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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 and each major fund of the Commonwealth of the Northern Mariana
Islands Public School System (PSS), a component unit of the Commonwealth of
the Northern Mariana Islands (CNMI) government, as of September 30, 2009 and
2008, and for the years then ended, which collectively comprise PSS’ basic
financial statements as listed in the table of contents. 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 BAmerica 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 PSS’
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 audits provide a reasonable basis
for my opinion,

The management of PSS believes that the appropriation receivable from CNMI
Government is collectible despite being over one-year overdue, and
accordingly, has not considered the need to provide an allowance for
uncollectible amount. Furthermore, the CNMI Government and the PSS have not
reconciled the appropriation receivable account of PSS with the payable of
the CNMI Government. Accounting principles generally accepted in the United
States of America require that an adequate allowance be provided for
uncollectible receivables, which would decrease the assets and fund balances
and change the expenditures in the general fund. Had management and the Board
provided for allowance for uncollectible appropriations, the assets and fund
balances of the general fund would decrease by $1,998,654 for the fiscal year
2009.



In my opinion, except for the effects of not providing an adequate allowance
for wuncollectible appropriation receivable from the CNMI Government as
described in the preceding paragraph, the financial statements referred to
above present fairly, in all material respects, the respective financial
position of the governmental activities and each major fund of PSS as of
September 30, 2009 and 2008, and the respective changes in financial position
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 June 25, 2010 on my consideration of 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 over financial reporting and compliance and the results of that
testing, and not to provide an opiniom 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 and Budgetary Comparison Information
on pages 3 to 12 and page 40, respectively, are not a regquired part of the
basic financial statements but are supplementary information required by
accounting principles generally accepted in the United States of America.
This supplementary information 1is the responsibility of PSS’ management. 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 audits were conducted for the purpose of forming an opinion on the
financial statements that collectively comprise PSS’ Dbasic financial
statements. The statistical data on pages B6 to 87 are presented for purposes
of additional analysis and are not a required part of the basic financial
statements. This supplementary information 4is the responsibility of PSS’
management. The statistical data have not been subjected to the auditing
procedures applied in the audit of the basic finanecial statements and,
accordingly, I express no opinion on them.

- .S

Saipan, Commonwea \f the Northern
Juhe 25, 2010 '

% iana Islands



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

Management’s Discussion and Analysis
September 30, 2009

This section of +the CNMI ©Public School System (PSS) financial report
represents management’s discussion and analysis (MD&A) of the financial
performance of PSS for the year ended September 30, 2009. This information
should be read in conjunction with the audited financial statements and
related footnotes included in this report (pages 13 to 39).

Financial Highlights

PS8’ enrollment of 11,693 students in fiscal vear 2008 decreased to 10,938
students for fiscal year 2009.

PSS’ net assets decreased by $7.2 million in fiscal year 2009. This decrease
was primarily due teo the accrual for unfunded retirement contributions
approximating $8.1 million offset by the decrease in accrued and unpaid
compensated absences.

As of the close of the fiscal year 2009, PSS’ net assets totaled $79,253,967.
This includes c¢apital asgsets, net of accumulated depreciation, of
$85,403,930, capital improvement projects in-progress of $2,999,426 and a
deficit of %9,149,389. PS5’ deficit increased by $6,123,610, primarily due to
accrunal of unfunded retirement contributions.

overview of the Financial Statements

GASB Statement No. 34 requires the presentation of the MD&A and the basic
financial statements. The basic financial statements consist of district-wide
statements, fund financial statements, notes to the financial statements, and
regquired supplemental sections.

MDsA and the district-wide statements are all new. The rest of the basic
financial statements are changed — some in minor ways, some noticeably.

Management Discussion and Analysis (MD&A)

The MD&A is intended to bhe a "plain English" narrative section that introduces
the basic financial statements. It should give readers an objective and
ecasily readable analysis of PSS’ 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.



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

Management’s Discussion and Analysis
September 30, 2009

Statement of Net Assets

The Statement of Net Assets includes all of the CNMI Public School
System assets and liabilities. Assets and liabilities are classified
in the order of relative 1liquidity 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. Over time, increases or decreases in the school system's
net assets are an indicator of whether its financial position is
improving or deteriorating.

Statement of Activities

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

Fund Financial Statements

The second type of statement included in the basic financial statements 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 year. 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 school system's major funds.



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

Management'’s Discussion and Analysis
September 30, 2009

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 this statement 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,

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 resocurces 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, Liabilities and Net Assets

PSS’ net assets, on the district-wide basis, decreased by §7,183,689 from
previous year’s $86,437,656 to $79,253,967 at close of fiscal year 2009.

| Change in Net Assets ]

FY 2009 FY 2008 FY 2007
Net assets, beginning of year 5. B6,437,656 3 89,645,180 § 85,898,717
Revenues 64,720,505 65,546,352 71,643,530
Expenditures 72,999,334 70,260,117 67,898,067
Excess of revenue over expenditures (8,278,829) (4,713,765) 3,745,463
Change in accrued annual leave 1,095,140 1,506,241 -
Net assets, end of year $ 79,253,967 § 86,437,656 § 89,645,180

Net assets is an indicator of the fiscal health of the school system., Assets
for governmental activities exceeded liabilities by $79,253,967 and
586,437,656 as of September 30, 2009 and 2008, respectively. The largest
component of net assets 1s invested in capital assets amounting to
$85,403,930 and $86,483,662 at September 30, 2009 and 2008, respectively.



COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS

PUBLIC SCHOOL SYSTEM

{A Component Unit of the CHMI Government)

Management’s Discussion and Analysis
September 30, 2009

Net assets decreased by $7,183,689 and $3,207,524 in fiscal year 2009 and
2008, respectively. The decrease in net assets in 20092 and 2008 is primarily
due to the accrual of unfunded retirement contribution.

[ Net Bssets |
Increase
Sept 30, 2009 Sept 30, 2008 {Decrease)
Current agsets 16,524,523 § 12,021,273 % 4,503,250
Noncurrent assets 28,403,356 89,463,435 (1,060,079)
Total assets 104,927,879 101,484,708 3,443,171
Current liabilities 10,371,919 6,765,355 3,606,564
MNoncurrent liabilities 15,301,993 8,281,697 7,020,296
Total liabilities 25,673,912 15,047,052 10,626,860
Net Assets 79,253,967 _ 8§ 86,437,656 § (7,183,689)
Investment in capital assets 85,403,930 s 86,483,662 $ (1,079,732)
Restricted for capital improvement
projects in progress 2,999,426 2,979,773 19,653
Unrestricted (9,149,389) {3,025,779) (6,123,610)
Net Assets 79,253,967 3 B6,437,656 5 (7,183,689)
r Net Assets I
Increase
Sept 30, 2008 Sept 30, 2007 {Decreage)
Current assets 12,021,273 $ 12,575,362 3 {554,089)
Noncurrent assets 89,463,435 88,738,945 724,490
Total assets 101,484,708 101,314,307 170,401
Current liabilities 6,765,355 7,895,523 (1,130,168}
Noncurrent liabilities 8,281,697 3,773,604 4,508,093
Total liabilities 15,047,052 11,669,127 3,377,925
Net Assets 86,437,656 5 89,645,180 § (3,207,524)
Investment in capital assets 86,483,662 s 84,097,616 $ 2,386,046
Restricted for capital improvement
projectd in progress 2,979,773 4,641,329 (1,661,556}
Unregtricted {(3,025,779) 906,235 (3,932,014)
Net Assets 86,437,656  § 89,645,180 §& (3,207,524)
6 =~



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

Management's Discussion and Analysis
September 30, 2009

Revenues

Total revenues for fiscal year 2009 is $64,720,505, a 1% decrease from fiscal

year 2008 while total revenues for fiscal year 2008 was $65,546,352, a 9%

decrease from fiscal year 2007.

i Revenues
Increase
Sept 30, 20092 Sept 30, 2008 {Decreasea)
Program revenues
Charges for services 8 1,368,328 5 1,335,432 $ 32,896
Operating grants and contributions 28,706,673 27,688,584 1,018,088
30,075,001 29,024,016 1,050,985
General revenues
Unrestricted CNMI appropriaticons 34,601,764 35,847,444 (1,245,680}
Restricted for capital improvements 43,740 674,892 (631,152)
34,645,504 36,522,336 {1,876,832)
$ 64,720,505 S 65,546,352 § (825,847)
Revenues
Increase
Sept 30, 2008 Sept 30, 2007 (Decrease)
Program revenues
Charges for services $ 1,335,432 $ 1,588,862 $ (253,430)
Operating grants and contributions 27,688,584 28,511,455 (822,871)
29,024,016 30,100,317 (1,076,301)
General revanues
Unrestricted CHNMI appropriations 35,847,444 36,721,414 {873,970)
Restricted for capital improvements 674,892 4,817,339 (4,142,447)
Miscellaneous, unrestricted - 4,460 {(4,460)
36,522,336 41,543,213 (5,020,877)

S 65,546,352 & 71,643,530 § (6,097,178)

Revenues are classified as either program or general.

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 general revenue classification includes appropriations, interest and
other income not identifiable to specific activities.



Exhibit I

COMMONWEALTH OF THE MORTHERN MARIAMA ISLANDS
{A Component Unit of the CHMI Government)

Management’s Discussion and Analysis

PUBLIC SCHOOL SYSTEM

September 30, 2009
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mipene Dprerating grants and condributions $28,511 455 $27,688,584 $28,706.673
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‘*he chart above shows PSS revenues over the past three years.

Exhibit II

FY 2009 Revenues

Unrestricted CNMI appropriations constitute 53% of fiscal year 2009

and are the highest source of revenue for PBSS.

Operating grants

and ¢ontributions,

grants, is the second highest source of PSS revenue.

which primarily consist of




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

Management’s Discussion and Analysis
September 30, 2009

Expenses

Total district-wide expenses by function were as follows:

r Expenses |
Increase
Sept 30, 2009 Sept 30, 2008 {Decrease)
Instruction:
Regularx 5 24,806,526 3 25,123,949 $ {317,423)
Special education 8,373,763 7,623,170 750,593
Co-curricular 2,085,606 2,256,001 (170,395)
Student services 15,829,779 14,202,377 1,627,402
51,095,674 49,205,497 1,890,177
Support services:
General administration 1,557,821 1,894,890 (337,069)
School administration 3,382,787 4,215,690 (832,903)
Other support 3,373,563 4,197,538 ({823,975)
Community 1,072,018 1,513,102 (441,084)
Individual programs 2,552,166 1,963,403 588,763
Unfunded retirement
contribution - unallocated 8,115,436 6,014,334 2,101,102
Depreciation - unallocated 1,849,869 1,255,663 594,206
21,903,660 21,054,620 849,040
Total governmental activities $ 72,999,334 § 70,260,117 3§ 2,739,217
[ Expenses 1
Increase
Sept 30, 2008 Sept 30, 2007 (Decrease)
Instruction:
Regular $ 25,123,949 § 27,264,731  $ (2,140,782)
Special education 7,623,170 7,736,239 (113,069)
Co-gurricular 2,256,001 1,689,239 566,762
Student services 14,202,377 15,353,326 {(1,150,949)
49,205,497 52,043,535 (2,838,038)
Support services:
General administration 1,894,890 2,824,659 {929,769
School adminigtration 4,215,690 6,063,156 {1,847,4686)
Other support 4,197,538 2,591,846 1,605,692
Community 1,513,102 2,447,867 (934,765)
Individual programs 1,963,403 765,735 1,197,668
Unfunded retirement
contribution - unallocated 6,014,334 - 6,014,334
Depreciation - unallocated 1,255,663 1,161,269 94,394
21,054,620 15,854,532 5,200,088

Total governmental activities § 70,260,117 $ 67,898,067 § 2,362,050

Total expenses increased by $2,739,217 or 4% and $2,362,050 or 3% as compared
to fiscal year 2008 and 2007, respectively. This is primarily due to an
increase in retirement contributions from 24% +to 36.7727%. The unfunded
retirement contribution of $8,115,436 and $6,014,334 was accrued for the vear
ended September 30, 2009 and 2008, respectively.

-9 -



COMMONWEALTH OF THE NORTHERN MARTANA ISIANDS
PUBLIC SCHOOL SYSTEM
{A Component Unit of the CNMI Government)

Management's Discussion and Analysis
September 30, 2009

OVERALL FINANCIAL POSITION

The overall financial position of PS8 as shown in the fund financial
statements (balance sheets and statements of revenues, expenditures, and
changes in fund balance) improved by $2,365,926 or 45%. The increase was
primarily due to increase in General Funds by $2,706,266,

FUND ANALYSIS

[ Fund Balance |

Capital Non~Major
General Fund Projecta Fund Federal PFunds Fund Total
Fund balance, 9/30/08 § 3,887,807 § (111,943) § 1,414,449 65,605 § 5,255,918
Fund balance, 9/20/09 5,124,833 (150, 589) 1,414,449 {236,089) 6,152,604
Increase {decreass) in fund balance 5 1,237,026 ] (38,646) § - § {301,694 § 896,686
Percentage change 32% 35% 0% -460% 17%

Included in +the general fund balance is the $2 million appropriations
receivable from the CNMI government for which collections are uncertain., If
allowance for uncellectibility is recognized on these receivable PSS's
general fund balance would be $3.1 million.

GENERAL FUND BUDGETARY HIGHLIGHTS

General Fund

Variance
Budget Favorable
Original Revision Final Actual (Unfavorable)
EXPENDITURES:
Personnal $28,141,998 5 - $29,141,88B8 $28,031,119 8 110,769
Utilities 3,083,685 - 3,053,685 2,986,957 66,728
All other 3,061,595 - 3,061,595 2,105,670 955,925
Textbooks 344,596 - 344,596 240,992 103,604
Total expenditures 34,601,764 - 34,601,764 33,364,738 1,237,026
OPERATING TRANSFERS-IN 34,601,764 - 34,601,764 34,601,764 -
Excess of revenues
and other financing sources
over expenditures and other
financing uses $ - 8 - s - $(1,237,026) § 1,237,026

PSS general fund expenditures for fiscal year 2009 are within the
appropriated budget. As of September 30, 2009, outstanding encumbrances under
the general fund totaled $1,639,524.



