
















































































































































































































































































COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS

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

Procurement and Suspension and Debarment - All Major Programs

Finding No. 2005-31

Criteria: Federal regulations state that all procurement transactions will be conducted in a
manner providing full and open competition. Grantees and subgrantees will use their own
procurement procedures, which reflect applicable state and local laws and regulations
provided that the procurements conform to applicable federal law. Small purchase procedures
are those relatively simple and informal procurement methods for securing service, supplies or
other property that do not cost more than the simplified acquisition threshold fixed at 41
U.S.C. 403(11) (currently set at $100,000). If small purchase procedures are used, price or
rate quotations shall be obtained from an adequate number of qualified sources.

Condition: The CNMI Procurement Regulations Section 3-105 states the following:

. Any procurement not exceeding the amount established herein may be made in
accordance with small purchase procedures. However, procurement requirements shall
not be artificially divided so as to constitute a small purchase.

. Bidding is not required for procurement under $2,500.

. Bidding is not required but is encouraged for procurement over $2,500 and under
$10,000. The individual with the expenditure authority must obtain price quotations
from at least three vendors and should base the selection on competitive price and
quality for procurement valued at $2,500 to $10,000. Any price quotations must be
written, documented and submitted to the Procurement and Supply Director for approval.

. Purchase orders may be utilized for small purchases subparagraphs (2) and (3).

It appears that the absence of competitive procurement for items less than $2,500 does not
conform to the federal requirement. Additionally, it does not appear that funding agencies
approved such a threshold. As a result, the above requirement does not appear to conform to

federal requirements.

Cause: The cause of the above condition is the lack of awareness and incorporation of federal
regulations within the CNMI’s Procurement Regulations.

Effect: The effect of the above condition is lack of full and open competition on federal
funded purchases. No questioned costs result from this finding due to our inability to assess
the dollar amount of items less than the threshold that may not have been subject to

competitive procurement requirements.

Recommendation: We recommend that the CNMI review its current procurement regulations
to ensure conformity with applicable federal laws.

Prior Year Status: The lack of awareness and incorporation of federal regulations within the
CNMTI’s Procurement Regulations was reported as a finding in the Single Audit of the CNMI

for fiscal year 2004.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS

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

Finding No. 2005-31, Continued

Auditee Response and Corrective Action Plan:

Name of Contact Person: Herman Sablan, Director, Procurement and Supply

Corrective Action: We agree that the CNMI Procurement Regulations do not adequately
define small purchase procedures for procurements under $2,500. The intent of the
procurement regulations is to define competitive procedures for all purchases but competitive
procedures for items under $2,500 are not specifically defined, We will amend the CNMI
procurement regulations to specifically define the competitive procedures to be used for
procurements under $2,500. The Federal Acquisition Regulations (FAR) procedures for micro
purchases appear to be a good model to use in developing our own regulations for these
purchases. '

We still question the statements within the finding about incorporating Federal regulations

within our procurement regulations. Our understanding of the Common rule is that in general
local procurement regulations apply unless there is a conflict with Federal laws or regulations.

Proposed Completion Date: FY2007
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS

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

Procurement and Suspension and Debarment - All Major Programs

Finding No. 2005-32

Criteria; In accordance with OMB Circular A-87, Attachment B, Section 43, costs incurred by
employees and officers for travel, including costs of lodging, other subsistence and incidental
expenses shall be considered reasonable and allowable only to the extent such costs do not
exceed charges normally allowed by the governmental unit in its regular operations as the
result of the governmental unit’s writien travel policy. In the absence of an acceptable, writien
governmental unit policy regarding travel costs, the rates and amounts established under
Subchapter 1 of Chapter 57, Title 5, United States Code or by the Administrator of General
Services or by the President (or his or her designee) pursuant to any provisions of such
subchapter shall apply to travel under Federal awards (48 CFR 31.205-46(a)).

Condition: The CNMI procurement regulations do not include procurement procedures
relating to travel expenses (i.e., airline tickets, accommodations, transportation, etc.).
Currently, the CNMI’s travel policies are based on directives and memorandums, which do not
require competitive procurement.

Cause: The cause of the above condition is the lack of a written procurement policy
concerning travel and related expenditures.

Effect: The effect of the above condition is noncompliance with federal regulations on
federally funded travel and related expenditures.

Recommendation: We recommend that the CNMI adhere with federal travel regulations in the
absence of a local procurement policy and/or incorporate procedures relating to the
procurement of travel and related expenditures in local procurement regulations.

Prior Year Status: The lack of a written procurement policy on travel and related expenditures
was reported as a finding in the Single Audit of the CNMI for fiscal year 2004.

Auditee Response and Corrective Action Plan:

Name of Contact Person: Eloy S. Inos, Secretary of Finance
Corrective Action: Official CNMI Travel Regulations have been issued in FY2006.

Proposed Completion Date: FY2006
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS

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

1.S. Department of the Interior
Procurement and Suspension and Debarment - Economic, Social, and Political Development of the

Territories
CFDA #15.875, Federal Award # Fiscal Year 1996 - 2002 Appropriations Act

Federal Award Period Available Until Expended
Finding No. 2005-33

Criteria: In accordance with Section 5-103 (2) of the CNMI Procurement Regulations, before
adding significant new work to existing contracts, the agency shall thoroughly assess whether
or not it would be more prudent to seek competition. Change orders on construction and A&E
contracts, which exceed 25 percent of the cumulative contract price, shall automatically be
procured through competitive procedures pursuant to Section 3-101, except when the
procurement of the additional work is authorized without using full and open competition
under Section 3-104.

Condition: During the year ended September 30, 2005, the CNMI executed change orders
(CO) related to two contracts (contract #s 301-OS - CO #1 for $49,888 and 324-OS - CO #2
for $169,683) in which the amount of the change order exceeded 25 percent of the cumulative
contract price. Although a justification was noted regarding the additional work to be
performed, we did not note the justification for sole source procurement.

Cause: The cause of the above condition is the failure to justify sole source procurement.

