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Summ ary The Office of the Public Auditor (O PA) contracted with D eloitte, an independent auditing
firm, to conduct the CN M I-Wide Single Audit for the fiscal year ended September 30, 2007.
T he audit was conducted in accordance with auditing standards generally accepted in the
U nited States and with applicable provisions of Govenment Audiing Sandardsissued by the
Comptroller General of the U nited States. This summary presents OPA’s review of D eloitte’s
Report on the Audit of Finandal Statementsin Aaordance with OM B Ciraular A-133. As such, no
audit opinion on the related datais expressed nor inferred by OPA.
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Revenue collections dropped by 17%

Actual Generl Fund revenue colections btaled $1599M, adecreaeof $328M from the prior
year.T he General Fund receives he bulk of its revenue in taxes (ncome, business grss,
excise), charges for sdesand savices, and licenses and fees. Declines in revenue is relatedto
the drop n touristarrivas t the islands significantly reduced gament manufaduring etivity,
and the general downturn in the economy.

Expenditures decreased by 7.6%

Reduced budgedlotments and the impostion of austerity measuresby the Administration
haveled to cutbacks n General Fund expendiures Actual General Fund expendiures
decreasal by $159M from $2090M in FY06 b $1931M in FYQO7. Skaresand wages which
constitute the largest expenditure item, decreased 7.4% from $109.3M in FYO06 to $101.2M in
FYQ7. Other reductionsinclude utilities which decreased by $5.8M, travel by $876K, and
supplies by 875K. Increases oagared in other areasncluding professonal servces,captal
outlays, and repars & maintenance.

Questioned Costs Increased to $72 Million

Federal awards by grantor agencies require that recipients comply with grant terms and
conditions. Questioned cogts can result in the return of grant funds by the CN M1 to the
Federalgranbr agerties.For FY07, questioned wsts increased by$2.2M, bringing the btal
amount to $72M. Of the $22M in quedioned coss in FY07, $584K relted © isuesregading
period of avalabiity, and $658K related to proarement, suspersion, anddebarment cone@rns.
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Audit Findings

Audit “findings” represent known violations of accounting principles aad noncompliance with
and/or weaknesses in internal controls. There was one additional finding reported by the
audtors, bringing the totalto 53. Of the prior findings 19 had corective ations aken.For
FYO07, there were 11reported findings rehting to the financial statements ofwhich 10 had
significant defciendes n internal control over financial reporting, 5 had material weakresses,
while 1 instance reported noncompliance or other matters.

Among the mgjor findings reported by the auditors were:

1) unaudited financial staements for major component units, including the Commonwealth
U tilities Corporation, the Public Sthool Sysem, the N orthern M ariana Islands
Retirement Fund, and the Commonwealth D evelopment Authority;

2) lack of palicies and procedures relating to billing and collection procedures a the
Commonweath Heath Center;

3) outstanding travel advancesof $15M, of which $11M represents anry forwards from
prior years.

In addition, with respect to Federal awards, £ were reported to be noncompliant with
requirements established by OM B Circular A-133.

Audi t Opini on

T he audtor’s “opinion” represerns a satement by he audtor as b the degee of rliability that
can be phaed on he financil stattments. The higheg standad is alled a1 “unqualified
opinion.” T his means hatthe audtor states hatthe “statements presenfairly, in all material
respects, the financial condition” of the audited entity. The next level of an auditor’s opinion is
a“qualified ophion.” In this as, the aiditor’'s gatement would include the wording “except
for” and then adescription of the area(s) that cannot be relied upon. The lowest standard is
cdled a “adverseopinion” in which the auditor satesthatthe financial siatements annotbe
relied upon.

The CNMI'sFY(Q7 financial statementsreceived a“Q ualified” audit opinion from the
indeperdent audtors onthe financial statements.The major qualificaions cted by the audtors
included:

1) The CN MI'sinability to determine the propriety of tax rebaes payable and anounts due
to component units bdances, and their effect on the determination of revenues and
expendituresexpenses.

2) The CN M I'sinability to determine the propriety of receivable from arelated party of the
Commonwealth Ports Authority (CPA).

3) Thesubmission of unaudited financial statements of the N orthern M ariana Islands
Retirement Fund, the Government Heath and Life Insurarce Trust Fund, Workers’
Compensation Commission; the Commonwealth Development Authority; the
Commonwealth Utilities Corporation; and the Public School System.

A copy of the full financial statements may be obtained from the Office of the Public Auditor

Michael S. Sablan, CPA P.O. Box 501399
Public Auditor Saipan, MP 96950
Commonwealth of the Northern Mariana Islands Tel. No. (670) 322-6481
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