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

Management’s Discussion and Analysis
September 30, 2009

Exhibit ITIT

PSS Budget for Fiscal Year 2009

federal and Local Budget Review

¥Year Total Funding Federal Funding Local Funding

Amount k3 Amount k3
1999 $53,730,342 516,000,000 30% 537,730,342 70%
2000 $53,280,342 $17,000,000 32% $36,280,342 68%
2001 $54,230,342 §17,000,000 3is $37,230,342 69%
2002 $55,230,342 $18,000,000 33% $37,230,342 67%
2003 $60,230,342 523,000,000 38% $37,230,342 62%
2004 560,730,342 523,500,000 39% $37,230,242 51%
2005 $63,032,129 $25,801,787 41% $37,230,342 59%
2006 566,582,346 $29,372,418 44% 537,209,928 56%
2007 $65,357,368 $28,635,954 44% $36,721,414 56%
2008 $65,381,534 $29,534,0%0 45% $35,847,444 55%
2009 $63,308,437 $28,706,673 45% £34,601,764 55%

The contribution of local funding to the total funding has varied from 55% to
70% for the l0-year period from 1999 to 2009. Federal funding continues to
increase over the past ten years while local funding significantly declined
from $38 million in 199% to $37 million in 2001 and has remained at that
level until 2007. In fiscal year 200%, the local funding was further reduced

to §34.6 million.

- 11 -



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

Management’'s Discussion and Analysis
September 30, 2009

CAPITAL ASSETS

PSS’ investment in capital assets, net of accumulated depreciation, as of
September 30, 2009 and 2008 was $85,403,930 and $86,483,662, respectively.
Depreciation expense for the 2009 and 2008 was $2,235,908 and $2,143,525,
respectively.

I Capital Assets |
Sept 30, 2009 Sept 30, 2008 Sept 30, 2007

Capital assets not depreciated
Land $ 36,647,850 % 36,647,850 $ 36,647,850

Capital assets, net of accumulated depreciation

Building and improvements 46,560,036 47,917,721 45,993,141
vehicle 1,991,489 1,587,487 1,065,767
Others 204,555 330,604 390,858

48,756,080 49,835,812 47,449,766

§ 85,403,930 § 86,483,662 5 84,097,616

More detailed information on capital assets are on pages 32 to 34 in Note 3
of the basic financial statements.

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:

Mr. Tim Thornburgh
Federal Programs Officer
PO Box 501370

Saipan, MP 96950

or
Mr. Richard waldo
Director of FTinance
PO Box 501370
Saipan, MP 96950

http://www.pss.cnmi .mpl

- 12 =



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

Statements of Net Assets
September 30, 2009 and 2008

ASBETS

Current assets:
Cash and cash eguivalents
Receivables fron the CNMI Government
Receivables from Federal agencies
Other receivables
Advances, net
bue from other funds

Total current assets

Moncurrent assetst
Capltal improvement projects in progress
Capital assets, net

Total current assets
TQTAL ASSETS

LIABILITIES AND NET ASSETS

Liabilities:
Current liabhilities:
Accrued payroll and others
vVouchers payable
Due to other funds
Deferred revenue
Other liabilities

Total current liabilities

Noncurrent liabilities:
Unfunded retirement contribution
Compensated absences

Total noncurrent liabilities
Total liabilities

Net Assets:
Restricted for:
Investment in capital assets
Capital iwmprovement projects in progress
Unrestricted

Total net assets

TOTAL LIABILITIES AND NET ASSETS

See accompanying notes to basic
- 13 -

2009 2008

$ 1,184,881 1,034,544
5,456,635 5,362,096
3,651,389 1,043,340
312,902 83,413

240,178 341,379
5,678,538 4,156,101
16,524,523 12,021,273
2,999,426 2,979,773
85,403,930 86,483,662
g8,403,356 89,463,435

$ 104,927,879 101,484,708
$ 1,954,227 2,179,744
577,010 428,359
5,678,538 4,156,101
2,160,993 -

1,151 1,151
10,371,919 6,765,355
14,129,770 6,014,334
1,172,223 2,267,363
15,301,993 8,281,697
25,673,912 15,047,052
85,403,930 86,483,662
2,999,426 2,979,773
(9,149,389) (3,025,779)
79,253,967 86,437,656

$ 104,927,879 101,484,708

financial statements.



COMMONWEALTH OF THE HORTHERM MARTANA ISLANDS
PUBLIC SCHOOL SY¥STEM
(A Component Unit of the CHNMI Government)

Statements of Activities
For the Years Ended September 30, 2009 and 2008

Net (Expenses) Revenues

Program Revenues and changes in Net Assets
Operating
Charges for Grants and Total
Functions/Programs Expenses Services Contributions 2009 2008
Governmental activites:
Instruction:

Regular % 24,806,526 S - $ 1,469,240 $ (23,337,286) % (25,123,949}
Special education 8,373,763 - 6,698,696 {1,675,067) (1,248,281}
Ca-curricular 2,085,606 - 1,141,607 (943,999) (733,258)
Student services 15,829,779 1,368,328 17,226,114 2,764,663 2,655,256

Total instruction 51,095,674 1,368,328 26,535,657 (23,191,689) (24,450,232}

Support services:

General administration 1,557,821 - - (1,557,821) {1,031,203)
School administration 3,382,787 - 94,419 (3,288,368) {3,902,530)
Other support 3,373,563 - €5,300 (3,308,263) (3,873,038)
Community 1,072,018 - 1,072,018 - (106,300)
individual programs 2,552,166 - 939,279 (1,612,887) (602,801)
Unfunded retirement

contribution - unallocated 8,115,436 - - {8,115,436) {6,014,334)
Dapreciation - unallocated 1,849,868 - - {1,849,869) {(1,255,663)

Total suppeort services 21,903,660 - 2,171,016 (19,732 ,644) {16,7B5,869)

Total governmental activities $ 72,999,334 § 1,368,328 § 28,706,673 $ (42,924,333} 5 (41,236,101)

Unrestricted CNMI approprilations 34,601,764 35,847,444
Capital improvement, CNMI 43,740 674,892

Subtotal, general revenues 34,645,504 36,522,336
Changes in Net Assets {(8&,278,829) {(4,713,765)
Change in compensated absences 1,095,149 1,506,24)
Net assets - beginning 86,437,656 49,645,180
et assets - ending $§ 79,253,967 § B6,437,656

See accompanying notes to basic financial statements.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOQL SYSTEM
(A Compcnent Unit of the CHMI Government})

ASSETS

Current 2Agseta:

Cash and cash equivalents
Receivables from CNMI
Receivables from Federal agencies
Other receivables

Advances, net

Due from other funds

TOTAL ASSETS

LIABTLITIES AND FUND BALANCES

Liabilities:

Accrued payrcll and otherxs
Vouchers payable

Deferred revenue

Due to other funds

Other liabilities

Total liabilities

Fund Balances:

Reserved for encumbrances
Unreserved

Total fund balances

TOTAL LIABILITIES AND
FUND BALANCES

See accompanying notes to basic financial statements.
- 15 =

Balance Sheeis
Governmental Funds
September 30, 2009 and 2008

General Capital Federal Non-major Total Governmantal Funds
Fund Projects Fund Funds Funds 29009 2008
s 1,184,881 - 5 - § - § 1,184,881 § 1,034,944
5,440,428 2,976 - 13,231 5,456,635 5,362,096
- - 3,651,389 - 3,651,389 1,043,340
312,902 - - - 312,502 83,413
185,567 - - 54,611 240,178 341,379
1,900,160 - - 3,778,379 5,678,538 4,156,101
$§ 9,023,938 2,976 § 3,651,389 § 3,846,220 § 16,524,523 § 12,021,273
§ 1,499,739 - § - 8§ 454,488 § 1,954,227 § 2,179,744
576,635 - - 375 577,010 428,359
- - - 2,160,993 2,160,992 -
1,821,580 153,565 2,236,940 1,466,453 5,678,538 4,156,101
1,151 - - - 1,151 1,151
3,899,105 153,565 2,236,940 4,082,309 10,371,919 6,765,355
1,639,524 - - - 1,639,524 949 ,B3B
3,485,309 (150,589) 1,414,449 (236,099} 4,513,080 4,306,080
5,124,833 (150,589) 1,414,449 (236,089) 6,152,604 5,255,918
§ 9,023,938 2,976 $ 3,651,389 § 3,846,220
Capital assets uded in governmental activities
are not financial resources and therefore are
not reported as assets in governmental funds.
Cost of capital asseta $ 102,355,269
Accumulated depreciation (16,951,339} 85,403,930 86,483,662
Capital improvement praojects 2,099,426 2,979,773
Accrual for unfupded retirement cantribution (14,129,770) (6,014,334)
Long~term liabilitles that are not dus and
payable in the current period and therefore
are not reported as liabilities in the Funda.
Long-term liabilities at year-end pertains tos
Compensated absences (1,172,223) (2,267,363)
Total net assets - govermnmental actlvities § 79,253,967 5 86,437,656




COMMONWEALTH OF THE NORTHERM MARIANL 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, 2009 and 2008

General Capital Federal Hon-Major Total Govermmental Funds
Fand Projects Fund Funds Funds 2009 2008
REVENUES &
Federal ] - % - % 28,706,673 § - 8 28,706,673 § 26,606,607
Local - 43,740 - 815,222 858,962 1,756,779
Charges for services - - - 553,106 553,106 1,335,432
TOTAL REVENUES - 43,7440 28,706,673 1,368,328 30,118,741 29,698,908
EXPENDITURES ;
Current cperationa:
Instructional programs:
Regular 23,266,381 - 1,469,240 - 24,735,621 25,053,044
Special 1,492,076 - 6,698,696 - 8,190,772 7,440,178
Co-curricular 943,998 - 1,141,607 - 2,085,606 2,256,001
Student gervices - - 14,075,871 - 16,075,871 13,946,595
Total instructional programs 25,702,458 - 25,385,414 - 51,087,870 48,695,614
Sypporting services:
General administration 132,839 - - 1,390,072 1,522,911 1,859,979
school administration 3,217,013 - 94,419 - 3,311,432 4,144,336
Individual programa 1,340,918 - 939,279 - 2,280,197 1,691,434
Other 2,945,926 82,386 65,300 279,950 3,373,562 4,197,538
Total supporting services 7,636,696 82,386 1,098,998 1,670,022 10,488,102 11,893,287
Community services - - 1,072,018 ~ 1,072,414 1,513,102
Capital ocutrlays:
Equipmsnt and vehicles 5,933 - 1,150,243 - 1,156,176 1,373,597
Construction in progress 19,653 - - = 19,653 1,494,468
Total capital outlays 25,586 - 1,150,243 -~ 1,175,829 2,868,065
TOTAL EXPENDITURES 33,364,738 82,386 28,706,673 1,679,022 63,823,819 64,970,273
EXCESS {DEFICIENCY} OF REVENUES
OVER EXPENDITURES (33,364,738) {38,646) - {301,694) {33,705,078) (35,271,365}
OTHER FINANCTNG SOURCES:
Operating transfera-in 34,601,764 - - - 34,601,764 35,647,444
EXCES8 (DEFICIENCY) OF REVENUES
AWD OTHER FINANCING SCURCES
OVER EXPENDITURES ANE OTHER
FINANCING USES 1,237,026 (38,646} - {301,694) 896,686 576,079
FURD BALANCE, begimming of year 3,887,807 {111,943) 1,414,449 55,605 5,255,618 4,679,839
FUND BALAWCE, end of the year $ 5,124,833 § {150,589) $ 1,414,449 § {236,089) § 6,152,608 § 5,355,918

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)

Reconciliation of the Governmental Funds Statements of Revenues, Expenditures
And Changes in Fund Balance with the District-wide Statement of Activities
For the Years Ended September 30, 2009 and 2008

2009

2008

Total net changes in fund balances - governmental funds §

Amounts reported for governmental activities in the statements
of activities is different becamse of:

accrual for unfunded retirement contribution

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 statements
of net assets and allocated over their estimated useful lives
as annual depreciation expemse in the statements of activities.
This is the amount by which capital outlays exceed
depreciation in the pericd.

Capital outlays $ 1,175,829
Depreciation expense {2,235,908)

896,686

(8,115,43%)

(1,060,0782)

§

576,079

(6,014,334)

724,490

Changes in net assets of governmental activities 3

(B,278,829)

$

(4,713,765)

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 Sheets - Non-major Funds
September 30, 2009 and 2008

Local CNMI Indirect
Donations Grants Costs Total
ASSETS Fund Fund Fund 2009 2008
Receivables from CNMI s (1L,508) § 14,739 $ - 3 13,231 $ 13,231
Receivables from Federal agencies - - - - 247,739
Advances, net 54,611 - - 54,611 -
Due from other funds 810,217 2,541,022 427,139 3,778,378 1,818,690
$ 863,320 $ 2,555,761 $§ 427,139 § 3,046,220 § 2,079,660
LIABTLYTIES AND FUND BATANCES
Liabilities:
Vouchers payable 8 - ] - & 375 3§ 375 % -
Accrued payroll and others - - 454,488 454,488 -
Deferred revenue - 2,160,993 - 2,160,993 -
Due to other funds 820,639 535,190 110,624 1,466,453 2,014,085
Total liabilities 820,639 2,696,183 565,487 4,082,309 2,014,055
Fund balance (deficit):
Reserved for encumbrances 42,681 {140,422} {138,348} (236,089) 65,605
§ 863,320 § 2,555,761 § 427,139 § 3,846,220 § 2,079,660

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

Combining Statements of Revenues, Expenditures, and Changes in Fund Balance
Non-major Funds
For the Years Ended September 30, 2009 and 2008

Local CNMI Indirect Total
Donations Grants Costs Neon-major funds
Fund Tund Fund 2009 2008
REVENUES:
Other local s - - § 815,222 § 815,222 § 1,081,887
Charges for services 553,106 - - 553,106 1,335,432
TQTAL REVENUES 553,106 - B15,222 1,368,328 2,417,319
EXPENDITURES:
Supporting services:
General administration 574,849 - 815,223 1,390,072 1,550,073
Other 279,950 - - 279,950 279,950
TOTAL EXPENDITURES 854,799 = 815,223 1,670,022 1,830,023
EXCESS OF REVENUES OVER EXPENDITURES {301,693} - (1) (301,694) 587,296
FUND BALANCE (DEFICIT},
beginning of year 344,374 (140,422) (138,347) 65,605 {521,691)
FUND BALANCE (DEFICIT),
end of year $ 42,681 8 (140,422) $ (138,348) $ (236,089%) 3§ 65,605

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)

Notes to the Basic Financial Statements
September 30, 2009 and 2008

(1) Summary of Significant Accounting Policies

The Commonwealth of the Northern Mariana Islands (CNMI) Public School System
(P88), a component unit of the CNMI, was established as a public non-profit
corporation by the CNMI Public Law No. 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 1is appointed by the Board of Education, is
responsible for administering PSS in accordance with applicable laws and BOE
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 general fund revenues of the CNMI Government. This budgetary appropriation
may not be reprogrammed for other purposes, and any unencumbered fund balance
at the end of a fiscal year shall be available for re-appropriation.