Effect: The effect of the above condition is the lack of compliance with Section 5-103 (2) of
the CNMI Procurement Regulation.

Recommendation: We recommend that the Division of Procurement and Supply review
contract change orders to ensure justifications are properly documented, filed and maintained.

Prior Year Status: The lack of compliance with Section 5-103 (2) of the CNMI Procurement
Regulation was reported as a finding in the Single Audit of the CNMI for fiscal year 2004,

Auditee Response and Corrective Action Plan:

Name of Contact Person: Herman Sablan, Director, Procurement and Supply
Corrective Action: We will review with appropriate personnel the requirements for sole
source justification on change orders as well as original contracts. It is our standard practice to

review construction and A&E change orders for compliance with 5-103(2). This may be a
case of misplaced documents.

Proposed Completion Date: FY2006
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS

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

U.S. Department of the Interior
Procurement and Suspension and Debarment - Economic, Social, and Political Development of the

Territories
CFDA #15.875, Federal Award # Fiscal Year 1993 and 1996 - 2002 Appropriations Act

Federal Award Period Available Until Expended

10.S. Department of Transportation
Procurement and Suspension and Debarment - Highway Planning and Constraction

CFDA #20.205

Findine No, 2005-34

Criteria: The Uniform Administrative Requirements for Grants and Cooperative Agreements
io Statc and Local Governments (the Common Rule) requires that grantee and subgrantee
contracts must include, among others, provisions for: 1) termination for cause and for
convenience by the grantee or subgrantee including the manner by which it will be effected
and the basis for settlement; 2) compliance with Equal Employment Opportunity; 3}
compliance with the Copeland “Anti-Kickback™ Act; 4) compliance with Sections 103 and
107 of the Contract Work Hours and Safety Standards Act; 5) compliance with all applicable
standards, orders, or requirements issued under Section 306 of the Clean Air Act; and 6)

federal access to coniractor’s records.

Condition: Of twenty-six contracts relating to expenditures of the Capital Improvement
Projects:

. Seventeen (17) contracts (#s 123-08, 201-08, 239-08, 268-08, 270-08, 272-08, 273-
08, 282-08, 306-08, 309-08, 311-08, 319-08, 325-08, 336-08, 337-08, 358-08 and
415848-OC) did not contain provisions of compliance under Section 306 of the Clean
Air Act. In addition, two contracts (#s 425333-OC and 437342) relating to a nonmajor
program (Highway Planning and Construction) did not contain provisions of compliance
under Section 306 of the Clean Air Act.

o Twenty-six (26) contracts (#s 123, 201, 239, 268, 270, 272, 273, 282, 284, 300, 301,
304, 305, 306, 309, 311, 319, 324, 325, 329, 341, 356, 358, 361, 415848 and 419095)
did not contain provisions of federal access to contractor’s records. '

Cause: The cause of the above condition is the lack of awareness of Common Rule
requirements. ‘

Effect: The effect of the above condition is noncompliance with Common Rule contract
provisions.

Recommendation: We recommend that the CNMI ensure that contracts funded by federal
awards specify compliance with all applicable federal laws.

Prior Year Status; The lack of compliance with the Common Rule relating to contract
provisions was reported as a finding in the Single Audits of the CNMI for fiscal years 2000

through 2004,

Auditee Response and Correction Action Plan:

Name of Contact Person: Herman Sablan, Director of Procurement & Supply
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS

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

Finding No. 2005-34. Continued

Auditee Response and Correction Action Plan, Continued:

Corrective Action: Paragraph 27 of contract general terms requires contractor to be familiar
with and comply with all Federal laws and regulations that affect the conduct of the work. We
are uncertain where in the Common Rule requirement is specified for ALL applicable federal
laws to be individually listed.

Contract General Terms and Conditions have been updated to include specific reference to the
Clean Air Act. While the Clean Air Act is not specifically cited in older contracts, paragraph

27 of contract general terms requires contractor to be familiar with and comply with ail
Federal laws and regulations that affect the conduct of the work.

Proposed Completion Date: FY2006
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS

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

U S. Department of the Interior
Procurement and Suspension and Debarment - Economic, Social, and Political Development of the

Territories
CFDA #15.875. Federal Award # Fiscal Year 1993 and 1996 - 2002 Appropriations Act

Federal Award Period Available Until Expended

Finding No. 2005-35

Criteria: In accordance with Section 3-108 “Expedited Purchasing in Special Citcumstances”

_ of the CNMI Procurement Regulations, when special circumstances require the expedited
procurement of goods or services, the official with expenditure authority may request that the
Property and Supply Director approve expedited procurement without the solicitation of bids
or proposals. Additionally, paragraph 6 of Sec. 3-108 provides that the total amount of goods
or service that may be approved under this section shall not exceed $25,000.

Condition: During the year ended September 30, 2005, the CNMI entered into a contract
(contract # 356-0S) using an expedited procurement method. We did not note any written
determination documenting the use of expedited procurement.

Cause: The cause of the above condition is failure to comply with Section 3-108 of the CNMI
Procurement Regulations.

Effect: The effect of the above condition is the lack of compliance with Section 3-108 of the
CNMI Procurement Regulation.

Recommendation: We recommend that the CNMI ensure strict adherence to established
Procurement Regulations.

Auditee Response and Correction Action Plan:

Name of Contact Person: Herman Sablan, Director of Procurement & Supply

Corrective Action: Contract - 356-OS was expedited procurement under emergency
regulations previously provided that allowed the Water Task Force and Homeland Security
Office to do expedited procurements in any amount.

