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Transmittal Letter 
 
 
April 30, 2012 
 
 
The Honorable Jack Dalrymple, Governor  

Members of the North Dakota Legislative Assembly 

North Dakota State Board of Higher Education 

Dr. Robert Kelley, President, University of North Dakota 

 
We are pleased to submit this audit of the University of North Dakota for the biennium ended 
June 30, 2011.  This audit resulted from the statutory responsibility of the State Auditor to audit 
or review each state agency once every two years.  The same statute gives the State Auditor 
the responsibility to determine the contents of these audits. 
 
In determining the contents of the audits of state agencies, the primary consideration was to 
determine how we could best serve the citizens of the state of North Dakota.  Naturally we 
determined financial accountability should play an important part of these audits.  Additionally, 
operational accountability is addressed whenever possible to increase efficiency and 
effectiveness of state government.   
 
The in-charge auditor for this audit was Robyn Hoffmann, CPA.  John Grettum, CPA, was the 
audit manager.  Inquiries or comments relating to this audit may be directed to the audit 
manager by calling (701) 239-7289.  We wish to express our appreciation to President Kelley 
and his staff for the courtesy, cooperation, and assistance they provided to us during this audit. 

Respectfully submitted, 

 
Robert R. Peterson 
State Auditor 
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Executive Summary 

Introduction 

The University of North Dakota (UND) is the state’s most comprehensive intensive research 
university and the primary center for professional education and training.  According to their 
website, UND has brought in more than $353 million for sponsored programs from internal and 
external sources over the last five years.  UND’s economic impact on the state and region is 
nearly $1 billion a year.    

Founded by the Dakota Territorial Assembly in 1883, six years before statehood, UND was 
intended to be, and has remained, a university with a strong liberal arts foundation surrounded 
by a variety of professional and specialized programs.  UND is one of only 47 public universities 
in the nation with both accredited graduate schools of law and medicine.  As their website 
states, UND enrolls 14,697 students (fall 2011) in over 200 fields of study from baccalaureate 
through doctoral and professional degrees.  41% come from North Dakota; the rest represent all 
other states, eight Canadian provinces, and more than 50 nations.   

The Legislative Audit and Fiscal Review Committee (LAFRC) requests that certain items be 
addressed by auditors performing audits of state agencies.  Those items and the Office of the 
State Auditor’s response are noted below. 

Responses to LAFRC Audit Questions 

1. What type of opinion was issued on the financial statements? 

An unqualified opinion was issued on the annual financial report of the North Dakota 
University System. The financial statements for the University of North Dakota were 
obtained from the Annual Financial Reports of the North Dakota University System; 
however, the related note disclosures are not included in accordance with generally 
accepted accounting standards, so an opinion is not applicable 

2. Was there compliance with statutes, laws, rules, and regulations under which the agency 
was created and is functioning? 

Yes. 

3. Was internal control adequate and functioning effectively? 

Other than our finding addressing the “fund classification” (page 15), we determined internal 
control was adequate.   

4. Were there any indications of lack of efficiency in financial operations and management of 
the agency? 

No. 

5. Has action been taken on findings and recommendations included in prior audit reports? 

There were no recommendations included in the prior audit report. 
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6. Was a management letter issued?  If so, provide a summary below, including any 
recommendations and the management responses. 

No, a management letter was not issued.   

LAFRC Audit Communications 

7. Identify any significant changes in accounting policies, any management conflicts of interest, 
any contingent liabilities, or any significant unusual transactions. 

There were no management conflicts of interest noted, no contingent liabilities were 
identified or significant unusual transactions.  However, there was a significant change in 
accounting policy.  As of June 30, 2011, the University of North Dakota began reporting the 
receipt and disbursement of student financial aid on the Statement of Cash Flows as Direct 
Lending Receipts and Direct Lending Disbursements.  Prior to June 30, 2011 these amounts 
were included net on the Statement of Cash Flows as Agency Fund Cash 
Increases/Decreases. 