B. Basig of Pregentation

District-wide Statements: The Statement of Net Asgsets and Statement of
Activities present information about PSS, These statements include the
overall financial activities of the school system. PSS operates only on
governmental funds. It does not have any fiduclary and proprietary funds.

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

- 20 =



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

Notes to the Basic Financial Statements
September 30, 2009 and 2008

(1) summary of Significant Accounting Policiesg, Continued

B. Basis of Presentation, Continued

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

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 eguities 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.

PS8 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 PS5’
major operating fund.

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

Non-major Funds — Bcocounts 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.

Specific revenues earmarked +to finance particular programs and
activities of the Public School System are accounted for in Non-major
Funds. A summary of PSS’ Non-major Funds as of September 30, 2009 and
2008 follows:

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

Local Donations Fund - 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.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Motes to the Basic Financial Statements
September 30, 2009 and 2008

{1) summary of Significant Accounting Policies, Continued
B. Basis of Presentation, Continued

CNMI Grants Fund - This fund was established to account for
projects that were appropriated without fiscal
year limitation by Public Law No. 8-2,.

Indirect Costs Fund -~ This fund, established through directive of the
Commigsioner of Education, accounts for
indirect costs of PSS related +t¢ Federal
grants.

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.

The financial statements include c¢ertain prior-year summarized comparative
information in total but not by plan. Such information does not include
sufficient detail to constitute a presentation in conformity with accounting
principles generally accepted in the United States of America. Accordingly,
such information should be read in conjunction with the organization's
financial statements for the year ended September 30, 2008, from which the
summarized information was derived.

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.

District-wide Fund Fipnancial 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.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SY¥STEM
(A Component Unit of the CNMI Government)

Notes to the Basic Financial Statements
September 30, 2009 and 2008

(1) Summary of Significant Accounting Policies, Continued

C.

Measurement Focus and Basis of Accounting, Continued

Government Fund Financial Statements

The governmental funds financial statements are reported using the
current financial resources measurement focus and the modified accrual
basis of accounting. Under this method, revenues are recognized when
susceptible to accrual (i.e., when they become both measurable and
available). “Measurable” means the amount of the transaction can be
determined and “available’ means collectible within the current period
or 90 days thereafter to be used to pay liabilities of the current
period. Expenditures are recorded when the related liability is
ingurred.

Revenues from other sources are recognized when received. Expenditures
are generally recognized in the fiscal year the goods or services are
recelved and the related fund liability is dincurred. 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 and normally would not be liguidated with expendable
available financial resources. Budgetary encumbrances are not reported
as exXpenditures.

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 resources available to finance the program. Expenditures
are first applied to restricted resources, when both restricted and
unrestricted resources are available.

PS5 implemented GASB Statement Wo. 34, ¥“Basic Fipancial Statements — and
Management’s Discussion and Analysis — for State and Local Governments” and
related standards. These new standards provide for significant changes in
terminology and presentation and for the inclusion of Management’'s Discussion
and Analysis as regquired supplementary informatiom.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Notes to the Basic Financial Statements
September 30, 2009 and 2008

{1) Summary of Significant Accounting Policies, Continued

D. Budgetary Data

P8S has no authority to impose taxes to generate revenue. P85 is a dependent
gchool 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 CNMI 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 requlations of +the Public School
System, 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 of Education for review and compilation by the Management
Committee every October 1.

2. By the fifth (5") working day of November, the Commissioner of
Education presents the budget to the Board of Education.

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

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 NORTHERN MARIANA ISLANDS
PUBLIC SCHQOL SYSTEM

(A Component Unit of the CNMI Government)

Notes to the Basic Financial Statements

September 30, 2009

(1) summary of Significant Accounting Policies, Continued

E. Assets, Liabilities and Net Assets

1, cash and Cash Equivalents

and 2008

PSS pools money from several funds to facilitate disbursements and

investments +to maximize investment income.

Therefore, all cash and

investments are essentially demand deposits and are considered cash and

cash eguivalents.

2. Capital Assets

Capital assets purchased or acquired with an original cost of $5,000 or

more are reported at historical cost or

estimated historical cost.

Contributed assets are reported at fair market value as of the date
and other capital outlays that
significantly extend the useful life of an asset are capitalized. Other
costs incurred for repairs and maintenance are expensed as incurred.

received. Additions, improvements

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

Buildings 20-5
Land and building improvements 15
Vehicles 5
Others 5

3. Compensated Absences

0 vyears
years
years
years

Vested or accumulated vacation leave that 1s expected to be liquidated

with e=xpendable available financial

resources

is

reported as an

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, 2009 and

2008 were $1,172,223 and $2,267,363,

respectively.

No expenditure is

reported for these amounts. No liability is recorded for non-vesting

accumulating rights to receive sick pay

- 25 -~
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Notes to the Basic Financial Statements
September 30, 2009 and 2008

(1) summary of Significant Accounting Policies, Continued

E. Assets, Liabilities, and Fund Equitv, Continued

3. Compensated Absences, Continued

An employee cannot carry over to the folleowing 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 the
respective calendar year.

4. Revenues

Revenues are classified as either program or general.

Program revenues are those directly generated by a function or activity
of the government entity. Revenue reported as program revenues by P38
pertains to Federal grants, local donations, charges for services and

indirect costs allocation.

The general revenue classification includes appropriations, interest and
other income not identifiable to specific activities.

5. Net Assets/Fund Balances

Net assets in the district-wide financial statements are classified as
invested in capital assets, net of related debt, restricted, and
unrestricted. Restricted net assets rapresent consgtraints 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 represent 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 year-end.

Unreserved - +the portion of total fund balance available for
appropriation, which is uncommitted at year-end.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Notes to the Basic Financial Statements
September 30, 2009 and 2008

(1) summary of Significant Accounting Policies, Continued

E. Assets, TLiabilities, and Fund Equity, Continued

6. Inter-fund balances

The inter-fund balances as of September 30, 2009 and 2008 pertains to
unreimbursed advances between the general fund and the non-major funds.

PSS uses its general fund for all of its disbursements and records due
from other funds in the general fund and due to other funds in the funds
whose expenses the payments were made.

Funds are transferred from the non-major funds as payments to the general
fund when draw downs are received from its grantors.

F. New Accounting Standards
New Accounting Standards

in November 2006, +he GASB issued Statement Wo. 49, “Accounting and Financial
Reporting for Pollution Remediation Obligations”. This Statement addresses
accounting and financial reporting standards for pollution (including
contamination) remediation obligations, which are obligations to address the
current or ©potential detrimental effects of existing pollution by
participating in pellution remediation activities such as site assessments
and cleanups. This Statement is not effective until June 30, 2009%. The
implementation of this Statement did not have a material effect on the
accompanying financial statements of the PSs.

In June 2007, the GASB issued Statement No. 51, *Accounting and Financial
Reporting for Intangible Assets”. This Statement establishes accounting and
financial reporting standards for many different types of assets that may be
considered intangible assets, including easements, water rights, timber
rights, patents, trademarks, and computer software. This Statement is not
effective until June 30, 2010. PSS management has not determined its effect
on the financial statements.

In November 2007, GASB issued Statement Yo. 52, “Land and Other Real FEstate
Held as Investments by Endowments”. This Statement improves the quality of
financial reporting by requiring endowments to report their land and other
real estate investments at falr value, creating consistency in reporting
amounts in similar entities that exist to invest resources for the purpose of
generating income. The provisions of this Statement are effective for periods
beginning after June 15, 2008. The implementation of this Statement did not
have a material effect on the accompanying financial statements of the PSS.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
{A Component Unit of the CNMI Government}

Notes to the Basic Financial Statements
September 30, 2009 and 2008

(1) summary of Significant Accounting Policies, Continued

F. HNew Accounting Standards, Continued

In March 2008, GASB issued Technical Bulletin No. 2008-1, “Determining the
Annual Reguired Contribution Adjustment for Postemployment Benefit”, which
clarifies the requirements of GASB Statement No. 27, “Accounting for Pensions
by State and Local Governmental Employers®, and Statement No. 45, “Accounting
and Financial Reporting by Employers of Postemployment Benefits Other Than
Pensions”, for calculating the annual required contribution (ARC) adjustment.
The provisions of this Statement are effective for periods beginning after
December 15, 2008. The management of PSS believes that implementation of this
Statement does not materially affect the financial statements of PSS.

In June 2008, GASB issued Statement WNo. &3, “Accounting and Financial
Reporting for Derivative Instruments”. This Statement is intended to improve
how State and Local governments report information about derivative
instruments - financial arrangements bused by governments to manage specific
risks or make investments in their financial statements. The provisions of
this Statement are effective for periods beginning after June 15, 2009%. The
management of PSS believes that implementation of this Statement does not
materially affect the financial statements of PSS,

In February 2009, GASB issued Statement No. 54, *“Fund Balance Reporting and
Governmental Fund Type Definitions”. This Statement is to enhance the
usefulness of fund balance information by providing clearer fund balance
classifications that can be more consistently applied and by clarifying the
existing governmental fund type definitions. The provisions of this Statement
are effective for periods beginning after June 15, 2010. Management believes
that the implementation of this Statement will not have a material effect on
the financial statements of PSS.

In March 2009, GASB issued Statement No., 55, #The Hierarchy of Generally
Accepted Accounting Principles for State and Local Governments®. This
Statement is to improve financial reporting by contributing to the GASB
efforts to codify all generally accepted accounting principles (GAAP) for
State and Local governments so that they derive from a single source. This
Statement is effective upon issuance. The management of PSS believes that
implementation of this Statement does not materially affect its financial
statements.

In March 2009, GASB issued Statement No. 56, “Codification of Accounting and
Financial Reporting Guidance Contained in the AICPA Statements on Auditing
Standards”. This Statement incorporates accounting and financial reporting
guidance previously only contained in the American Institute of Certified
Public Accountants (AICPA) auditing literature into the GASB's accounting and
financial reporting literature for State and Local governments, and addresses
three issues from the AICPA's literature - related party transactions, going
concern considerations and subsequent events. This Statement is effective
upon issuance. The management of PSS believes that implementation of this
statement does not materially affect 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 Basic Financial Statements
September 30, 2009 and 2008

(1) Summary of Significant Accounting Policies, Continued
F. New Accounting Standardg, Continued

In December 2009, the GASB issued Statement No. 58, “Accounting and Financial
Reporting for Chapter 9 Bankruptcies”, which provides accounting and
financial reporting guidance for governments that have petitioned for
protection from creditors under Chapter 9 of the United States Bankruptcy
Code. This Statement is effective beginning after June 15, 2010, with
retroactive application for all periods presented during which the government
was in bankruptcy.

G. Use of Estimates

The preparation of financial - statements in accordance with accounting
principles generally accepted in the United States of BAmerica requires
management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosure of contingent assets and liabilities
at the date of the financial statements and the reported amounts of revenues
and expenses during the reporting period. Actual results could differ from
those estimates.

(2) Reconciliation of Digtrict-wide and Fund Financial Statements

The governmental fund balance sheet includes a reconciliation between fund
balance — total governmental funds and net assets — governmental activities
as reported in the government-wide statement of net assets. The net
adjustments for 2009 and 2008 consist of several elements as follows:

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

Description 2009 2008

Capital assets used in governmental
activities are not financial resources and
are therefore not reported in the funds:

Total capital assets on district-wide

statements in governmental activities column $102,355,269 $101,199,093
Accumulated depreciation {16,951,339) (14,715,431)

Net capital assets 85,403,930 86,483,662
Capital improvement projects 2,999,426 2,979,773
Accrual for unfunded retirement contribution (14,129,770} (6,014,334)

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

statements:
Compensated absences (1,172,223} (2,267,363)
Total adjustment i $ 73,101,363 5 81,181,738
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Notes to the Basic Financial sStatements
September 30, 2009 and 2008

(2} Reconciliation of District-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
district-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 district-wide statement of activities. The total
adjustments for 2009 and 2008 pertain to the following:

Description 2009 2008

Accrual for unfunded retirement contribution $(8,115,436) 5(6,014,334)

Capital outlay expenditures recorded in the .
Statement of Activities, 1,175,829 2,868,065

Depreciation expense, the allocation of those
assets over their useful liwves, that is
recorded on the Statement of Activities but

not in the Fund Statements. (2,235,208} (2,143,575)
Total adjustments $(9,175,515) §(5,289,844)

{(3) Detail Notes on all Fundg

Cash and Cash Egquivalents

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

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

Category 2 — Deposits that are uninsured but are fully collateralized
with securities held by the pledging £inancial 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 PS8’
name and non-collateralized deposit,

GASB Statement No. 40 amended GASE Statement No. 3 to in effect eliminate
disclosures for deposits falling under Categories 1 and 2 but retained
disclosures for deposits under Category 3 that have exXposure to custodial
risk. P3S 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)

Wotes to the Basic Financial Statements
September 30, 2009 and 2008

{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, 2009 and 2008, the
total amounts deposited with the Federal Deposit Insurance Corporation (FDIC)
insured banks were $1,184,881 and $1,034,944, respectively. From these
deposits, $500,000 in each year is subject to coverage by FDIC with the
remaining balance exceeding insurable limits. P55 requires collateralization
of bank accounts, and therefore, amounts in excess of insurable limits are
collateralized by securities owned by the banks. PSS has not experienced any
losses on these deposits.