Proposed Completion Date: Already in compliance

Auditor Response: No questioned costs from the condition above result since based on the
nature of the related services specified in the contract and approved by the P&S Director, the
use of expedited procurement is in compliance with amended Section 3-108 of the CNMI
procurement regulations. However, written justification to support the expedited procurement
for the above specific contract was not made available.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS

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

U.S. Department of the Interior

Procurement and Suspension and Debarment - Economic, Social, and Political Development of the
Territories

CFDA #15.875. Federal Award # Fiscal Year 1996 - 2002 Appropriations Act

Federal Award Period Available Until Expended

Finding No. 2005-36

Criteria: In accordance with Section 5-101 (2) (a)(ii) of the CNMI Procurement Regulations,
advance payruents shall only be authorized in certain circumstances as provided below:

. The official with expenditure authority demonstrates in writing that the common
business practice of a particular industry requires buyers to pay on an advance payment
basis. Such advance payment shall be limited to not more than 50 percent of the contract
price. Pertinent documents supporting such business practice shall be attached to the

written justification.

Condition: During the year ended September 30, 2005, the CNMI executed three contracts
(contract #s 300-08, 301-08 and 419095-0OC), which provided for advance payment of more
than 25% of the contract amount. Additionally, we did not note the presence of wrilten
justification that common business practice of the related industry requires buyers to pay on an
advance payment basis,

Cause: The cause of the above condition is the failure to justify advance payments exceeding
25% of the contract amount.

Effect: The effect of the above condition is the lack of compliance with Section 5-101 (2)
(a)(ii) of the CNMI Procurement Regulation and this condition results in an interest liability
{refer to Finding No. 2005-6).

Recommendation: We recommend that the Division of Procurement and Supply ensure that
advance payments in excess of twenty-five percent of the contract amount are properly
justified and documented in writing. '

Auditec Response and Corrective Action Plan:

Name of Contact Person: Herman Sablan, Director of Procurement & Supply

Corrective Action: We agree that written justifications for advance payments were not
available for the contracts cited. We will review with appropriate personnel the requirements
for advance payments contracts. It is our standard practice to review contracts for compliance
with 5-101(2)(a)(ii). This may be a case of misplaced documents.

Proposed Completion Date: FY2006

Auditor Response: Section 5-101(2)(a)(ii) provides for the following:

The official with expenditure authority demonstrates in writing that the common business
practice of a particular industry requires buyers to pay on an advance basis. Such advance
payment shall be limited to not more than 50 percent of the contract price. Pertinent
documents supporting such business practice shall be attached to the written justification.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS

Schedule of Findings and Questioned Costs, Continued
Year Ended September 30, 20035

U.S. Department of Homeland Security

Procurement and Suspension and Debarment - Public Assistance Grants

CFDA #97.036, Federal Award #s 1532DRMPP00000001 and MPO3PA1447

Federal Award Periods 07/29/04 through completion and 12/11/02 through completion

Finding No. 2005-37

Criteria: Federal regulations state that small purchase procedures are those relatively simple
and informal procurement methods for securing services, supplies or other property that do not
cost more than the simplified threshold fixed at 41 U.S.C. 403(11) (currently set at $100,000).
If small purchase procedures arc used, price or rate quotations shall be obtained from an

adequate number of qualified sources.
Condition: Of $1,425,190 in expenditures tested, we noted the following:

. Services for contract 434293 OC were initially acquired through a verbal agreement
between the Rota DPW Resident Director and the vendor due to the immediate need of
services. Per review of contractor invoices, services were provided in May 2003 for
which the contract was prepared and encumbered in February 2005.  The total charged
to the project (DR 1447 - PW#38 - Rota Municipality) is $18,600. During the period,
CNMI was non-compliant with local procurement regulations. However, costs were
subsequently approved by the grantor, and as such, no questioned costs result.

. Quotations were not obtained for 217954 OV for $2,099. Disbursement is for DR 1532 -
PW#8.

Cause: The cause of the above condition is lack of policies and procedures in place within the
requesting departments to ensure compliance with local and federal procurement regulations.

Effect: The effect of the above condition is noncompliance with established procurement
regulations, unauthorized commitment to vendors. No question costs result from the condition
above as grantor approval was subsequently obtained.

Recommendation: We recommend that the CNMI require that all departments establish
policies and procedures consistent with procurement regulations to ensure that all
commitments to vendors are obtained and processed though the Department of Procurement
and Supply in a timely manner and that sole-sourcing is approved by the grantor or is
adequately documented in accordance with CNMI Procurement Regulations.

Prior Year Status: The lack of compliance with federal procurement rules and regulations was
reported as a finding in the Single Audit of the CNMI for fiscal year 2004.

Auditee Response and Corrective Action Plan:

Name of Contact Person: Virginia Villagomez, Governor’s Authorized Representative
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS

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

Finding No. 2005-37, Centinued

Auditee Response and Corrective Action Plan, Continued:

Corrective Action: We agree that the contract noted was originally procured through verbal
agreement due to the emergency nature of the typhoon cleanup work to be done. The contract
was later ratified by the expenditure authority with guidance and assistance from Procurement
and Supply so that payment could be authorized without contract documents being initially in
place. FEMA originally denied reimbursement due to lack of compliance with procurement
procedures. However, after FEMA visited Rota and saw the extent of the debris involved,

funding for the removal was approved. Procurement procedures have been in place and all

departments should be aware of them. Written procedures for procurement and administration
of disaster grants were developed and implemented in FY2005.

Procurement was in accordance with Section 3-105 of the local procurement regulations which
do not require quotations for purchases under $2,500.

The Governor exercised his authority pursuant to Section 3-107 of the CNMI procurement
regulations and Directive 240 to approve this contract. The project is complete and FEMA has
done the final inspection on this project.

Proposed Completion Date: FY2006
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COMMONWEALTH OF THE NORTHERN MARIANA [SLANDS

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

U.S. Department of Agriculture

Reporting - Food Stamps

CFDA #10.551. Federal Award # INM4004NM
Federal Award Period 10/01/03- 09/30/05

Finding No. 2005-38

Criteria: The NAP MOU specifies that the CNMI shall prepare Financial Status Reports (SF-
269) to reflect costs to the program as reflected in the CNMI accounting records.