8. Identify any significant accounting estimates, the process used by management to formulate 
the accounting estimates, and the basis for the auditor’s conclusions regarding the 
reasonableness of those estimates. 

The most significant account estimates used by the University of North Dakota included 
useful lives of capital assets and allowance for uncollectible receivables.  Estimated useful 
lives based on common practices and industry standards are used to compute depreciation 
on capital assets.  Management’s estimate of the allowance for uncollectible receivables is 
based on aging categories and past history.  We evaluated the key factors and assumptions 
used to develop the estimates in determining that they are reasonable in relation to the 
financial statements taken as a whole.   

9. Identify any significant audit adjustments. 

All significant audit adjustments we proposed for the University of North Dakota were 
recorded during the fiscal year 2010 and 2011 audits of the North Dakota University System.  
The adjustments can be seen in the fiscal year 2010 and fiscal year 2011 NDUS audit 
reports.   

10. Identify any disagreements with management, whether or not resolved to the auditor’s 
satisfaction relating to a financial accounting, reporting, or auditing matter that could be 
significant to the financial statements. 

None.  

11. Identify any serious difficulties encountered in performing the audit. 

None.  

12. Identify any major issues discussed with management prior to retention. 

This is not applicable for audits conducted by the Office of the State Auditor.  
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13. Identify any management consultations with other accountants about auditing and 
accounting matters. 

None.  

14. Identify any high-risk information technology systems critical to operations based on the 
auditor’s overall assessment of the importance of the system to the agency and its mission, 
or whether any exceptions identified in the six audit report questions to be addressed by the 
auditors are directly related to the operations of an information technology system. 

ConnectND Finance, Human Resource Management System (HRMS), and Student 
Administration are high-risk information technology systems critical to the University of North 
Dakota.  No exceptions related to the operations of an information technology system were 
noted.   
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Audit Objectives, Scope, and Methodology 

Audit Objectives 

The objectives of this audit of the University of North Dakota for the biennium ended June 30, 
2011 were to provide reliable, audited financial statements and to answer the following 
questions:  

1. What are the highest risk areas of the University of North Dakota’s operations and is 
internal control adequate in these areas? 

2. What are the significant and high-risk areas of legislative intent applicable to the 
University of North Dakota and are they in compliance with these laws? 

3. Are there areas of the University of North Dakota’s operations where we can help to 
improve efficiency or effectiveness? 

Audit Scope 

This audit of the University of North Dakota is for the biennium ended June 30, 2011.  We 
conducted this performance audit in accordance with generally accepted government auditing 
standards. Those standards require that we plan and perform the audit to obtain sufficient, 
appropriate evidence to provide a reasonable basis for our findings and conclusions based on 
our audit objectives.  We believe that the evidence obtained provides a reasonable basis for our 
findings and conclusions based on our audit objectives. 

Audit Methodology 

To meet the objectives outlined above, we:   
 

 Prepared condensed financial statements from the fiscal years 2011 and 
2010 annual financial reports of the North Dakota University System and 
developed a discussion and analysis of the financial statements.   

 Performed detailed analytical procedures including computer-assisted 
auditing techniques. These procedures were used to identify high-risk 
transactions and potential problem areas for additional testing. 

 Tested internal control and compliance with laws and regulations which 
included selecting representative samples to determine if controls were 
operating effectively and to determine if laws were being followed 
consistently. Non-statistical sampling was used and the results were 
projected to the population. Where applicable, populations were stratified to 
ensure that particular groups within a population were adequately 
represented in the sample, and to improve efficiency by gaining greater 
control on the composition of the sample. 

 Interviewed appropriate agency personnel. 
 Queried the ConnectND (PeopleSoft) system. Significant evidence was 

obtained from ConnectND. 
 Observed the University of North Dakota’s processes and procedures. 