Accounts Recelivable

Accounts recelvable are amounts due primarily from the CNMI Government and
from Federal grantor agencies.

Receivables at the government-wide level at September 30, 2009 and 2008 are
as follows:

Accounts receivable - September 30, 20089

General fund
Federal fund

Receivable
Recelvable from Federal
from CNMI Agencies

& 5,440,428

& -

3,651,389
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Non-major fund 13,231
Other governmental activities 2,976 -
Total 5 5,456,635 $§ 3,651,389
Accounts receivable - September 30, 2008

Recelvable
Receivable from Federal

from CNMI Agencies
General fund S 5,281,845 5 -
Federal fund - 1,043,340
Non-major fund 13,231 -
Other governmental activities 67,020 -
Total g 5,362,096 $§ 1,043,340



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

Notes to the Basic Financial Statements
September 30, 2009 and 2008

(3) Detail Notes on all Funds, Continued

Travel Advances

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

Travel advances of $115,900 and $113,825 as of September 30, 2009 and 2008,

respectively, included in the Statement of Net Assets as part of advances,
are reported net of an allowance for doubtful accounts of $272,277 in both

years.
Capital Assets
Capital asset activity for the years ended September 30, 2002 and 2008 were

as follows:

September 30, 2009

Governmental Activities 2008 Increases Retirement 2009

Capital assets not being depreciated:
Land 536,647,850 8 = 8 = $36,647,850

Total capital assets not
being depreciated 36,647,850 - - 36,647,850

Capital assets being depreciated:

Buildings and improvements 57,343,300 - - 57,343,300
Vehicles 5,460,158 1,105,219 - 6,565,377
Gther 1,747,785 50,957 - 1,798,742
Total capital assets being
depreciated 54,551,243 1,156,176 - 65,707,419
Less accumulated depreciation for:
Buildings and improvements 9,425,579 1,357,685 - 10,783,264
vehicles 3,872,671 701,217 - 4,573,888
Other 1,417,181 177,006 - 1,594,187
Total accumulated
depreciation 14,715,431 2,235,908 - 16,951,339
Total capital assets
being depreciated,
net 49,835,812 (1,079,732} - 48,756,089
Governmental activity capital
assets, net $96,483,662  $(1,079,732) § -  $85,403,930
- 32 -



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

Notes to the Basic Financial Statements
September 30, 2009 and 2008

{3) Detail Notes on all Funds, Continued

Capital Assets, Continued

September 30, 2008

Governmental Activities 2007 Increases Retirement 2008

Capital assets not being depreciated:

Land $36,647,850 3 - $ - $36,647,850
Total capital assets not
being depreciated 36,647,850 = - 36,647,850
capital assets being depreciated:
Buildings and improvements 54,187,276 3,156,024 - 57,343,300
Vehicles 4,209,052 1,251,106 - 5,460,158
Other 1,625,294 122,491 - 1,747,785
Total capital assets being
depreciated 60,021,622 4,529,621 = 64,551,243
Tesa accumulated depreciation for:
Buildings and improvements 8,194,135 1,231,444 - 9,425,579
Vehicles 3,143,285 729,386 - 3,872,671
Other 1,234,436 182,745 = 1,417,181

Total accumulated
depreciation 12,571,836 2,143,575 = 14,715,431

Total capital asaests
being depreciated,
net 47,449,766 2,386,046 - 49,835,812

Governmental activity capital

assets, net $84,097,616 $ 2,386,046 5 .= 586,483,662

Capital Improvements Projects in Progress

Changes in construction in progress for the years ended September 30 2009 and
2008 are as follows:

2009 2008
At beginning of year $ 2,279,773 $ 4,641,329
Additions 19,653 1,494,468
Transferred to fixed assets - (3,156,024)
At end of year $ 2,999,426 § 2,979,773

In fiscal year 2009, the CNMI Government transferred to PSS §2,204,733,
capital improvement funds, of this only $43,740 were expended in fiscal year
2009, £2,160,993 is recorded as a component of deferred revenues as of
September 30, 2009.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Notes to the Basic Financial Statements
September 30, 2009 and 2008

(3) Detail Notes on all Funds, Continued

Capital Assets, Continued

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

Retirement Plan — Defined Benefit Plan

PSS contributes to the Northern Mariana Islands Retirement Fund (NMIRF), a
defined benefit, cost-sharing multi-employer pension plan established and
administered by the CNMI, The WMIRF issues a stand-alene financial report,
which may be downloaded from its website (http://www.nmiretirement.com).
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 wvest after
three years of credited service. Members are eligible for early retirement
after 10 years of vesting service and are 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.

Based on the actuarial valuation as of October 1, 2008 issued in May 2010,
the actuarially determined contribution rate for the fiscal year ended
September 30, 2009 was 51.0578% of covered payroll and funding reguirements
for employees are 8.5% and 11,0% of covered payroll for Class I and Class II
members, respectively.

The funding reguirement is calculated as +that percentage of total payroll,
which is necessary to accumulate sufficient assets to pay benefits when due.
NMIRF 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 reguirements are the same
as those used to compute the pension benefit obligatien.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Notes to the Basic Financial Statements
September 30, 2009 and 2008

(3) Detail Notes on all Funds, Centinued

Retirement Plan — Defined Benefit Plan, Continued

HWMIRF utilizes the actuarial cost method termed *“entry age normal cost” with
actuarial assumptions used to compute the pension benefit obligation as
follows: (a) a rate of return of 7.5% per year on the investment of present
and future assets; (b) a 5% increase in employee salaries compounded annually
until retirement; (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 sgervice) 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).

Pursuant to Public Law No. 14-98 PSS is exempted from any rate lncrease 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 Required Percentage of Required
Ended Contribution Contribution Contributed
9/30/09 $ 10,726,241 24%
9/30/08 $ 9,772,684 38%
9/30/07 $ 7,701,162 100%
9/30/06 $§ 8,113,912 100%

PSS recognized an unfunded retirement c¢ontribution of $8,115,436 and
$6,014,334 for the years ended September 30, 2009 and 2008, respectively,
Payable to retirement fund including interest amounted to $14,129,770 and
$6,014,334 as of September 30, 2009 and 2008, respectively. This obligation
will be funded through allotment £from the CNMI Government as employees
retire.

Retirement Fund — Defined Contribution

Oon June 16, 2006, the CNMI Governor signed Public Law No. 15-47, creating the
Defined Contribution Plan, to create portable individual retirement accounts
for all new public employees who are hired on or after Jamuary 1, 2007. This
law also provides the conditions under which certain Class I members of the
Retirement Fund may transfer from the existing defined benefit plan to the
new defined contribution plan.

Under +this retirement plan, employees contribute 10% of their qualified
galaries and wages while employers contribute 43%.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Notes to the Basic Financial Statements
September 30, 2009 and 2008

(3) Detail Notes on all Funds, Continued

Retirement Fund — Defined Contribution, Continued

As of September 30, 2009 and 2008, the market value of the defined
contribution plan of PSS employees are as follows:

September 30, 2009:
Participant Average Total
Count Balance Balance

Active participants with
account balances 266 s 12,438 §$ 3,308,635
Terminated participants with

remaining account balances - $ - -
266 $ 3,308,635
September 30, 2008:
Participant Average Total
Count Balance Balance

Active participants with
account balances 266 S 6,358 §$ 1,691,236
Terminated participants with
remaining account balances

B

1,691,236

Medical and Life Insurance Benefits

In addition to providing pension benefits, the CMMI Government also ensures
that employees are provided with medical and life insurance benefits. The
CNMI Covernment created the Group Health and Life Insurance Trust Fund
{*Trust Fund”), held in trust and administered by the Northern Mariana
Islands Retirement Fund (NMIRF). PSS contributes to the Group Health and
Life Insurance program. This is open to active employees who work at least
20 hours per week and to 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.

- 36 —



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

Notes to the Basic Financial Statements
September 30, 2009 and 2008

(3) Detail Notes on all Funds, Continued

Grants

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

Transfer-in from CNMI Government

The CNMI Government appropriated $34,601,764 and $35,847,444 for P8BS’
operational use for the fiscal years ended September 30, 2009 and 2008,
regpectively. Receivables from CNMI Government under the general fund as of
September 30, 2009 and 2008 are summarized as follows:

2009 2008
Receivable, beginning $ 5,281,845 $ 2,680,711
Appropriatiocn 34,601,764 35,847,444

State Fiscal Stabilization Fund (1,469,240) -

Collections (32,973,941) (33,246,310)
Receivable, ending $ 5,440,428 281,84

of the prior years’ appropriations receivable balance as of September 30,
2009, $1,998,654 may not be collectible.

Non-current Liabilities

Non-current liabilities presented in the Statement of Net Assets include
accrual for compensated absences as follows:

2009 2008
Beginning of year $ 2,267,363 $ 3,773,604
Increase (decrease) (1,095,140) (1,506,241)
Ending balance §. 1,172,223 2,267,336
Due in one year 5 500,000 5 500,000
Due in more than one year 672,223 1,767,363
End of year $ 1,172,223 § 2,267,363

PSS uses local funds to liguidate its accrued compensated absences.
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COMMONWEALTH OF THE NORTHERN MARTANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CHMI Government)

Notes to the Basic Financial Statements
September 30, 2009 and 2008

(3} Detail Notes on all Funds, Continued
Operating Lease
P88 leases its office space from the NMIRF on a yearly basis. Rent expense

was $202,000 for the fiscal years ending September 30, 2009 and 2008,
respectively.

{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 become
liabilities of PSS and the general fund would be liable for the return of
such funds. However, no liability which may arise from the ultimate outcome
of this matter has been provided for in the accompanying financial
statements.

{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
No. 11-14. The liability relating to these bonds is recorded by the CHNMI
Government..

{(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 on its
employees. At some future date, PSS may ingure some of its assets, as an
autonomous agency, it is not required to follow the CNMI Government’'s self-
insurance policy. PSS has not experienced any losses for the years ended
September 30, 2009 and 2008.

PS5 does require performance bonds on all its building projects financed by
the CHMI and Federal Governments.

- 38 -



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

Notes to the Baslc Financial Statements
September 30, 2009 and 2008

(7) Economic Dependency

PSS receives a substantial amount of its support from Federal and local
governments., In fiscal year ending September 30, 2009, 53% and 44% of total
revenues were received from local appropriation and federal grants,
respectively; while in fiscal year ending September 30, 2008, 52% and 41% of
total revenues were received from local appropriation and federal grants,
respectively. A significant reduction in the level of this support, if this
were to occur, may have an adverse effect on PSS’ programs and activities.

(8) Fair value of Financial Ingtruments

PSS financial instruments are cash and cash equivalents, receivables from
CNMI Government and Federal agencies, and payables. The recorded values of
these financial instruments approximate their fair values based on their
short~term nature.

{3 Subseguent Events

PSS has evaluated subsequent events from September 30, 2009 through June 25,
2010, the date of financial statements were available to be issued. P83 did
not note any subsequent events requiring disclosure or adjustment to the
accompanying financial statements.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Required Supplementary Information
Statement of Revenues, Expenditures
and Changes in Fund Balance - Budget and Actual
Budget (GAAP Basis) and Actual - General Fund
For the Year Ended September 30, 2009

General Fund

Variance
Budget Favorable
Original Revigion Final Actual {Unfavorable)
EXPENDITURES *
Personnel $ 28,141,888 § - &% 28,141,888 &% 28,031,119 & 110,769
Utilities 3,053,685 - 3,053,685 2,986,957 66,728
All other 3,061,595 - 3,061,595 2,105,670 955,925
Textbooks 344,596 - 344,596 240,992 103,604
Total expenditures 34,601,764 ~- 34,601,764 33,364,738 1,237,026
OPERATING TRANSFERS-IN 34,601,764 - 34,601,764 34,601,764 -
Excess of revenues
and other financing sources
over expenditures and other
financing uses $ - % - 8 - § (1,237,026) § 1,237,026

RECONCILIATION OF BUDGET TO GAAP BASIS

Appropriation $ 34,601,764
Encumbrances 1,639,524
2009 Budget GAAP 32,962,240
2009 Actual expenditures 33,364,738
Unfavorable variance $ (402,498}

The unfaverable variance pertains toc expenditures from prior years encumbrances.
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SAIPAN QFFICE:

Family Building, Suite 201
PMB 297 Box 10000

Saipan, MP 96950

Tel. No. {670) 233-1837/0456
Fax. No. (670) 233-8214
Email: magliari@pticom.com

J. Seott Magliari
... COMPANY

CERTIFIED PUBLIC ACCOUNTANT.

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

PALAU OFFICE:

PBIC Apartment No. 11

P.O. Box 1266

Koror, PW 96940

Tel. No. (680) 488-8615

Fax. No. (680) 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
FIRANCIAL 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, 2009 and have issued my report
thereon dated June 25, 2010. 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 Finapcial 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.
Accordingly, I do not express an opinion on the effectiveness of +the PSS’
internal control over financial reporting.

My consideration of internal control over financial reporting was for the
limited purpose described in the preceding paragraph and would not
necesgsarily identify all deficiencies in internal control over financial
reporting that might be significant deficiencies or material weaknesses.