Condition: Expenditures reported in the final SF-269 for the quarter ended September 30,
2005 differed from the CNMI accounting records in the following categories:

Per SF-269 Per General Ledger Variance
Category a- NAP Administration $941,374 $ 907,119 $ 34,255
Category b- Management Evaluation Unit $ 204,570 $ 202,933 5 1,637
Category ¢- Retailer and Redemption Unit $ 195,456 $ 172,912 $ 22,544

Cause: The cause of the above condition is the subsequent transactions/adjustments made to
the general ledger after report submission. Further, there is a lack of adherence to established
procedures ensuring that supporting documentation is properly maintained.

Effect: The effect of the above condition is incotrect reporting of Federal program
expenditures. However, the actual drawdowns agreed to the amounts reported as cash
received in the general ledger.

Recommendation: We recommend that the CNMI ensure that required Financial Status
Reports reflect actual transactions recorded in the general ledger and that all transactions are
properly supported.

Prior Year Status: Subsequent transactions/adjustments made to the general ledger after
submission of the reports to the grantor and the lack of adherence to established procedures
ensuring that supporting documentation is properly maintained was reported as a finding in the
Single Audit of the CNMI for fiscal year 2004.

Auditee Response and Correction Action Plan:

Name of Contact Person: Bemadita C. Palacios, Acting Director Finance & Accounting and
Eleanor Cruz, NAP Administrator

Corrective Action: As noted in the finding, the SF-269 was prepared prior to certain
adjustments being made to the G/L but drawdowns were made correctly based on the G/L
amount. We will make every effort to insure required reports agree with the underlying
accounting records.

Proposed Completion Date: FY20006
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS

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

U.S. Department of the Interior

Reporting - Economie, Social, and Political Development of the Territories
CTDA #15.875, Federal Award #(s) Fiscal Year 1995 - 2003 Appropriations Act
Federal Award Period Available Until Expended

Finding No. 2005-39

Criteria: Total outlays reported to the grantor should correspond to amounts reported per the
general ledger and amounts submitted to the grantor agency.

Condition: Of thirty-seven nonpayroll expenditures of the Capital Projects Fund tested, eight
business units did not reflect actual expenditures on the CIP Status Report submitted to the

grantor agency.

Expenditure Amount Per  Amount Per
Per CIP CIP Status General
Status Reports Ledger
Drawdown Reports (Total (Total General
Business Per CIP {Fedexral Drawdown  Federaland  Federal and Ledger
Unit Status Report  portion only) Variance Local Local Variance
4898 $ 143043 $ 145,499 $ (2.456) $ 145,499 § 147,376 $ (21,877
5181 $ 742,485 $ 472,163 $ 270,322 $ 954,136 $ 967,465 $(13,279)

Cause: The cause of the above condition is the subsequent transactions/adjustments made to
the general ledger after report submission. Further, there is a lack of adherence to established
procedures ensuring that supporting documentation is properly maintained.

Effect: The effect of the above condition is the over/understatement of reported
expenditures/drawdowns.

Recommendation: We recommend that federal financial reports reflect actual transactions
recorded in the general ledger and that all transactions be properly supported.

Prior Year Status: The lack of updating the federal financial reports submitted to the grantor
was reported as a finding in the Single Audits of the CNMI for fiscal years 2000 through 2004.

Auditee Response and Corrective Action Plan:

Name of Contact Person: Virginia Villagomez, CIP Coordinator

Corrective Action: Differences occurred due to entries made after report prepared but back
dated in the FMS and misposting of drawdowns and Federal/Local share. Correcting entries
will be made where needed. In most cases, the differences correct themselves on a comulative

basis.

Proposed Completion Date: FY2006
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS

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

U.S. Department of Labor

Reporting - WIA Cluster

Federal Award # EM-14471-05-60

Federal Award Period 10/01/04 - 11/30/05

Finding No. 2005-40

Criteria: Pursuant to the reporting requirements section of the National Emergency Grant
(NEG) award, the following reports shall be submitted by the program:

A. Monthly reports of grant activities to be submitted to the U.S. Department of Labor,
This report should be submitted to the Grant Officer in writing every st working day
after the end of each reporting period. This report should include the following data:

Total participants enrolled to date;

Total participants currently in temporary jobs;

Significant changes in impact, as determined by the CNMI, not previously
reported;

Type of services being provided by participants in temporary jobs;
Types of activities being performed,;
Any significant event that occurred during the reporting period; and

Total expenditures to date and the number of monitoring visits.

B. Close-out project report (final report) which shall be submitted within 45 days after the
end of the project. A brief narrative outlining the highlights, problems encountered, and
recommendations regarding the effectiveness of this type of approach and any changes to
be considered should be included with the final report.

Condition: The required reports were not available for our review.

Cause: The cause of the above condition is the lack of file maintenance.

Effect: The effect of the above condition is possible noncompliance with the criteria.

Recommendation: We recommend all NEG files be properly filed and maintained.

Auditee Response and Corrective Action Plan:

Name of Contact Person: Edith Deleon Guerrero, Director, Workforce [nvestment Agency
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS

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

Finding No. 2005-40, Continued

Auditee Response and Corrective Action Plan. Continued:

Corrective Action: This grant was selected for detail testing after the final draft audit report
had been approved by CNMI. The records for this grant had been boxed up and put in storage,
which has led to documentation not being readily available for the auditors. In addition, staff
tumover at the Workforce Investment Agency has resulted in the current staff being unfamiliar
with this grant. Locating the missing documentation will be a time consuming task. Due to
the high priority given to issuing this audit report on a timely basis we agree to include the
finding in the audit and will continue efforts to locate missing documents.

Proposed Completion Date: FY2007

Auditor Response: The Workforce Investment Agency allowed us to review the documents of
the NEG program stored at the Division of Procurement & Supply. We went through the
boxes of documents and were not successful in locating the reports. The entity’s inability to
locate related documents, however, does not explain the noncompliance with the program
requirements.
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS

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

U.S. Environmental Protection Agency

Reporting - Environmental Protection Consolidated Grants-Program Support
CFDA #66.600, Federal Award # M-009156-04

Federal Award Period 10/01/03 - 09/30/08

Finding No. 2005-41

Criteria: 40 CFR Section 31.4 requires grantecs to submit annual performance reports unless
the awarding agency requires quarterly or semi-annual reports. Annual reports shall be due
ninety days after the grant year, quarterly or semi-annual reports shall be due thirty days after
the reporting period. In addition, a financial status report (SF-269) is required within ninety
days of the end of the budget period. Further, total outlays reported to the grantor should
correspond to amounts recorded on the general ledger.