In aggregate there were no significant limitations or uncertainties related to our overall 
assessment of the sufficiency and appropriateness of audit evidence.  
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Discussion and Analysis 

The accompanying financial statements have been prepared to present the University of North 
Dakota’s revenues and expenses on the legal (budget) basis.  The accompanying financial 
statements are not intended to be presented in accordance with generally accepted accounting 
principles (GAAP).    

For the biennium ended June 30, 2011, operations of the University of North Dakota were 
primarily supported by appropriations from the state’s general fund (31%), student tuition and 
fees (25%), and federal grants and contracts (12%).  

Financial Summary 

Total net assets increased approximately $27 million from $352 million in fiscal year 2010 to 
$379 million in fiscal year 2011. This increase is primarily attributable to construction on the 
Education Building of $8.5 million, increase in cash of $8.2 million primarily due to cash on hand 
at year end from the Permanent Oil Tax Trust Fund for the Bismarck Center for Family Medicine 
and increase in cash on hand in the institutional collections funds because of timing of the 
expenses and an increase in investments of $7.8 million primarily due to investing auxiliary 
reserves in investments to get a better rate of return in fiscal year 2011.   

Revenues consisted primarily of student tuition and fees, state appropriations, federal funds, 
sales and services of educational departments, auxiliary enterprises, nongovernmental grants 
and contracts, and capital grants and gifts.  Other revenues during the audited period included 
gifts, state and local grants and contracts, investment income, and tax revenues.  These all 
remained fairly constant for the University of North Dakota except for an increase in capital 
grants and gifts of $12.8 million.  This increase was due to $7.45 million in American Recovery 
and Reinvestment Act (ARRA) funding for the Education Building construction and $5.39 million 
from the Permanent Oil Tax Trust Fund for the Bismarck Center for Family Medicine received in 
fiscal year 2011. 

Total expenses for the University of North Dakota were $386 million for the year ended June 30, 
2011 as compared to $376 million for the prior year.  The increase in total expenses for the 
audited period reflects primarily an increase in salaries and wages due to annual salary 
increases approved by the State Board of Higher Education.  Salaries and wages account for 
67% of total expenses.  All other expenses remained fairly constant. 

Analysis of Significant Changes in Operations 

In fiscal year 2010, the University of North Dakota was approved to:   
 Offer a Ph.D. in chemical engineering, education foundations and research; 
 Offer a M.S. and M.Engr. in sustainable energy engineering; 
 Offer a certificate in conflict transformation, instructional design and technology graduate 

in eLearning; 
 Offer a B.S. in petroleum engineering; 
 Offer M.Ed. and graduate certificate in English language learners both traditionally and 

at a distance; 
 Graduate certificate in community based literacy as applied linguistics and Indian Law; 
 Bachelor of fine arts with a major in musical theater; 
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In fiscal year 2011, the University of North Dakota was approved to:   
 Offer a minor in licensed practical nursing, graphic design technology, technical design, 

graphic design and new art media, operations and supply chain management and 
astrophysics; 

 B.S. in medical laboratory science; 
 Graduate certificate in college teaching and social entrepreneurship traditionally and at a 

distance.   

Analysis of Significant Variances - Budgeted and Actual Expenses 

The University of North Dakota did not have any significant variances for the general fund 
expenses as reflected on the statement of appropriations.   
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Financial Statements 

Statement of Net Assets 
 

June 30, 2011 June 30, 2010
ASSETS

Cash and cash equivalents 17,867,427$    9,698,693$      
Investments 89,823,843      82,035,485      
Accounts receivable, net 8,572,442        9,088,171        
Due from component units 6,281,308        4,328,283        
Due from state general fund 485,374           345,467           
Grants & contracts receivables, net 16,244,667      16,242,359      
Inventories 3,505,555        3,288,979        
Notes receivable, net 24,706,715      24,925,161      
Other assets 1,185,806        1,373,494        
Unamortized bond discount 289,528           326,199           
Capital assets, net 356,659,019    349,642,971    