A control deficiency exists when the design or operation of a control does
not allow management or employees, in the normal course of performing their
assigned functions, to prevent or detect misstatements on a timely basis. A
significant deficiency is a control deficiency, or combination of control
deficiencies, that adversely affects PSS’ ability to initiate, authorize,
record, process, or report financial data reliably in accordance with
accounting principles generally accepted in the United States of America such
that there is more than a remote likelihood that a misstatement of PSS’
financial statements that is more than inconsequential will not be prevented
or detected by the PSS’ internal control,

A material weakness is a significant deficiency, or combination of
significant deficiencies, that results in more than a remote likelihood that
a material misstatement of the financial statements will not be prevented or
detected by the PSS’ internal control.
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My consideration of the internal control over financial reporting was for the
limited purpeose described in the first paragraph of this section and would
not necessarily identify all deficiencies in the internal control that might
be significant deficiencies and, accordingly, would not necessarily disclose
all significant deficiencies that are also considered to be material
weaknesses. I consider finding nos. 09-04 through 09-06 and 09-09 as material
weaknesses.,

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 opinicn. 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. 09-01
through 09-10.

PSS’ responses to the findings identified in my audit described in the
accompanying Schedule of Findings and Questioned Costs are on pages 81 to B85.
I did not audit PSS’ responses and, accordingly, I express no opinion on
them.

I also noted certain additional matters that I reported to management of PSS
in a separate letter dated June 25, 2010.

This report is intended solely for the information and use of the management
of P88, 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. However, this report is
also a matter of public record.

--‘SE§>t5¥¢ £
ian, CommonwealpfT
% 25, 2010

0r 4 Comp
E the North;:ﬁﬁﬁggiana Islands
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J. Seoit Magliari
L. COMPANY

CERTIFIED PUBLIC ACCOUNTANT

SAIPAN OFFICE: GUAM OFFICE: PALAU OFFICE:
Family Building, Suite 201 Reflection Center, Suite 204 PDIC Apartment No. 11
PMB 297 Box 10000 P.O.Box 12734 P.O. Box 1268
Saipan, MP 96950 Tamuning, GU 96931 Koror, PW 96940
Tel. No. (670) 233-1837/0456 Tal. No. {671) 472-2680/2687 Tel. No. {680) 488-8615
Fax. No. (670) 233-8214 Fax. No. (671) 472-2686 Fax. No. (680) 488-8616
Emaik: magliari@pticom.com Email: jsmguam@ita.net Email; coconutrum@palaunet.com

REPORT ON COMPLIANCE WITH REQUIREMENTS 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 (PS83) with the
types of compliance requirements described in the U.S. QOffice 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, 2009,
The PSS’ major federal programs are identified in the summary of auditor’s
results section of the accompanying Schedule of Findings and Questicned
Costs. Compliance with the requirements of laws, regulations, contracts and
grants applicable to each of its major federal programs is the responsibility
of the PSS’ 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 hy the
Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments and Non-Profit Organizations. Those standards and
OMB Circular A-133 require that I plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance
requirements referred to above that could have a direct and material effect
on major federal program occurred. An audit includes examining, on a test
basis, evidence about PSS’ compliance with those 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.

Ag described in Finding Nos. 09-10, 09-11 and 09-12 in the accompanying
Schedule of Findings and Questioned Costs, P85 did not comply with the
requirements regarding eligibility and allowed cost and cost principles,
respectively, to its Special Education Grant (CFDA No. 84.027). As described
in Finding No. 09-10, PSS did not comply with the reguirement regarding
allowed cost and cost principles to its Consolidated Grant to Insular Areas
(CFDA No. 84.922). Also, as described in Finding ©No. 09-13 in the
accompanying Schedule of Findings and Questioned Costs, PSS did not comply
with the requirements regarding special provisions to its Headstart Grant
(CFDA Neo. 93.600). Compliance with such requirements is necessary, in my
opinion, for PSS to comply with the requirements applicable to this program.
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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, 2009.

Internal Control over Compliance

The management of PSS is responsible for establishing and maintaining
effective internal control over compliance with requirements of laws,
regulations, contracts and grants applicable to federal programs. in
planning and performing my audit, I considered PSS’ internal control over
compliance with requirements that could have a direct and material effect on
a major federal program in order to determine my auditing procedures for the
purpose of expressing my opinion on compliance on the effectiveness of
internal control over compliance. Accordingly, I do not express an opinion
on the effectiveness of PSS’ internal control over compliance,

My consideration of internal control over compliance was for the limited
purpose described above in the preceding paragraph and would not necessarily
identify all deficiencies in PSS’ internal control that might be significant
deficiencies or material weaknesses as described below. However, as
discussed below, I identified certain deficiencies in internal control over
compliance that I consider to be significant deficiencies and others that I
consider to be material weaknesses,

A control deficiency in an entity’s internal control over compliance exists
when the design or operation of a control does not allow management or
employees in the normal course of performing their assigned functions, to
prevent or detect noncompliance with a type of compliance requirement of
federal program on a timely basis. A significant deficiency is a control
deficiency, or combination of control deficiencies, that adversely affects
the entity’s ability to administer a federal program such that there is more
than a remote likelihood that noncompliance with a type of compliance
requirement of a federal program that is more than inconsequential will not
be prevented or detected by the entity’s internal control. I consider
deficiencies in internal <control over compliance described in the
accompanying Schedule of Findings and Questioned Costs as Finding No. 09-06
to be a significant deficiency.

A material weakness is a significant deficiency, or combination of
significant deficiencies, that results in more than a remote likelihood that
material noncompliance with a type of compliance requirement of a federal
program will not be prevented or detected by the entity’s internal control,
Of the significant deficiencies in internal control over compliance described
in the accompanying Schedule of Findings and Questioned Costs, I consider
Finding No. 09-06 to be a material weakness.

PS8' response to the findings identified in my audit described in the
accompanying Schedule of Findings and Questioned Costs are on pages 81 to 85.
I did not audit PSS’ responses and, accordingly, I express no opinion on
them.
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Schedule of Expenditures of Federal Awards

I have audited the accompanying financial statements of governmental
activities, each major fund, and the aggregating fund information of the PSS,
as of and for the year ended September 30, 2009, and have issued my report
thereon dated June 25, 2010. My audit was performed for the purpose of
forming opinions on the financial statements that collectively comprise PSS’
basic financial statements. This schedule is the responsibility of the PSS’
management. The accompanying Schedule of Expenditures of Federal Aawards
(pages 46 through 48) is presented for the purpose of additional analysis as
required by OMB Circular A-133 and is not a reguired part of the basic
financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in my
opinion, except as described in the aforementioned report, is fairly stated,
in all material respects, in relation to the basic financial statements taken
as a whole.

This report is intended solely for the information and use of the management
of 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. However, this report is also a matter of public record.

n MﬁZSana Islands

Jung.
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(1)

COMMONWEALTH 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, 2009

Scope of Review

(2)

The Public School System (PSS) was established as a public non-profit
corporation by the Commonwealth of the Northern Mariana Islands (CNMI)
Public Law No. &-10, effective October 25, 1988 and began operations on
October 1, 1988. All significant operations of PSS are included in the
scope of the OMB Circular A-133 audit {(the “Single Audit”). The U.,S.
Department ©of the Interior's Office of the Inspector General has been
designated as P35’ cognizant agency for the Single Audit.

Summary of Significant Accounting Policies

a. Basig of Accounting

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

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

b. Indirect Cost Allocation

PSS negotiated an indirect cost plan with the U.S. Department of
Education for fiscal year 2008. The approved rates are as follows:

Unrestricted indirect cost rate 13.29%
Restricted rate 4.30%

The unrestricted indirect cost rate is applicable to all programs
except the Department of Education programs and is based on total
direct salaries and wages, including fringe benefits.

The restricted rate is applicable to Department of Education programs
only and is based on total direct costs, less capital ezxpenditures and
pass-through funds. Pass-through funds are normally defined as major
subcontracts, payments to participants, stipends to eligible recipients
and subgrants, all of which normally regquire wminimal administrative
effort,

c. American Recovery and Reinvestment Act of 2009

In February 2009, the U.S. Federal Government enacted the American
Recovery and Reinvestment Act (ARRA) of 2009. During fiscal year 2009,
P35S received three (3) ARRA federal awards as noted on pages 46 to 47
and expended $1,468,745 as of September 30, 2009. These were tested as
major programs.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS

PUBLIC SCHOOL SYSTEM

(A Component Unit of the CNMI Government)

Schedule of Findings and Questicned Costs

Year Ended September 30, 2009

SECTION T - SUMMARY OF AUDITOR’S RESULTS

Financial Statements

Type of auditor’s report issued: Qualified for the
General Fund

Internal control over financial reporting:
¢ Material weakness(es) identified? X ves
+ Significant deficiency(ies) identified

that are not considered to be material
weaknesses? X ves

Noncompliance material to financial statements
noted? yes

Federal Awards

Internal control over major programs:
* Material weakness{es) identified? X ves
¢ Significant deficiency(ies) identified

that are not considered to be material
weaknesses? X yes

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

gualified for

84.922 Consolidated Grant to Insular Areas
84.027 Special Education Grants to States
93.600 Head Start Program

Any audit findings disclosed that are

required to be reported in accordance
with section 510(a) of Circular A-1337 X ves
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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, 2009

SECTION I — SUMMARY OF AUDITOR’S RESULTS, Continued

Federal Awards

Identification of major programs:

CFDA Federal
Number Description Expenditures
84.922A Consolidated Grant to Insular Areas 5 10,700,994
10.555 National School Lunch Program 6,525,120
84.027 Special Education Grants to States 4,320,175
93.600 Head Start Program 2,301,358
84.394 State Fiscal Stabilization Fund - ARRA 1,458,037
84.256 Freely Associated States Education Grant Program 1,024,308
20.509 Federal Transit Bus 939,279
84.027 Special Education Grants to States — ARRA 6,612
93.600 Head Start Program — ARRA 4,096
84,323 Special Education—-$State Personnel Development—ARRA 495
Total Federal Expenditures-Major Programs § 27,280,474
Percentage of total awards tested 95%

Dollar threshold used to distinguish between
Type A and Type B programs:
$ 861,200

3% of the total awards expended

Auditee qualified as low-risk auditee yes X 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, 2009

SECTION II — FINANCIAL STATEMENT FINDINGS

Finding No. 09-01, Travel Authorization

Criteria:

Pursuant to PSS Regulation 3430, section € (8), within CHMI travel requests
shall be submitted to the Commissioner no later than 5 working days prior to
the travel date. Travel requests for outside of the CNMI shall be submitted
to the Commissicner 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.

Context:

Based on the risk assessment made and the planning materiality computed,
testing of internal control was performed over travel advances. Attributes
were identified based on +the approved travel policies of PSS, A non-
statistical sample of twenty-five (25) individuals was selected and
supporting documents were examined in accordance with the travel policies of
PS3. These individuals made an aggregate of 415 travels during the fiscal
year with aggregate travel advances of $226,690.

Conditiong

The following were noted:

a. Nineteen (19) or 76% of twenty-five (25) of +travelers tested
submitted travel authorizations (TA) after the prescribed period, or

b, Ninety-four (94) or 23% of the 415 TA’'s submitted by the selected
travelers were after the prescribed period.

Cause:

PSS did not adhere to itgs established policies and procedures on travel
auvthorization and travel authorizations were not properly filed. PSS does not
have internal control monitoring procedures in place to ensure that all Ta’'s
are submitted in accordance with its existing travel policies.

Effect:

Failure to adhere to the travel policies may result in unauthorized travel,
disallowed costs, significant bad debts and non-compliance with the
applicable state laws and federal regulations.
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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, 2009

SECTION II — FINANCIAL STATEMENT FINDINGS

Finding No. 09-01, Travel Authorization, Continued

Recommendation;

PSS should implement internal control monitoring procedures to ensure timely
submigsion of all travel authorizations.

With the large volume of travel authorizations processed, PSS should explore
the option of electronic filing and approval of travel authorizations. This
option may also reduce the lead time it takes for the TA's to get from the
requester to the Travel Section of PSS Accounting and reduce the paperwork
for filing at the Travel Section.

Prior Year Status:

The above condition was cited as a finding in the Single Audits for fiscal
years 2005 through 2008,
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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, 2009

SECTION II — FINANCIATL STATEMENT FINDINGS

Finding No. 09-02, Travel Authorization Supporting Documents

Criteria

Pursuant to PSS Regulation 3420, section € (7}, the following information
must be attached to the TA prior to being submitted to the Chairperson of the
Board and to the Commissioner as appropriate:

a. Justification memorandum for the travel

b. Document of invitation and/or agenda

¢. Specific purpose

d. Itinerary (schedule or departure, arrival and destinations)
e. Estimated Cost

Context:

Based on the risk assessment made and the planning materiality computed,
testing of internal control was performed over travel advances. Attributes
were identified based on +the approved travel policies of P35S, A non-
statistically sample of twenty-five (25) individuals was selected and
supporting documents were examined in accordance with the travel policies of
PSS, These individuals made an aggregate of 415 travels during the fiscal
year with aggregate travel advances of $226,690,

Condition:
a. Eight (B) or 32% of twenty-five (25) of travelers tested did not comply

with the requirements of PSS Regulation 3420, section C (7). Deficiencies
noted are summarized as follows:

Traveller No./ Travel
Employee Wo. Authorizatien Remarks
2208 59493 Documentation of invitation or agenda not on file
62755 Documentation of invitation or agenda not on file
2515 58922 Justification memorandum for travel is not signed
2746 63748 Travel Authorization and supporting documents not on file
2817 58458 Travel Authorization and supporting documents not on file
59318 Travel Autherization and supporting documents not on file
63302 Travel Authorization and supporting documents not on file
63631 Travel hAuthorization and supporting documents not on file
64578 Travel Authorization and supporting documents not on file
12716 62685 Mo documentation of meeting invitation or confirmation of meeting
8452 58325 Travel Authorization and suppeorting decuments not on file
58623 Travel Authorization and supporting documents not on file
2858 60974 No documentation of meeting invitation or confirmation of meeting
8685 PV 155784 Repatriation expense of $10,338 based on guotation was disbursed

using travel authorizaticm.
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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, 2009

SECTION II — FINANCIAL STATEMENT FINDINGS
Finding No. 09-02, Travel Authorization Supporting Documents, Continued
Causes

PSS did not adhere to its established internal control policies and
procedures for travel authorization,

Effect:

Failure to adhere to the travel policies could result in high outstanding
advances balance and potential bad debts.