Condition: Based on our review of program reporting requirements, we noted the following
exception:

*  The SF-269 for the quarter ended September 30, 2005 reported total expenditures that
were $40, 669 more than the total expenditures recorded in the general ledger.

Cause: The cause of the above condition is that the amounts reflected on the SF-269 for the
fiscal year ended September 30, 2005 did not reflect total expenditures at that date. Further,
the SF-269 was not updated to exclude fiscal year 2004 expenditures erroneously included in

fiscal year 2005.

_Effect: The effect of the above condition is the lack of compliance with grant reporting
requirements.

Recommendation: We recommend that the Department of Finance ensure that all grant
reporting requirements are strictly adhered to.

Prior Year Status: The lack of compliance with the reporting requirements of the grant was
reported as a finding in the Single Audits of the CNMI for fiscal years 2003 and 2004,

Auditee Response and Corrective Action Plan:

Name of Contact Person: Bernadita C. Palacios, Acting Director Finance & Accounting and
Frank M. Rabauliman, Director, DEQ

Corrective Action: We will make every effort to insure required reports agree with the
underlying accounting records. The differences noted on the reports relate to adjustments
posted after the reports were prepared and failure to adjust FY03 expenditures recorded in
FY04. DEQ is part of a pilot program in FY2006 to have the grantec agencies prepare the
grant financial reports with final review by the Department of Finance.

Proposed Completion Date: FY2006
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS

Schedule of Findings and Questioned Casts, Continued
Year Ended September 30, 2005

U.S. Department of Health and Human Services
Reporting - Medical Assistance Program
CFDA #93.778. Federal Award # 05-0405CQ5028

Federal Award Period 10/01/04 - 09/30/05

Finding No. 2005-42

Criteria: Section 4.4 of the CNMDI’s Revised Medicaid Operational Plan requires that the
Medicaid Agency submit all required reports within stated deadlines. In addition, these
reports shall be prepared on an accrual basis, based on financial records maintained by the
centralized accounting office (Department of Iinance) of the CNMI Government.

Condition: Based on total expenditures reported to the grantor during the year using the CMS
64 Certification, total federal expenditures amounted to $2,437,965. The actual expenditures
per the general ledger amounted to $2,212,016 resuliing in a variance of $225,948. The funds
drawn down, however, correspond with expenditures recorded in the general ledger.
Therefore, no questioned costs result from this condition.

Causc: The cause of the above condition is due to adjustments made subsequent to the
submission of the CMS 64.

Effect: The effect of the above condition is noncompliance with Section 4.4 of the Medicaid
Operational Plan.

Recommendation: We recommend that steps be taken to ensure that information reported to
the grantor is based on underlying financial records.

Prior Year Status: Noncompliance with Section 4.4 of the Medicaid Operational Plan was
reported as a finding in the Single Audits of the CNMI for fiscal years 2002 through 2004.

Auditee Response and Corrective Action Plan:

Name of Contact Person: Bernadita C. Palacios, Aéting Director Finance & Accounting and
Helen C. Sablan, Medicaid Administrator

Corrective Action: The difference noted between the CMS-64 report and G/L relate to
adjustments posted subsequent to the report being prepared and inclusion of local expenditures
in excess of the cap. As noted by the auditors, funds drawn down were based on the correct
G/L amount. We will teview procedures used in preparing the CMS-64 report and insure
report agrees to the G/L.

Proposed Completion Date: FY2006
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COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS

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

U.S. Department of Homeland Security

Reporting - Public Assistance Grants

CFDA #97.036, Federal Award #s 1541 DRMPP00000001, 1532DRMPP00000001, MPO3PA1447
and MPO2PA 1430

Federal Award Periods 08/26/04 through completion, 07/29/04 through completion, 12/11/02
through completion and 08/06/02 through completion

Finding No. 2005-43

Criteria: Per 44 CFR 13.20 (b)(4), actual expenditures or outlays must be compared with
budgeted amounts for each grant or subgrant. Financial information must be related to
performance or productivity data, including the development of unit cost information
whenever appropriate or specifically required in the grant or subgrant agreement. Grantee
should maintain a system that accounts for funds on a project-by-project basis.

Condition: The CNMI does not account for FEMA funds on a project-by-project basis within
the general ledger as expenditures incurred for one department’s or subrecipient’s projects
(may be more than one) are posted to one cost center. Public Assistance Office manually
accounts for expenditures on a project-by-project basis on the Project Status Reports prepared
on a quarterly basis. Of four disasters tested, we noted the following:

*  Variances between cumulative expenditures per the quarter ended 09/30/05 FEMA 20-10
(which reflects federal expenditures per the general ledger) and Project Status reports
were noted for the following:

Disaster DR # Variance
Chaba : DR 1541 $ (18,8006)
Tingting DR 1532 $(13,204)
Pongsona DR 1447 $ 39,554

Chata’an DR 1430 $(26,311)

*  Variances between total cash drawn from grantor for the year ended 9/30/05 and Project
Status Reports were noted for the following:

Disaster DR # Variance
Chaba DR 1541 § 731,739
Tingting DR 1532 $ 588,797
Pongsona DR 1447 $ (54,800)
Chata’an DR 1430 $ 305,697

Cause: The cause of the above condition is lack of reconciliation performed between the
Public Assistance Office (which is responsible for making payment requests and indicating
which cost centers are to be charged) and the Department of Finance - Federal Grants Division
(which is responsible for posting expenditures and preparing Federal financial reports).
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Schedule of Findings and Questioned Costs, Continued
Year Ended September 30, 2005

Finding No. 2005-43, Continued

Effect: The effect of the above condition is the possibility of unallowable costs. As cash draw
downs are not accounted for on a project-by-project basis, the effect is also the possibility of
noncompliance with cash management requirements.

