted 100 0.1% - 0.0% 140 0.2% 25 0.1% 943 1.7%

S 69,838 100.0% $ 73415 100.1% 35 61,032 100.0% $ 61,429 100.0% 5 54,683 100.0%
v. EXPENSES BY FUNCTION

in thousands 2006 2005 2004 2003 2002
Instruction:

Regular % 28,147 43.1% S 28694 39.2% S 27948 457% § 28492 45.0% S 27,085 49.4%

Special educatien 9,100 13.9% 10,203 13.9% 0,498 15.5% 8,623 13.6% 7,088 12.9%

Co-curricular 1,319 2.0% 1482 2.0% 1,071 1.7% 98 0.2% 725 13%

Student services 16,183 24.8% 20,513  28.0% 10414  17.1% 13,509 21.2% 8,529 155%
Support services:

General administration 2,278 3.5% 3,035 4,1% 2,786 4.5% 1,656 2.6% 2,105 3.8%

School administration 3,948 6.0% 4,789 6.5% 4,676 7.6% 4,606 7.3% 3,980 7.2%

Other support 95 0.1% 179 0.2% 184 0.3% 1,043 1.6% 1,520 2.8%

Community 2,151 3.3% 2,633 3.6% 2,477 4.0% 2,630 4.2% 1,843 3.4%

Individual programs 1,380 2.1% 780 1.1% 869 1.4% 686 1.1% 900 1.6%

Depreciation - unallocated 922 1.4% 1,030 1.4% 1,339 2.2% 2,030 3.2% 1,142 2.1%

$ 65523 100.2% 5 73,338 100.0% $ 61,262 100.0% $ 63,373 100.0% $ 54,921 100.0%




V.

HISTORICAL ENROLLMENTS

COMMONWEALTH QF THE NORTHERMN MARIANA ISLANDS

(A Component Unit of the CHNMI Government}

PUBLIC SCHOOL SYSTEM

Statistical Section

Last Seven Fiscal Years

2006 2005 2004 2003 2002 2001 2000
Headstart:
Saipan 545 537 538 563 587 519 507
Rota 60 60 60 60 60 60 60
Tinian 59 59 59 40 50 41 59
Total headstart 664 656 657 663 697 620 626
Elementary
GTC 220 213 224 227 236 235 213
Tanapag 236 289 261 265 283 270 302
Garapan 881 835 861 848 898 969 865
San Vicente 807 765 757 765 715 653 649
Dandan 485 483 468 445 425 424 388
Oleia 476 478 481 457 443 422 419
- WSR 684 655 625 596 667 608 642
San Antonio 333 329 372 363 345 366 359
Kagman 724 765 743 722 715 757 674
Koblerville 449 470 452 458 479 448 470
Tinian 320 302 310 353 380 393 388
Sinapalo/Rota 261 276 275 268 263 283 341
Total elementary 5,876 5,860 5829 5,767 5,849 5,828 5,710
Secondary
Hopwood 1,184 1,108 995 928 962 1,332 1,253
MHS 1,225 1,279 1,216 1,154 1,020 2,103 1,852
ChaCha 513 529 670 582 599 - -
KHS 802 835 809 706 697 - -
Tinian Jr. High - - - - - - 123
Tinian High 337 352 348 323 309 297 149
Rota Jr. High 153 145 140 142 155 158 97
Rota High 189 202 194 201 180 184 194
Saipan Southern 750 752 745 778 783 - -
Total secondary 5,153 5,202 5,117 4,814 4,705 4,074 3,668
Grand Total 11,693 11,718 11,603 11,244 11,251 10,522 10,004
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