Recommendation:

PSS should strictly enforce its travel policies and procedures and establish
internal control monitoring procedures to ensure that all travels made using
PSS local and federal funds are both necessary and reasonable.
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COMMONWEALTH OF THE NORTHERN MARIANA ITSLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Schedule of Findings and Questioned Costs
Year Ended September 30, 2009

SECTION IT — FINANCIAL STATEMENT FINDINGS

Finding No. 09-03, Travel Liquidation

Criterias

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.

Context:

Based on the risk assessment made and the planning materiality computed,
testing of internal control was performed over travel advances., Attributes
were identified based on +the approved travel policies of PSS. A non-
statistical sample of twenty-five (25) individuals was selected and
supporting documents were examined in accordance with the travel policies of
PSS, These individuals made an aggregate of 415 travels during the fiscal
vear with aggregate travel advances of $226,690.

Conditions:
a. Twelve (12) or 48% of twenty five (25) of travelers tested did not

submit the +travel wvoucher/liquidation within the prescribed pericd.
These deficiencies are summarized as follows:

Traveller No./ Travel Last day Date No. of
Employee No. Authorization of Travel Submitted Workdays Late
2238 57427 10/24/08 11/206/08 5
58309 12/29/08 02/03/09 12
2405 58265 12/15/08 04/15/09 73
59525 03/04/09 04/15/09 16
59642 03/05/09 04/15/09 15
59979 03/21/09 04/15/09 3
60025 03/27/09 06/24/09 49
60793 05/10/09 06/18/09 14
60884 05/01/09 06/18/09 20
62360 07/01/09 07/28/09 5
2515 58659 01/30/09 03/10/09 13
58922 02/06/09 03/10/09 8
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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, 2009

SECTION II -~ FINANCIAL STATEMENT FINDINGS

Finding No. 09-03, Travel Liguidatign, Continued

Conditions:
Traveller No./ Travel Last day Date Wo. of

Employee No. BAuthorization of Travel Submitted Workdays Late
2606 57785 11/23/08 12/15/08 1
60124 02/02/09 04/03/09 30

61980 05/05/09 06/11/09 13

2746 58321 01/12/09 02/10/09 7
60955 05/05/09 06/20/09 19

609859 05/03/09 06/20/09 20

60121 04/02/092 046/20/09 42

60120 03/31/09 06/20/09 44

2817 58006 12/17/08 02/09/09 24
58397 041/08/09 02/04/09 5

58458 01/16/09 02/09/09 2

59697 03/13/09 05/13/09 29

8685 57522 11/20/08 12/15/08 3
12716 59275 02/28/09 04/01/09 8
9981 58329 12/31/08 02/25/09 26
59983 03/20/09 07/21/09 73

61547 05/30/09 07/21/09 22

61724-1 06/19/09 07/21/09 g

10186 61163 05/09/09 07/10/09 30
62269 07/06/09 08/04/09 7

5263 58661 01/29/09 02/20/09 2
8452 57700 11/26/08 12/17/08 1
58325 01/12/09 02/04/09 3

58623 02/17/09 03/11/09 2

b. Two (2) or 8% of twenty five (25) of travelers tested received travel
advances for travel that were subsequently cancelled. The travelers did
not return the entire travel advance received; instead they signed
allotment authorization for fixed semi-monthly installments.

Cause:

PSS did not adhere to its established policies and procedures for monitoring
and liguidating travel advances in a timely manner.

Effect:

Failure to adhere to the travel policies could result in high outstanding
advances balance and potential bad debts.
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COMMONWEALTH OF THE NORTHERN MARTYANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Schedule of Findings and Questioned Costs
Year Ended September 30, 2009

SECTION II — FINANCIAT STATEMENT FINDINGS

Finding No. 09-03, Travel Liquidaticon, Continued

Reconmmendation:

PSS should strictly adhere to its travel liquidation policies and procedures.
A report should be prepared and provided to the Commissioner for corrective
action.

Prior Year Status:

The above condition was cited as a finding in the Single Audit of fiscal
years 2005 through 2008.

- 57 -



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

Schedule of Findings and Questioned Costs
Year Ended September 30, 2009

SECTION IY — FINANCTAT, STATEMENT FINDINGS

Finding No. 09-04, Use of Preauthorized Trip Report
Criteria:

Pursuant to PSS Regulation 3420, Section G (3), travelers using per diem rate
should submit an approved detailed trip report explaining the purpose of the
travel, the event or meeting attended (if appropriate) and the benefit to the
traveler and PSS. All +trip reports must be submitted to the traveler’s
supervisor for approval bhefore submission te the Fiscal office. The
sufficiency of the +trip report shall be determined by the <traveler's
supervisor, who shall approve the report and return to traveler for
submission to the Fiscal office if the report is sufficient. If insufficient
and not approved, the supervisor shall return the trip report to the traveler
and request more information from the traveler for resubmission to the
supervisor.

Context:

pased on the risk assessment made and the planning materiality computed,
testing of internal control was performed over travel advances. Attributes
were identified based on the approved +travel policies of PSS. A non-
statistical sample of twenty-five (25) individuals was selected and
supporting documents were examined in accordance with the travel policies of
PSS. These individuals made an aggregate of 415 travels during the fiscal
year with aggregate travel advances of $226,690.

Conditiong

Trip report was not on file for the following travel authorizations:

Traveller Wo./ Travel
Employee No. Authorization Destination

2469 58037 Washington DC
58322 Washington DC

2606 60772 Honolulu HI
60961 Guam

2858 62447 Guam

Furthermore, most of the trip reports examined did not provide a detailed
description of what was obtained during the trip and how these could help
improve PSS.

Cause:
The Commissioner authorized the use of preauthorized trip report to be

submitted with the travel authorization before the actual travel, in lieu of
submitting a trip report together with the Travel Voucher after the travel.
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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, 2009
SECTION II — FINANCTATL STATEMENT FINDINGS

Finding No. 09-04, Use of Preauthorized Trip Report, Continued

Effect:

PSS is not in compliance with its +travel policies and procedures.
Furthermore, without a complete trip report, PS5 may not have a tool to
measure the effectiveness or to conduct a performance audit of the travel.

Recommendation:

PSS should strictly implement the use of trip report to summarize the results
of all off-island travels. A preauthorized trip report may be utilized for
inter-island travels; however, the policies and procedure for the use of
preauthorized trip reports should be approved by the PSS Board of Education.
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COMMONWEALTH OF THE NORTHERN MARTIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Schedule of Findings and Questioned Costs
Year Ended September 30, 2009

SECTICN II — FINANCIAT, STATEMENT FINDINGS

Finding No. 09-05, Use of Organization Credit Card

Criteriat

Pursuant to PSS' policies and procedures, all disbursements shall be through
issuance of checks. PSS’ credit card may only be used for on-line purchases
or other purchases as approved following PSS procurement policies and
procedures.

Context:
Test of travel advances and liguidationm.
Condition:

Four (4) of the 25 or 16% of travelers selected for testing of travel
advances used PSS credit card on several trips to pay for accommodations and
registrations.

Although some have promptly returned the cash advance upon return from the
trip, some travelers did not inform the fiscal and budget officer about the
use of credit card. The uses of the credit card were only noted by the fiscal
and budget officer upon preparation of the reconciliation of the credit card
account.

Causge:

There is a weakness in internal control over the monitoring and review of
travel advances and the use of credit cards which could result in fraud,
misuse and abuse.

Effect:
Unrecorded or unauthorized disbursements could be incurred and not be
detected in a timely manner. Furthermore, abuse and misuse of funds could be

perpetrated if employees other than the treasurer have access to the
organization’s credit card. '

Recommendation:

PS8 should review its policies and procedures over the use of its credit card
and should implement more stringent internal control monitoring procedures to
ensure that assets susceptible to fraud and misuse are safeguarded.
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COMMONWEALTH OF THE NORTHERN MARTANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Compenent Unit of the CNMI Government)

Schedule of Findings and Questioned Costs
Year Ended September 30, 2009

SECTION II — FINANCIAT, STATEMENT FINDINGS

Finding No. 09-06, Compliance with Appropriations Budget

Criterias

Pursuant to Public Law 16-32 or the 2009 Appropriations Act, Section 604 (c¢),
all government salaries, except for classroom teachers are frozen as of the
first pay period following the effective date of the Appropriation Act, which
is March 11, 2009.

Also, pursuant to Public Law 16-32 Section 720 (d)(2), no parts of the funds
appropriated for P88 operations shall be used to pay for any expenses,
including but not limited +to travel or reimbursement, of the Board of
Education, board members or staff.

Context:
Review of Minutes of Board Meetings and compliance with laws.
Conditions:

a. The P8S Board of Education, adopted certain salary adjustments during its
August 27, 2009 Board Meeting, as follows:

s Commissioner’s salary to increase from $70,000 per annum to $80,000 per
annum retroactively to the date of hiring, August 20, 2008.

s Legal Counsel’s salary from $55,000 to $70,000, effective retroactively
to October 30, 2008.

s Increase Board Secretary’s salary by 20%, effective retroactively to
October 30, 2008.

b, P88 made renovations to the office of the Board of Education amounting to
$9,590 and purchased controlled assets. These expenditures were funded by
PSS Operations Appropriations.

Cause:

a. The Board of Education increased the salary of the Commissioner and the
Legal Counsel to the legal limit set by the CNMI Law, notwithstanding the
restriction on salary increases on PL 16-32.

Furthermore, for the salary increase of the Legal Counsel and the Board of
Education’s Secretary, PSS believes that the increase does not vioclate the
provision of PIL, 16-32 because the Board had already approved the increase
during its October 30, 2008 meeting.

b. P38 believes that the renovations and the equipment purchased for the

office of the Board of Education were for the common use and benefit of
PSS Operations, and therefore allowable.
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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, 2009

SECTION IT — FINANCTAL STATEMENT FINDINGS

Finding No. 09-06, Compliance with Appropriations Budget, Continued

Effect:

It appears that PSS may be in violation of PL 16-32.

Recommendation:

PSS should evaluate the legality of its actions taken to increase salaries,
office renovations and equipment purchases to ensure compliance with Secticns
604 (c) and 720 (d){2) of Public Law 16-32 or the 2009 Appropriations Act.
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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, 2009

SECTION_II — FINAMCIAT, STATEMENT FINDINGS

Finding No. 09-07, Employment Contracts

Criteria:

PSS Regulation for Employment of Non-Certified Personnel §1404 and PSS
Regulation for Employment of Certified Personnel §1304, states that in no
event shall any applicant commence working without the Human Resource 0ffice
{(HRQ) first having a fully-executed employment contract.

PS8 Regulation for Employment of Non-Certified Persconnel §1601 and PSS
Regulation for Employment of Certified Perscnnel §1501, sgtates that the
decision whether to extend and offer for further employment is wholly within
the discretion of the Public School System. No tenure of any nature,
expressed or implied, is granted to any employee.

Context:

Non-statistically selected 60 contracts from the listing of new and renewed
contracts for fiscal year ending September 30, 2009.

Conditionss

a. For 14 of the 60 or 23% of employment contracts selected for testing of
contreols over recruitment and hiring, the effective date of contracts
were before the contract was fully executed.

Date o
Employee Effective Contract Workdays
Number Date was Signed Late Rate Amount

9458 10/14/2008 10/28/2008 11 $14.893 $ 1,310.58
12659 10/15/2008 11/1/2008 13 5,636 586.14
12591 11/15/2008 12/29/2008 31 1z2.331 3,058.09
12826 2/10/2009 2/17/2009 6 14.542 698.02
12963 3/16/2009 3/31/2009 12 7.262 697.15
12960 3/16/2009 3/30/2009 11 14.893 1,310.58
12549 8/31/2009 9/17/2009 14 14.893 1,668.02
13297 8/31/2009 9/9/200% 8 14.893 953.15
13319 9/8/2009 9/25/2009 14 100/day 1,400.00
55246 9/8/2009 9/21/2009 10 100/day 1,000.00
13332 9/8/200% 9/24/2009 13 9.292 966.37
2771 $/8/2009 11/5/2009 43 13.419 4,616.14
8693 9/8/2009 9/24/2009 13 100/day 1,300.00
9302 9/14/2009 9/18/2009 5 6.062 500.00
$20,064.24
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHQOL SYSTEM
(A Component Unit of the CNMI Government)

Schedule of Findings and Questioned Costs
Year Ended September 30, 2009

SECTION IT — FINANCTIAL STATEMENT FINDINGS

Finding No. 09-07, Employment Contracts, Continued

Conditions, Continued:

b. Employment contract of Employee No. 9013 was not on-file for 8Y 2008-2009.
Subsequent year’'s contract was on-file.

Cause:

Due to the need for the School Year to open on-time, certain principals, as
authorized by the Commissioner, allowed teachers to report for work before
the contract was signed and properly executed.

Effect:
PSS is not in compliance with its policies and procedures. Furthermore, any
payments made before the contract is signed may be un-allowed costs because

employment contracts are not effective until signed by all contracting
parties.

Recommendations:
PSS should strengthen existing policies and procedures for monitoring of all

employment contracts and ensure that all contracts are properly signed and
executed before its effective date.
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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, 2009

SECTION II — FINANCIAL STATEMENT FINDINGS

Finding No. 09-08, Medical Examination at the Start of Contract for New
Employees

Criteria:

PSS Regulation for Employment of Non-Certified Personnel §2103 and PSS
Requlation for Employment of Certified Personnel §3103, requires employees to
undergo physical examination at a health care provider acceptable to the HRO
prior to the commencement of the contract term.

Context:

Non-statistically selected 60 contracts from the listing of new and renewed
contracts for fiscal year ending September 30, 2009.

Condition:

51 of the 60 or 85% of the contracts selected were for new employees. Of the
51 new employee contracts tested, 27 or 53% did not have the physical
examination record on-file for independent review and inspection.