Recommendation: We recommend that the Department of Finance implement procedures to
ensure that reconciliations are performed to ensure proper financial management of federal
funds.

Auditee Response and Corrective Action Plan:

Name of Contact Person: Virginia Villagomez, Governor’s Authorized Representative and
Bernadita C. Palacios, Acting Director Finance & Accounting

Corrective Action: We agree with the finding. The reporting errors occurred due to
inconsistency in the accounts used to record the local matching share. However, as noted in
the finding, drawdowns were done using the correct amounts.

We plan to consolidate both the Federal and local portion of FEMA expenditures in one
account in the future to address confusion over what accouuts to report for total expenditures.

In addition, responsibility for preparation of the FEMA 20-10 report will be transferred to the
Public Assistance Office.

Proposed Completion Date: FY2007
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Schedule of Findings and Questioned Costs, Continued
Year Ended September 30, 2005

U.S. Department of Agriculture

Special Tests and Provisions - Food Stamps
CFDA #10.551, Federal Award # TNM4004NM
Federal Award Period 10/01/04- 09/30/05

Finding No. 2005-44

Criteria: Title X, Section J (3) of the NAP Manual of Operations specifies that on a quarterly
basis, a Retail and Redemption Unit Personnel shall conduct visits to “high redeemers” to
investigate the nature of such high redemption rates.

Condition: Compliance visits were not performed during the last two quarters of the fiscal
year ended September 30, 2005.

Cause: The cause of the above condition is represented to stem from inadequate manpower at
the Retailer & Redemption Unit.

Effect: The effect of the above condition is noncompliance with the specific requirements of
the MOU and the Manual of Operations.

Recommendation: We recommend that the CNMI ensure that NAP Authorized Retailers are
in compliance with all eligibility requirements. If certain requirements may not be met, the
grantor agency should be consulted.

Prior Year Status: Noncompliance with the specific requirements of the MOU and Manual of
Operations was reported as a finding in the Single Audits of the CNMI for fiscal years 2001
through 2004,

Auditee Response and Corrective Action Plan:

Name of Contact Person: Eleanor Cruz, NAP Administrator

Corrective Action: We agree that the “high redeemers” on site visits were not performed for
two quarters in FY2005. The R&R unit has had only two FTE’s assigned to it since 1982
despite the significant changes and increase in participation over the years. The R&R unit also
assisted in the disaster coupon issuance and reconciliation operation in addition to their regular
duties. An additional FTE for the unit has been requested in the proposed budget for FY2007.

Proposed Completion Date: FY2007
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Schedule of Findings and Queétioned Costs, Continued
Year Ended September 30, 2005

11.S. Department of Health and Human Services
Special Tests and Provisions - Medical Assistance Program
CFDA #93.778. Federal Award # 05-0405CQ5028

Federal Award Period 10/01/04 - 09/30/05

U.S. Department of Agriculture
Special Tests and Provisions - Food Stamps
CFDA #10.551, Federal Award # TNM4004NM

Federal Award Period 10/01/04- 09/30/05

Finding No. 2005-45

Criteria: Policies and procedures should be established for systems security and offsite storage
of backup files for the Automated Data Processing (ADP) system.

Condition: Qur review of the ADP system at the Medicaid Office indicated that daily backups
have recently been implemented. However, only a single backup is performed, which is
retained in an unsecured area at the Medicaid Office. A second backup is not being performed
on a periodic basis (e.g., monthly or quarterly). In addition, there are no passwords to provide
security to electronic files (such as accounting records and the eligibility database) to control
or monitor access.

During our review of the ADP system at the Nutrition Assistance Program, we noted that
backups of the system are performed weekly and disks are stored in an office safe. A second
backup, however, is not being performed on a periodic basis (e.g., monthly or quarterly),
which should be maintained at a secured external facility.

Cause: The cause of the above condition is the lack of required policies and procedures
regarding ADP.

Effect: The effect of the above condition is the potential loss of data.

Recommendation: We recommend that policies and procedures be established for system
security, which would address and reduce risks involved with the ADP system.

Prior Year Status: Lack of required policies and procedures regarding ADP was reported as a
finding in the Single Audits of the CNMI for fiscal years 2003 and 2004.

Auditee Response and Corrective Action Plan:

Name of Contact Person: Helen C. Sablan, Medicaid Administrator and Eleanor Cruz, NAP
Administrator

Corrective Action:

Medicaid: We agree with the finding. The Medicaid Office recently purchased new
computers that provide a user security function. See compliance finding 2005-15 corrective
action plan. User security was not available on the old system. In conjunction with the
installation of the new computers, backup and security procedures were revised and a second
monthly backup is stored at the EDP Office.
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Schedule of Findings and Questioned Costs, Continued
Year Ended September 30, 2005

Finding No. 2005-45, Continued

Auditee Response and Corrective Action Plan, Continued:

Corrective Action, Continued:

NAP: We agree with the finding although NAP is performing a monthly backup. NAP is
working with the Department of Finance to begin storing a monthly backup at the EDP Office.
We expect this procedure to be in place by August 2006.

Proposed Completion Date: FY2007
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Schedule of Findings and Questioned Costs, Continued
Year Ended September 30, 2005

U.S. Department of Agriculture

Special Tests and Provisions - Food Stamps
CFDA #10.551, Federal Award # TNM4004NM
Federal Award Period 10/01/04- 09/30/05

Finding No. 2005-46

Criteria: The NAP Memorandum of Understanding Section 22 specifies that the CNMI shall
be responsible for the security, accountability, control and destruction, upon redemption of all
NAP coupons.

Condition: Destruction of unusable disaster coupons, amounting to $1,074,953, was not
performed. Further, destruction of redeemed coupons was last performed in March 2005.

Cause: The cause of the above condition is lack of resources to perform such requirement.
Effect: The effect of the above condition is noncompliance with the Section 22 of the MOU.