Total assets 525,621,684$  501,295,262$  

LIABILITIES
Accounts payable 5,456,110$      4,662,457$      
Due to component units 11,388,604      11,872,438      
Accrued payroll 11,657,659      10,675,627      
Deferred revenue 7,580,824        7,818,608        
Deposits 3,334,952        3,133,115        
Other liabilities 1,051,335        1,015,189        

Due to others 105,970,145    110,207,716    
Total liabilities 146,439,629$  149,385,150$  

NET ASSETS
Invested in capital assets, net of related debt 248,896,545$  237,503,322$  
Restricted for:

Nonexpendable:
Scholarships and fellowships 13,271,309      11,215,998      

Expendable:
Scholarships and fellowships 3,098,328        4,131,821        
Research 4,980,062        6,312,599        
Institutional 9,861,135        8,583,765        
Loans 27,090,366      27,204,316      
Debt service 2,524,825        4,215,374        

Unrestricted 69,459,485      52,742,917      
Total net assets 379,182,055$  351,910,112$  
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Statement of Revenues, Expenses, and Changes in Net Assets 
 

June 30, 2011 June 30, 2010
OPERATING REVENUES

Student tuition and fees 108,761,138$        102,959,970$        
Federal grants and contracts 70,495,451            70,366,079            
State and local grants and contracts 6,959,201             7,139,892             
Nongovernmental grants and contracts 18,538,200            19,353,458            
Sales and services of educational departments 35,921,407            34,677,962            
Auxiliary enterprises 36,445,762            34,059,953            
Other 592,556                581,767                

Total operating revenues 277,713,715$        269,139,081$        

OPERATING EXPENSES
Salaries and wages 262,286,962$        247,250,388$        
Operating expenses 63,464,035            68,144,126            
Data processing 4,193,684             4,474,097             
Depreciation 20,435,710            19,593,281            
Scholarships and fellowships 8,579,497             8,304,499             
Cost of sales and services 21,926,324            19,917,351            

Total operating expenses 380,886,212$        367,683,742$        

Operating loss (103,172,497)$       (98,544,661)$         

NONOPERATING REVENUES (EXPENSES)
State appropriations 88,417,041$          83,593,586$          
Federal grants and contracts 11,449,044            10,847,844            
Gifts 8,066,562             9,984,840             
Investment income 5,580,868             4,670,599             
Interest on capital asset-related debt (5,110,046)            (4,674,438)            
Gain on capital assets 265,330                186,364                
Insurance proceeds 99,011                  120,124                
Tax revenues 2,265,652             2,118,098             
Other nonoperating expenses (48,215)                 (1,121,617)            

Net nonoperating revenues 110,985,247$        105,725,400$        

Income before capital grants,
gifts and transfers 7,812,750$            7,180,739$            

State appropriations-capital assets 3,349,723$            3,600,927$            
Inter-institutional transfers (2,418,789)            
Capital grants and gifts 16,109,471            3,305,808             

Total other revenue 19,459,194$          4,487,946$            

NET ASSETS
Net Assets-beginning of the year 351,910,112$        340,241,427$        
Net Assets-end of the year 379,182,056$        351,910,112$        
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Statement of Cash Flows 
 

June 30, 2011 June 30, 2010
CASH FLOWS FROM OPERATING ACTIVITIES

Student tuition and fees 109,733,694$    104,468,896$     
Grants and contracts 95,949,897        98,342,515         
Payments to suppliers (87,993,566)      (89,590,684)       
Payments to employees (260,661,479)    (246,295,412)     
Payments for scholarships and fellowships (8,579,497)        (8,304,499)         
Loans issued to students (3,320,629)        (3,977,304)         
Collection of loans to students 2,830,841          2,665,447           
Auxiliary enterprise charges 31,362,317        34,220,381         
Sales and service of educational departments 38,503,592        31,210,296         
Cash received (paid) on deposits 214,156             (2,418,879)         
Other receipts (payments) 788,141             (3,474,530)         