Cause:

There is a lack of monitoring controls to ensure that all requirements for
hiring are completed and on-file prior to the effective date of employment
contract.

Effect:

PSs is not in compliance with its Human Resources policies and procedures.
Furthermore, health and safety of students and personnel may be compromised
and at risk.

Recommendation:

PSS should strengthen its Human Resources policies and procedures to ensure
that all requirements for hiring are completed and on-file prior to the
effective date of employment contract. Furthermore, document retention and
filing should be improved to facilitate ease of file retrieval.
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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, 2009

SECTION II — FINANCIAT. STATEMENT FINDINGS

Finding No. 09-09, Sole Scurces Contracts

Pursuant to Education Department General Administrative Regulations § 80.36
Procurement (d){4){(f)(f) Contract cost and price, grantees and subgrantees
must perform a cost or price analysis in connection with every procurement
action including contract modifications. A cost analysis will be necessary
when adequate price competition is lacking, and for sole scurce procurements,
including contract modifications or change orders, unless price
reasonableness can be established on the basis of a catalog or market price
of a commercial product sold in substantial ¢uantities to the general public
or based on prices set by law or regulation. A price analysis will be used in
all other instances to determine the reascnableness of the proposed contract
price.

Context:
Based on auditor’s judgment, selected 9 individually significant contracts
and mnon-statistically selected 25 contracts for examination of compliance

with PSS procurement regulations.

Condition:

Wo Cost and Price Analysis documentation for the contract award of the
following sole-sourced contract:

Contract
Number Purpose Amount
58991 Honorarium for Training ] 9,000
58167 Financial Management Consultant 60,000
61879 To procure software for 2 schools 204,176
52262 Training and Technical Assistance 89,541
Cause:

PSS did not adhere to Education Department General Administrative Regulations
§ 80.36 for sole source procurements.

Effect:
PSS procurement policies and procedures are not in compliance with the U.S.
Department Education procurement regulations for grantees. Over pricing of

sole source procurements may occur and not be detected in a timely manner.

Recommendation:

The Procurement policies and procedures of PSS should be revised to incorporate

federal procurement regulations.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHQOOQOL SYSTEM
(A Component Unit of the CNMI Government}

Schedule of Findings and Questioned Costs
Year Ended September 30, 2009

SECTION IITI — FEDERATL AWARDS FINDINGS AND QUESTIONED COSTS

Allowed Cost and Cost Principles — Special Education and Consolidated Grants

Finding No. 09-10

CFDA No.

Findings/Noncompliance

84,027
84,922

Criteria:

All accounting entries should be properly
gsupported and approved.

Context:
Audit of accounting journal entries.
Conditions:

PSS provided a post trial balance adjusting
journal entry to reclassify federal expenditure
of $204,176 to local funds and vice wversa. The
adjustment was made only after the auditor
presented Finding 09-09. Board approval was not
obtained. The reclassification involved the
transferring of personnel cost of highly
qualified teacher from local funds to federal
funds and a transferring of the following
federally funded expenditures to local funds:

Contract

Number Purpose Amount
61879 To procure software for 9 schools § 204,176
52262 Training and Technical Aszsistance B9,541
Causeg:

PSS did not obtain Board approval.

Effect:

The adjustment was not properly authorized.
Therefore, a questioned costs exists totaling

$293,717.

Recommendation:

PSS should ensure that all adjusting Jjournal
entries are properly supported by corroborating
evidential documentation and are properly approved
prior to posting in the general ledger.
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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, 2009

SECTION III — FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS

Eligibility — Special Education

Finding No. 09-11

CFDA No.

Findings/Noncompliance

84.027

Criterias

Pursuant to CNMI Special Education Guidelines,
summary of Eligibility should be prepared every
three years of all children eligible under the
Special Education Grant.

Context:

Based on risk assessment, non-statiscally
selected 60 student’s folders for examination,

Condition:

For four or 7% of 60 student folders tested, the
last eligibility summary was conducted more than
3 years after last evaluation/reevaluaticn.

Cauge:

There is a lack of monitoring internal controls,
especially for children moving from one school to
another,

Effect:

PSS i= not in compliance with its policies and
procedures on eligibility of children with
special needs. Furthermore, if the eligibility
summary is conducted late, the children’s special
needs may not be addressed in a timely manner.

Recommendation:

PSS should ensure that monitoring centrols are in
place to timely update +the special needs of
students. <Coordination should be made by the
schools for c¢hildren with special needs who
transfer or move from one school to another,

- HB =

Questioned
Costs



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, 2009

SECTION ITTI — FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS

Allowed Cost and Cost Principles — Special Education

Finding No.

09-12

CrDA No.

84.027

Date

Findings/Noncompliance

Criteria:

Pursuant to PSS Procurement policies, purchases
should not be artificially divided to preclude
proper procurement policies and procedures.

Condition:

The following small purchase orders appear to be
artificially divided:

Check Na.

Particulars PO Number

PO Date

Vendor

inv. No.

Invoice
Date

Questioned
Cosgts

s -
Amount

09/03/09

10/20/08

105476

Calendar book Blue

08/17/09

hackground 63214 0g/13/0% 5924
Calendar book Black

background 63128 08/12/0% 94904 08/17/09

99358 SPED professicnal

development 9/5/09 51147 09/23/08 0908-08 09/05/08

SPED professional

development 9/4/09 57146 09/23/08 06908-07 09/04/08
Cauge:

The Procurement Officer based the purchases on
the requisition prepared by +the requesting
department and overlooked that the nature of the
services is the same.

Effect:

PSS is not in compliance with its procurement
pelicies and procedures.

Recommendation:

PSS should adhere to its established policies and
procedures and should strengthen internal control
monitoring procedures over its procurement
activities to prevent and detect potential
circumvention of such policies and procedurss.
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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, 2009

SECTION III - FEDERAT, AWARDS FINDINGS AND QUESTIONED COSTS

Barmarking - BEnrollment of Children with Disabilities — Head Start

Finding No. 09-13

CFDA No.

Findings/Noncompliance

93.600

Criteriags

Pursuant to ACF-PI-HS-09%-04, under the Head Start
program, at least 10% of actual enrcllment must
serve children with disabilities.

The Head Start Act requires Human Health Services
to provide Head Start agencies, 1in appropriate
circumstances, with waivers of this 10 percent
enrollment requirement.

Context:

Non-statistically selected 3 months and obtained
the Monthly Director's Report for these months.

From the Monthly Director’s Report, obtained the
enrollment information and compared requirements
of the Head Start Act.

Conditiong
The Head Start Program does not meet the required

enrollment level and did not obtain the required
waiver.

. Disability’
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COMMONWEALTH OF THE NCORTHERN MARTANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

Schedule of Findings and Questioned Costs
Year Ended September 30, 2009

SECTICN III — FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS

Earmarking - Enrollment of Children with Disabilities — Head Start, Continued

Finding No. 09-13, Continued

CFDA No.

93.600

Findings/Noncempliance

Cause:

PSS asserts that it has exerted efforts to
recruit children with disability but enrollment
levels of children with disability remains low
since the CNMI has improved its health and
awareness  programs for pregnant women and
children, thereby reducing the number of children
with disability in the CHNMI.

Effect:

PS8 1is not in compliance with the program
requirement of the Head Start Act.

Recommendation:

PSS should obtain a waiver from the grantor
pursuant to ACF-PI-HS-09-04.

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, 2009

SECTION IV — SCHEDULE OF FPRIOR YEAR AUDIT FINDINGS

2008 audit Findings

Finding No. 08-01

Conditions

I noted the following:
a. BEight (8) or 18% of forty five (45) travel authorization (TAa)
requested were not provided for testing.

b. Of the thirty-seven (37) TA‘s examined, 1 or 3% was not submitted
within the prescribed period.

The justification for the late TA was that the notification of invitation
from PSS Curriculum and Instruction was received late. However, when we
examined the invitation it was sent out 15 days before the travel date, which
provides for sufficient time to complete the TA within the 5 working days
allowance.

Corrective Action:

Public School System is in the process of upgrading the JDE Systems to
include the electronic signature, filing and approval of all documents which
will expedite processing and approval of Travel Authorizations. This upgrade
is expected to be finalized between September through December 2009,

Status:
Unresolved, 8imilar condition was cited during my 2009 Single Aaudit as

Finding No. 09-01. Also the corrective action plan was not implemented.

Finding No. (8-02

Conditions:

For six (6) or 16% of the thirty-seven (37) travel authorizations examined,
travel advances were issued to travelers with unligquidated travel advances.

Auditee Regponse and Corrective Action Plang:

For fiscal year 2009, the Fiscal and Budget officer developed a form whereby
the Commissioner of Education can authorize and approve travel advances for
employees with outstanding travel advances when the situation warrants. This
form will document the extenuating circumstances for the unliquidated travel
advances,

Status:

Unresolved. Although the issuance of travel advance were supported by an
authorization from the Commissioner, the documentations do not include the
narrative of the extenuating circumstances for the unliguidated travel
advances.
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COMMONWEALTHE OF THE NORTHERN MARTANA ISLANDS
PUBLIC SCHOOL SYSTEM
(& Component Unit of the CNMI Government)

Summary Schedule of Unresolved Prior Year Audit Findings
Year Ended September 30, 2009

SECTION IV — SCHEDULE OF PRIOR YEAR AUDIT FINDINGS

2008 Audit Findings, Continued

Finding No. 08-03

Condition:
I noted the following:

a. For thirteen (13) or 29% of forty five (45) of travel authorizations
tested the travel advance liquidations are either not yet liquidated
or were not on file.

b. Six (6) out of the thirty-two (32} travel advance liguidations
examined submitted their travel wvoucher after the 15 working days
allowance.

Auditee Regponge and Corrective Action Plan:

PSS should designate an employee to monitor travel advances +t0 ensure that
such are liquidated in accordance with PSS Regulation 3420, section G (1l). A
report should be prepared and provided to the Commissioner for corrective
action.

Status:
Unresclved. Similar condition was cited during my 2009 Single Audit as

Finding Wo. 09-03.

Finding No. 08-04

Condition:

The independent verification of current free and reduced price eligibility of
households was not conducted for the fiscal year ending September 30, 2008,

Auditee Response and Corrective Action Plan:

Management will ensure that the PS8 Federal Monitor performs this annual
verification of random sample of applications for free and reduced price
school meals on or before December 15th of each year.

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 Unresolved Prior Year Audit Findings
Year Ended September 30, 2009

SECTION IV — SCHEDULE OF PRIOR YEAR AUDIT FINDINGS

2007 Audit Findings

Finding No. 07-01
Condition:
As of September 30, 2007, outstanding travel advances are as follows:

Balance as

of September No. of

30, 2007 Traveler

0ld Accounts $ 290,216 439
Employees $ 54,723 108
Non-Employees 36,497 120
Students 4,666 42
95,886 270

Total S 386,102 709

e The $290,216 old accounts were for travels before PSS implemented its
updated travel policies.

Current Over 30 days
Balance at No. of No. of
9/30/07 Amount Traveler Amount Traveler
Employees 3 54,723 3 21,248 5% $ 33,475 49
Non-Employees 36,497 2,248 14 34,249 106
Students 4,666 1,345 7 3,321 35
5 95,886 $ 24,841 80 5 71,045 190

+ Of the $95,886 (270 travelers) only $24,841 (80 travelers or 30% of
total travelers) are current.

e 190 travelers or 70% of total travelers with aggregate travel advance
balance of $71,045 or 74% have unliquidated travel advances.

Corrective Action:

PSS management and the Board are reviewing its current travel policy. Office
of Fiscal and Budget, Travel Section is regqularly preparing statement of
accounts for travelers with outstanding travel advances and are requiring
signed allotment authorization. For non-PSS employees, the Coordinators are
held liable for unliquidated travel advances.
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COMMONWEALTH OF THE MORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
(A Component Unit of the CNMI Government)

summary Schedule of Unresolved Prior Year Audit Findings
Year Ended September 30, 2009

SECTION IV — SCHEDULE OF PRIOR YEAR AUDIT FINDINGS

2007 Audit Pinding, Continued

Finding No. 07-01, Continued

Status:

Unresclved. Similar condition was cited during my 2009 and 2008 Single Audit
as Finding Nos. 09-03 and 08-03, respectively.

2006 Audit Findings

Finding No. 06-02

Conditiong:

¢. Two (2) or 10% of the twenty (20) travel authorization tested were mnot
submitted within the prescribed period.

d. 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.

Corrective Actions

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.

Supporting documents for +the 3 travel authorization noted above were
obtained.

Status:

Unresolved. Similar condition was cited during my 2009 and 2008 Single Audit
as Finding Nos. 09-01 and 08-01, respectively.
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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, 2009

SECTION IV — SCHEDULE OF PRICR YEAR AUDIT FINDINGS

2006 Audit Pinding, Continued
Finding No. 06-03

condition:

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

Corrective Actions

PSS through the Fiscal and Budget office, travel section are actively
pursuing collections of unliquidated travel advances.

status:

Unresolved. Similar condition was c¢ited during my 2008 Single Audit as
Finding Wo. 08-02.

Finding No. 06-04

Conditions

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.

Corrective Action:

PSS through the Fiscal and Budget office, travel section are actively
pursuing collections of unliquidated travel advances.

Status:

Unresolved. Similar condition was cited during my 2009 and 2008 Single Audit
as Finding No. 09-03 and 08-03, respectively.
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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, 2009

SECTION IV — SCHEDULE OF PRIOR YEAR AUDIT FINDINGS

2005 Audit Findings

Finding No. 05-03

Condition:

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 period.

Corrective Action:

The Commissioner of Education issted 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
Qctober 20, 2004, regarding processing of travel authorization.

Status:
Unresolved. Similar condition was cited during my 2009 and 2008 Single Audit

ag Finding Nos. 09-01 and 08-01, respectively.