Recommendation: We recommend that the CNMI comply with the requirements of the MOU.

Prior Year Status: Noncompliance with the Section 22 of the MOU was reported as a finding
in the Single Audit of the CNMI for fiscal year 2004,

Auditee Response and Corrective Action Plan:

Name of Contact Person: Eleanor Cruz, NAP Administrator

Corrective Action: We agree with the finding. We are currently processing destruction of
redeemed coupons and expect to be caught up by the end of EY2006. Disaster coupons were
still valid until December 31, 2005 so they were not destroyed during the audit period.

Proposed Completion Date: FY2007
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Schedule of Findings and Questioned Costs, Continued
Year Ended September 30, 2005

U.S. Department of Homeland Security

Subrecipient Monitoring - Public Assistance Grants

CFDA #97.036, Federal Award #s MPO3PA 1447, MP0O2PA1430, MR11924160, MR11944160,

1532DRMPP0O0000001 and 1541DRMPPO000000], Federal Award Periods 12/11/02 through

completion, 08/06/02 throuch completion, 12/08/97 through completion, 12/24/97 through

completion, 07/29/04 through completion and 08/26/04 through completion

Finding No, 2005-47

Criteria: As part of monitoring activities, a pass-through entity is required to:

a.

Ensure that subrecipients expending $500,000 for fiscal years ending after December 31,
2003 or more in Federal awards during the subrecipient’s fiscal year have met the audit
requirements of OMB Circular A-133 and that the required audits are completed within 9
meonths of the end of the subrecipient’s audit period;

Issue a management decision on audit findings within 6 months after receipt of the
subrecipient’s audit report;

Ensure that the subrecipient takes timely and appropriate corrective action on all audit
findings. In cases of continued inability or unwillingness of a subrecipient to have the
required audits, the pass-through entity shall take appropriate action using sanctions.

Condition: The Public Assistance Office is not aware of which subrecipients are required to
have Single Audits performed, could not furnish copies of the audit reports, provided no
documentation regarding the status of any on-going audits required, and no reconciliation with
subrecipient records was performed.

Of $1,823,812 in subrecipient expenditures incurred during the year, we noted the following:

Variances were found between CNMI and subrecipient records for the following:

Amount per
Subrecipient Per CNMI Subrecipient Variance

CPA $ 244,210 $ 191,411 $ (52,799)

We were unable to determine if the total program expenditures were included in the
following subrecipient schedules of expenditures of federal awards:

Subrecipient Amount per CNMI
MVA $ 77,905
NMC 44,237
PSS 548,900
CucC 726,630
NMHC 30,545
Total $ 1428217
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Schedule of Findings and Questioned Costs, Continued
Year Ended September 30, 2005

Finding No. 2005-47, Continued

Cause: The cause of the above condition is lack of policies and procedures to ensure that
subrecipients are in compliance with the criteria.

Effect: The effect of the above condition is noncompliance with subrecipient monitoring
requirements. No questioned costs result from this finding as the above would not necessitate
Singe Audits or such may represent timing differences.

Recommendation: We recommend that the Public Assistance Office implement procedures to
ensure that subrecipients meet the necessary audit and reconciliation requirements and that
required monitoring of the above occur and be documented.

Prior Year Status: The lack of compliance with federal subrecipient monitoring rules and
regulations was reported as a finding in the Single Audit of the CNMI for fiscal year 2004.

Auditee Response and Corrective Action Plan:

Name of Contact Person: Virginia Villagomez, Governor’s Authorized Representative

Corrective Action: The disaster grant procedures developed in FY2005 require GAR review
of subgrantce audits. Applicants are informed during their briefing of the program
requirements including the audit. All of the entities listed are CNMI autonomous agencies and
are required to have annual Single Audits. Audit monitoring is done through the Office of the
Public Auditor (OPA) and copies of audits are available there. The OPA maintains an audit
finding tracking system and follows up with the agencies regarding audit findings. The Public
Assistance Office receives copies when there are questioned costs for FEMA related
assistance.

In regard to the variance noted for CPA we noted that specific CNMI project records were
being compared to this agency’s audits. Other FEMA and Federal grant payments were
disbursed to CPA during the period in question. Since the same audit firm performed both
audits 1t appears they are not consistent in how their Schedule of Federal Awards is prepared.
In addition, the reference to total program expenditures in the finding may explain the
differences as only the FEMA approved payment is recorded on CNMI’s records. The
receiving agency is responsible for the local matching share and any excess costs,

Proposed Completion Date: FY2006

Auditor Response:

The Public Assistance Office (PAO), on behalf of the CNMI Government, is the grant
recipient and is therefore the party responsible for monitoring the activities of subgrantees.
Should the Office of the Public Auditor perform a follow-up of findings, it would be with
PAO for not complying with the subrecipient monitoring activities. The lack of explanation
for the variance with CPA is an indication that there is no communication between PAO and
CPA. We are aware that the CNMI records only FEMA approved expenditures. Therefore, a
simple explanation of the variance such a pending FEMA approval/review or timing
difference would have sufficed. No such explanation, however, was available from PAO.
Further, it is not CPA’s responsibility as a subrecipient to reconcile with the CNMI’s records.
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Year Ended September 30, 2005

U.S. Department of Health and Human Services

Special Tests and Provisions - Medical Assistance Program
CFDA #93.778, Federal Award # 05-0405C(Q5028

Federal Award Period 10/01/04 - 09/30/05

Finding No. 2005-48

Criteria: In accordance with Section 4.7 of the Medicaid Operational Plan, Medicaid must
maintain agreements with all providers in the CNMI and Guam who fumish reimbursable
services.

Condition: The Service Provider Agreement for the CNMI Public Health Clinic covered the
period from January 1, 2004 to January 1, 2005. Also, the agreement did not include the
entity’s medical staff or the expiration of related medical licenses. In addition, the Service
Provider Agreement for Health Care Specialties covered the period April 1, 2004 to April 1,
2005. Medicaid was not able to provide the approved agreements after the covered periods.