Net cash used by operating activities (81,172,533)$    (83,153,773)$     

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
State appropriations 88,417,041$      83,593,586$       
Grants and gifts received for other than capital purposes 19,507,606        20,832,684         
Direct Lending Receipts 74,252,968        
Direct Lending Disbursements (74,228,429)      
Agency fund cash decrease (24,727)             (138,468)            
Tax revenues 2,265,652          2,118,098           

Net cash flows provided by noncapital financing activities 110,190,111$    106,405,900$     

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Proceeds from issuance of debt 202,915$           1,500,000$         
Capital appropriations 3,209,816          4,489,015           
Capital grants and gifts received (paid) 15,740,488        (27,660)              
Proceeds from Sale of Capital Assets 1,424,400          1,150,130           
Purchases of capital assets (25,366,019)      (20,930,393)       
Insurance Proceeds 164,096             277,432              
Principal paid on capital debt and lease (8,884,466)        (9,241,220)         
Interest paid on capital debt and lease (5,128,049)        (4,664,295)         

Net cash used by capital and related financing activities (18,636,819)$    (27,446,991)$     

CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sales and maturities of investments 37,619,404$      45,473,536$       
Interest on investments 2,476,836          2,782,447           
Purchase of investments (42,308,265)      (47,972,404)       

Net cash provided (used) by investing activities (2,212,025)$      283,579$            

Net increase (decrease) in cash 8,168,734          (3,911,285)         
CASH - BEGINNING OF YEAR 9,698,693          13,609,978         
CASH - END OF YEAR 17,867,427$      9,698,693$         

 
 
(Continued on next page) 
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(Continued from previous page) 
 
RECONCILIATION OF NET OPERATING REVENUES (EXPENSES) TO
NET CASH PROVIDED (USED) BY OPERATING ACTIVITIES June 30, 2011 June 30, 2010

Operating loss (103,172,497)$  (98,544,661)$     
Adjustments to reconcile net loss to net cash

provided (used) by operating activities
Depreciation expense 20,435,710        19,593,281         
Other nonoperating revenues (expenses) 7,897                 (3,264,195)         
Change in assets and liabilities

Accounts receivable adjusted for interest receivable (1,355,741)        (2,566,897)         
Grant & contract receivables (42,955)             1,483,086           
Inventories (216,576)           (459,901)            
Notes receivable 218,446             (468,538)            
Other assets 187,688             (792,101)            
Accounts payable and accrued liabilities adjusted 

for interest payable 1,163,640          2,610,879           
Accrued payroll 969,276             376,678              
Compensated absences 656,207             578,298              
Deferred revenue (237,784)           719,177              
Deposits 214,156             (2,418,879)         

     Net cash used by operating activities (81,172,533)$    (83,153,773)$     

SUPPLEMENTAL DISCLOSURE ON NONCASH TRANSACTIONS
Assets acquired through capital lease 3,284,332$        13,168,243$       
Expenses paid by capital lease/special assessments 4,978                 172,492              
Gifts of capital assets 273,721             3,293,344           
Net increases in value of investments 2,364,683          2,179,133           
  Total non-cash transactions 5,927,714$        18,813,212$       
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Statement of Appropriations 

For The Biennium Ended June 30, 2011 

Original Final Unexpended

Expenses by line item Appropriation Adjustments Appropriation Expenses Appropriation

Operating Expenses 125,036,783$ 4,614,857$     129,651,640$ 129,651,640$ 

Capital Assets 52,219,545     (44,519,000)    7,700,545       7,139,735       560,810$        