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 Action:

PSS Fiscal and Budget Office 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. S8imilar condition was cited during my 2008 Single Audit as
Finding No. 08-02.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOQOL SYSTEM
{A Component Unit of the CNMI Government)

summary Schedule of Unresolved Prior Year Audit Findings
Year Ended September 30, 2009

SECTION IV — SCHEDULE OF PRIOR YEAR AUDIT FINDINGS

2005 Audit Findings, Continued

Finding No. 05-05

Conditions:

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

d. 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 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 staff, dated
October 20, 2004, regarding processing of travel authorization.

Status:

Unresolved. Similar condition was cited during my 2009 and 2008 Single Audit
as Finding Nos. 09-03 and 08-03, respectively.
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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, 2009

SECTION IV — SCHEDULE OF PRIQR YEAR AUDIT FINDINGS

2004 Andit Findingsg
Finding No. 04-06
Condition:

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

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

b. 1 out of 16 travelers traveled without an approved travel
authorization. We noted that an approval was subsequently made for
the reimbursement of the trip. This incident indicated a violation of
the local and federal regqgulations as the cost was allccated under the
federal account.

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

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

e. 1 out of 16 travelers was paid with a per diem of two days in the
amount of $354. The two days were initially applied as annual leave
based on the original Jjustification 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:

Unresolved. Similar condition was cited during my 2009 and 2008 Single Audit
as Finding Wos. 09-01 to 09-03 and 08-01 to 08-03, respectively.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOQOL SYSTEM
(A Component Unit of the CNMI Government)

Summary Schedule of Unresoclved Questioned Costs
Year Ended September 30, 2009

V. SUMMARY OF UNRESOLVED QUESTIONED COSTS

Unresolved questioned costs for the year ended September 30,
$293,717.
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STATE BOARD OF EDUCATION
PUBLIC SCHOOL SYSTEM
PO.BOX 501370
SAIFAN, MP 96950

Liwra L Blance-Moratiia

Chairperson

Mervionu S. Ada

Vice-Chalrperson Commissioner of Education
0. Tanva King Rita A. Sﬂbkﬂl,lE{f.D.
Secretary/Treasurer coe. rasi@pss. cnmi.mp
Members June 29’ 20 1 0

Hermae T Guerrere
Gabvin 8 Deleon Guerrere

Non Public School Rep.

g;:*:;;’:,'}f;’f:;’;‘;mme JSCOTY MAGLIARI & COMPANY
PMB 297 BOX 10000
Teacher Represeniative Saipan, MP 86950

Dear Mr. Magliari:

We are transmitting herewith our responses to the audit findings and
recommendations per your audit report for FY 2009.

We hope that the attached plan of corrective action responses is sufficient to
address the audit findings and recommendations.

Sincerely,

Richard Waldo
Director of Finance
Cc:  BOE

COE

ADCA

File

Board of Education Commissioner of Education
Telephone : (670) 237-3010 Telephone : (670) 237-3001
Fax ' (670) 664-3711 website: http://www.pss.cumi.mp Fax 1 (670) 664-3798
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Plan of Corrective Action:

Finding No. 09-01

PSS Management will ensure travelers adhere to the travel policies in place. In addition, travel
policies will be reviewed and revised by management to ensure they meet the needs of the
organization.

Finding No. 09-02

As part of the Travel Authorization process, PSS will ensure that all required documents are
provided before being presented to the Chairperson of the Board and to the Commissioner of
Education as appropriate.

Finding No. 09-03

PSS Management will send out a memo reminding all PSS employees to submit travel vouchers
within the specified time in accordance with the PSS travel policy. In addition, travelers will be
reminded that travel advances should be returned for any cancelled trips.

Finding No. 09-04

PSS Management will ensure all approved travel will include a trip report to summarize the
results of an off-island travel. In addition, travel policies will be revised to allow for the use of
preauthorized trip reports. Travel policies will be provided to the Board of Education for review
and approval.

Finding No. 09-035

PSS Management will develop Credit Card Policies and Procedures to ensure duplicate payments
are not being made. In addition, policy and procedures will include the requirements to return all
cash advances promptly.
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Finding No. 09-06

1. The Board of Education determines the effective date for transactions involving its own
employees. The October Board meeting is the effective date for the salary increases of it
three employees: the Commissioner of Education, Legal Counsel, and the Board
secretary.

2. To reiterate, the Board of Education facilities are for the use of PSS employees and
parents of students, The Board also allows community partners such as NMC to use the
facility for distance education.

Finding No. 09-07

1. Contract effective date is to be inserted onto contract only after contract is fully processed and
all authorization signatures are obtained.

2. All school principals and program managers will be reminded via memo that employees are to
work only after the contract is fully processed and all authorization signatures are obtained.

Finding No. 09-08

Human Resources adhered to policy of obtaining the required medical examination records for
new employees, However, due to recent transfer of HRO files and documents to Lower Base for
archival records storage, the medical examination records could not be located.

As a safeguard, Human Resources will scan all necessary documents using the newly acquired
Laser fiche digital records management system.
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Finding No. 09-09

PSS procurement policies and procedures do not require a cost analysis for sole source contracts.
The specifics on the four contracts are as follows:

Contract # 58991 - The $9,000 honoraria for Dr. Elizabeth Reilly, a provider of training for
our SPED program is below the $10,000 price threshold for a contract.

Contract # 58167 - $60,000 for Edward S. Tenorio for one year of financial management
services was 50% locally funded and 50% funded from unrestricted rate indirect costs and
meets the PSS procurement requirements.. His contract amount, from a price analysis
perspective, is 20% cheaper than the cost of the contract of our last Director of Finance;
Contract # 61879 — The $204,176 is the third phase of a three phase contract that aligns all
schools on the same student data system. The PSS used price comparison in the selection of
Rediker over Winschool, PowerSchool and Grade-Quick Pro back in 2006 when PSS decided
rather than using four student data software systems to select one.

Contract # 52262 — Guam CEDDERS is the University of Guam based technical assistance
and regional training center for special education programs in Guam, CNMI and the FAS
school districts. Further, government to government contracts are exempt from the PSS
procurement regulations. This annual training was put out to bid for three (3) consecutive
years, 2006-2008 with only one bidder responding which was Guam CEDDERS. When the
CNMI Special Education program requested to bid it for the fourth year, they were advised to
use sole source as there is only one qualified and interested provider in our region.

To ensure that these are not repeat findings, we will use competitive bidding procedures, for
future student data software contracts, for any management contracts and for SPED trainings that
exceed the $10,000 threshold.

Finding No. 09-10

The Rediker reclassification only affects two federal and the one local account in an equal
amount, The CEDDERS contract affects one local and one federal account in an equal amount.
In both instances the end result is a wash as the federal accounts pay for personnel transferred
from the local account and the local account pays for contracts transferred from the federal
account,

Finding No. 09-11

The 1EP process is current for 94% of our 952 Special Education students. The percentage has
been reduced year by year by the PSS Federal Monitoring system.
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Plan of Corrective Action:

Finding No. 09-12

- In house training for support staff, particularly new statf, on the procurement process.
- Attach all price quotations from vendors to Purchase Requisitions demonstrating receipt of
price quotations and selection of lowest price or other justification as necessary.

Finding No. 09-12.1

PSS Headstart achieved a 9% rate on its goal of enrolling 10% disabled students. Due to a higher
priority being placed on attracting disabled students, PSS Headstart will meet the 10% goal in
school year 2010-2011.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
PUBLIC SCHOOL SYSTEM
{A Component Unit of the CNMI Government)

Statistical Section
Last Bight School Years

L. NET ASSETS
2009 2008 2007 2006 2005 2004 2003 2002
Invested in caphtal assets ¢ B5 403530 S BAA83662 $ 84007616 5 B2,B1A07E 5 7O.06670D S BDI3G3ST 5 T79.BRATSC 5 TA9ERTIS
{nvested [n improvement projects in progress 2,999,426 2,979,773 4,641,329 3,540,460 3,156,692 1,907,967 1,888,369 8,511,378
Linrestricted (9,149,389} (3,025,779} 906,235 {453,821} {1,167,231} 1455 306 1,596,239 1,606,555
§ 79253967 3 86437656 S BOA4SIR0 $ B58097i7 5 81056161 $ 83502630 ¢ 83172358 3§ 85116708

Net Assets.

[T .

$ip0,000000

e ———————— T —— sy ——

$80,000,000
360,000,000 < T
2002 2003 2004 2005 2006 2007 2008 2009
il CHANGES IN NET ASSETS
2009 2008 2007 2006 2005 2004 2003 2002
Program revenues
Grants and contrtbutions $ IB706673 3 27688584 $ 28511455 $ 28340642 S 34635642 F 23538310 & 23492622 % 16848756
Charges for service 1,368,328 1,335,432 1,588,862 563,917 140,100 142,745 116,152 60,685
Total program revenues 30,075,601 29,024,016 30,100,317 28,904,555 34,775,742 23,682,064 23,608,774 16,905,441
Expenses {72,999 334) {70.260,117) (67,898,067) {65,523 166) {73,338,189) {61,261,826} (63,372,920} {54,920411}
General revenues
Unrestricted CNM! appropriations 34,601,764 35,847,444 36,723,414 37,209,928 37,404,908 37,209,928 37,794,725 36,830,342
Capital improvement, CNMVE 43,740 674,891 4817338 3,623,624 1,238,174 - - -
Miscellaneous, unrestricted - - 4460 100,081 - 140,316 25,071 943,255
Tutal general revenues 34,645,504 36,522,336 41,543,213 40,933 443 38,639,082 37,350,243 37,319,796 37,773,597
Changes in net assets {8,278,329) 4,713,765} 3,745,453 4,314,836 76,635 {229,518) {1,944,350) {237,373)
Current year restatement 1,095,140 1,506,241 - 528,720 {2.523,104) 5RO, 790 -
Net assets - beginning 86,437,656 89,645,180 85,899,717 81,056,161 83,502,630 83,172,358 £5,116,708 85,354,081
Het assets - ending $_72,253967 S BGA3TE56 S 89645180 8 83056161 3 83502630 S 83172358 & 85116708

Changes in Net Assets

o

$5,000,000 ~|/
,/‘ZﬁUZ
$(5,000,000)
i
L -~ p
$(16,000,000) L 7

! meginning 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 past eight fiscal years information are presented.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS

PUBLIC SCHOQL SYSTEM

(A Component Unit of the CNMI Government)

REVENUES BY SOURCE

Statistical Section
Last Eight School Years

in thousonds 2009 2008 2007 2006
Unrestricted CNMI appropriations  $ 34,602 53.5% $35,847 547% $ 36,721 51.3% $ 37210 533%
Grants and contributions 28,707 444% 27,689 42.2% 28,512 39.8% 28,341  40.6%
Capital improvement, CNMI 44 0.0% 675 1.1% 4,817 6.7% 3,623 5.2%
Charges for service 1,368 2.1% 1,335 2.0% 1,589 2.2% 564 0.8%
Miscellaneous, unrestricted - Q.0% - 0.0% 4 0.0% 100 0.1%

$ 64,721 100.0% $65546 100.0% $§ 71,643 100.0% $ 659,838 100.0%

in thousands 2005 2004 2003 2002
Unrestricted CNMI appropriations  $& 37,405  51.0% $37,210 61.0% $ 37,795 615% $ 36,830 67.4%
Grants and contributions 34,636 A47.2% 23,539 38.68% 23,493  38.2% 16,849 30.8%
Capital improvement, CNMI 1,234 1.7% - 0.0% - 0.0% - 0.0%
Charges for service 140 0.1% 143 0.2% 116 0.2% 61 0.1%
Miscellaneous, unrestricted - 0.0% 140 0.2% 25 0.1% 943 1.7%

$ 73,415 100.0% $61,032 1000% 5 61,429 100.0% § 54,683 100.0%

EXPENSES BY FUNCTION

in thousands 2009 2008 2007 2006
Instruction:
Regular 5 24,807 339% $25124 35.7% 5 27,265 403% § 28,147 43.1%
Special education 8,374 1135% 7,623 108% 7,736 11.4% 9,100 13.9%
Co~curricular 2,086 2.59% 2,256 3.2% 1,689 25% 1,319 2.0%
Student services 15,830 21.7% 14,202 20.2% 15,353 22.7% 16,183 24.8%
Support servicas:
General administration 1,558 2.1% 1,895 7% 2,825 4.2% 2,278 3.5%
Schoaol administration 3,383 4.6% 4,216 6.0% 6,063 8.9% 3,948 6.0%
Other support 3,374 4.6% 4,198 6.0% 2,592 38% 95 0.1%
Community 1,072 1.5% 1,513 2.2% 2,448 3.6% 2,151 3.3%
Individual programs 2,552 3.5% 1,963 2.8% 766 1.1% 1,380 2.0%
Unfunded retirement 8115 11.1% 6,014 3.6% - 0.0% - 0.0%
Depreciation - unallocated 1,850 2.6% 1,256 1.8% 1,161 1.5% 922 1.3%

5 73001 100.0%

$70,260 100.0%

$ 67,898 100.0%

$ 65523 100.0%

in thousands 2005 2004 2003 2002
Instruction;
Regular $ 28,694 39.2% $27948 457% $ 28492 450% $ 27,089  494%
Special education 10,203 13.9% 9,498 155% 8,623 13.56% 7088 129%
Co-curricular 1,482 2.0% 1,071 1.7% 98 0.2% 725 1.3%
Student services 20,513 28.0% 10414 17.1% 13,509 21.2% 8,529 155%
Suppaort services:
General administration 3,035 4.1% 2,786 4.5% 1,656 2.6% 2,105 3.8%
School administration 4,789 6.5% 4,676 7.6% 4,606 7.3% 3,980 7.2%
Other support 179 0.2% 184 0.3% 1,043 1.6% 1,520 2.8%
Community 2,633 3.6% 2477 4.0% 2,630 4.2% 1,843 34%
Individual programs 780 1.1% 869 1.4% 686 11% 200 1.6%
Unfunded retirement - 0.0% - 0.0% - 0.0% - 0.0%
Depreciation - unallocated 1,030 1.4% 1,339 2.2% 2,030 3.2% 1,142 2.1%

$ 73,338 100.0% $61,262 100.0% § 63,373 100.0% $ 54,921 100.0%