Cause: The cause of the above condition is the lack proper file maintenance.

Effect: The effect of the above condition is that expenditures may be unallowable. However,
no questioned costs resulted from this condition since the total expenditures not covered by the
service agrecment is less than $10,000.

Recommendation: We recommend that the Medicaid office ensure all service provider
agreements are kept current, are filed and are properly maintained.

Prior Year Status: The lack of proper file maintenance was reported as a finding in the Single
Audit of the CNMI for fiscal year 2004.

Auditee Response and Corrective Action Plan:

Name of Contact Person: Helen C. Sablan, Medicaid Administrator

Corrective Action: A provider agreement has been sent to the CNMI Public Health Clinic
but has not been returned as yet. Since no Medicaid reimbursements are made to the Public
Health Clinic, this does not affect expenditures. Expenditures related to provision of anti
hemophiliac medications are made under a provider agreement with the Commonwealth
Health Center which was in place for the audit period. The provider agreement for Health
Care Specialties was signed by the provider and Medicaid but has not been returned from the
attorney General’s Office.

Proposed Completion Date: FY2006
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Unresolved Prior Year Findings and Questioned Costs
Year Ended September 30, 2005

Questioned Costs

The prior year Single Audit report on compliance with laws and regulations noted the following
questioned costs that were unresolved at September 30, 2005:

Questioned costs as previously reported $ 2,848,446
Questioned costs of fiscal year 2005 Single Audit 718,786
Unresolved questioned costs at September 30, 2005 $ 3,567,232

Unresolved Findings

The status of unresolved findings is discussed in the Schedule of Findings and Questioned Costs
section of this report (pages 39 through 115).
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Office of the Secretary
Department of Finance

P.O. Box 5234 CHRB SAIPAN, MP 96950 TEL. (670} 664-1100  FAX: (670) 664-1115

Summary Schedule of Prior Audit Findings .
Status of all audit findings included in the Schedule of Findings and Questioned Costs for the year

ended September 30, 2004:

Financial Statement Findings Seection

Finding No. 2004-1 - Not corrected. See corrective action plan to Finding No. 2005-2.
Finding No. 2004-2 - Not corrected, See corrective action plan to Finding No. 2005-3.
Finding No. 2004-3 - Notcorrected. See corrective action plan to Finding No. 2005-4.
Finding No. 2004-4 - Corrective action was taken.

Finding No. 2004-5 - Not corrected. See corrective action plan to Finding No. 2003-5.
Finding No. 2004-6 - Not corrected. See corrective action plan to Finding No. 2005-6.
Finding No. 2004-7 - Not corrected. See corrective action plan to Finding No. 2005-7.
Finding No. 2004-8 - Not corrected. See corrective action plan to Finding No. 2005-8.

Finding No. 2004-9 - Not corrected. See corrective action plan to Finding No. 2005-9.

Finding No. 2004-10 Not corrected. See corrective action plan to Finding No. 2005-10.

Finding No. 2004-11 Not corrected. See corrective action plan to Finding No. 2005-11.

Federal Award Findings and Questioned Costs Section

Finding No. 2004-12 - Not corrected. See corrective action plan to Finding No. 2005-12.

Finding No. 2004-13 Corrective action was taken.

Finding No. 2004-14 Not corrected. See corrective action plan to Finding No. 2005-26.

Finding No. 2004-15 Corrective action was taken.

Corrective action was taken.

1

Finding No. 2004-16

Finding No. 2004-17 Not corrected. See corrective action plan to Finding No. 2005-47.



Status of all audit findings included in the Schedule of Findings and Questioned Costs for the year
ended September 30, 2004, Continued:
Page Two

Federal Award Findings and Questioned Costs Section, Continued

Finding No. 2004-18 Not corrected. See corrective action plan to Finding No. 2005-20.

Finding No. 2004-19 Corrective action was taken.

Finding No. 2004-20 - Not corrected. See corrective action plan to Finding No. 2005-21.

Finding No. 2004-21 - Not corrected. See corrective action plan to Finding No. 2005-23.

Finding No. 2004-22 - Not corrected. See corrective action plan to Finding No. 2005-27.
Finding No. 2004-23 - Not corrected. See corrective action plan to Finding No. 2005-14,

Finding No. 2004-24 - Corrective action was taken.

Finding No. 2004-25 - Not corrected. See corrective action plan to Finding No. 2005-15.
Finding No. 2004-26 - Not corrected. See corrective action plan to Finding No. 2005-28.
Finding No. 2004-27 - Not corrected. See corrective action plan to Finding No. 2005-29.
Finding No. 2004-28 - Not corrected. See corrective action plan to Finding No. 2005-31.
Finding No. 2004-29 - Not corrected. See corrective action plan to Finding No. 2005-32.
Finding No. 2004-30 - Not corrected. See corrective action plan to Finding No. 2005-33.
Finding No. 2004-31 - Not corrected. See corrective action plan to Finding No. 2005-34.
Finding No. 2004-32 - Not corrected. See corrective action plan to Finding No. 2005-37.
Finding No. 2004-33 - Not corrected. See corrective action plan to Finding No. 2005-38.
Finding No. 2004-34 - Not corrected. See corrective action plan to Finding No. 2005-39,
Finding No. 2004-35 - Not correcied. See corrective action plan to Finding No. 2005-41,
Finding No. 2004-36 - Not corrected. See corrective action plan to Finding No. 2005-42.
Finding No. 2004-37 - Corrective action was taken.

Finding No. 2004-38 - Corrective action was taken.

Finding No. 2004-39 - Not corrected. See corrective action plan to Finding No. 2005-44.
Finding No. 2004-40 - Not corrected. See corrective action plan to Finding No. 2005-45.
Finding No. 2004-41 - Not corrected. See corrective action plan to Finding No. 2005-46.
Finding No. 2004-42 - Corrective action was taken.

Finding No. 2004-43 - Corrective action was taken.

Finding No. 2004-44 - Not comrected. See corrective action plan to Finding No. 2005-48,