Capital Assets Carryover 1,565,182       1,565,182       1,546,709       18,473           

Capital Improvements - Off system

College of Business 20,500,000     20,500,000     20,500,000     

EERC Storage Building 1,540,000       1,540,000       1,540,000       

Indoor Track Facility 19,500,000     19,500,000     19,500,000     

Oxford House Relocation 750,000         750,000         750,000         

Starcher Hall Generator 600,000         600,000         600,000         

SOM Forensic Facility 129,000         129,000         129,000         

Airport Hanger Renovation 1,456,661       1,456,661       1,422,265       34,396           

Education Building Project 1,400,000       1,400,000       66,990           1,333,010       

Classroom Renovation 500,000         500,000         382,682         117,318         

Northern Plains 433,674         433,674         364,194         69,480           

EERC Building 184 1,900,000       1,900,000       783,316         1,116,684       

EERC NCHT addition 4,000,000       4,000,000       395,854         3,604,146       

Alumni Center 2,000,000       2,000,000       2,000,000       

Wilkerson 14,000,000     14,000,000     14,000,000     

Scale up classroom 606,381         606,381         606,381         

Capital - Off system Carryover

Wellness Center 1,368,069       1,368,069       1,368,069       

Neuroscience Research Facility 17,000,000     17,000,000     17,000,000     

Carnegie Library Renovation 2,968,125       2,968,125       2,968,125       

Squires Dining Center 117,715         117,715         117,715         

SOM Neuroscience 824,900         824,900         824,900         

SOM Pet Scanner and Renovation 1,156,525       1,156,525       1,156,525       

Nursing Facility 10,324           10,324           6,787             3,537             

Parking Ramp Structure 1,642,029       1,642,029       83,908           1,558,121       

Housing Unit Replacement 102,514         102,514         (1,054)            103,568         

Energy Improvement Projects 1,606,911       1,606,911       396,356         1,210,555       

Wilkerson Dining Center 4,000,000       4,000,000       4,000,000       

Okelly Hall and Ireland Lab 220,000         220,000         217,948         2,052             

Allied Health Facility 20,400,000     20,400,000     20,400,000     

American Indian Center 10,000,000     10,000,000     10,000,000     

EERC Communication Center 5,000,000       5,000,000       5,000,000       

Earth Systems Science Building 5,000,000       5,000,000       5,000,000       

Indoor track facility 15,000,000     15,000,000     15,000,000     

Memorial Union Renovation 4,500,000       4,500,000       4,500,000       

SOM Lab and Renovation 9,800,000       9,800,000       9,800,000       

SOM Bismarck FPC Building 4,000,000       4,000,000       4,000,000       

Deferred Maintenance 7,178,674       7,178,674       3,664,206       3,514,468       

Federal Stimulus Funds 2009 11,700,000     2,000,000       13,700,000     10,356,251     3,343,749       

1997 Flood Expenditures 1,231,806       1,231,806       1,231,806       -                    

Totals 196,135,002$ 138,925,673$ 335,060,675$ 157,709,593$ 177,351,081$ 

Expenses by source

General fund 134,516,002$ 7,411,845$     141,927,847$ 137,834,096$ 4,093,751$     

Federal funds 11,700,000$   2,000,000$     13,700,000     1,325,939$     12,374,061     

Special fund 49,919,000     129,513,828   179,432,828   18,549,559     160,883,269   

Totals 196,135,002$ 138,925,673$ 335,060,675$ 157,709,594$ 177,351,081$ 
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Appropriation Adjustments: 

Operating Expenses 
The $4,614,857 adjustment is comprised of the following: 
 $4,167,397 transfer from the NDUS for technology services pursuant to 09 SB 2003, 

section 12. 
 $100,000 transfer from the NDUS for the Space Grant Consortium. 
 $97,460 transfer from the NDUS for security and emergency preparedness pursuant to 

09 SB 2003, section 19. 
 $250,000 transfer from the NDUS for science, technology, engineering and mathematics in 

existing teacher education program curriculums pursuant to 09 SB 2003, section 28. 
 

Capital Assets 
$44,519,000 transfer to the Capital Improvements - Off System line because the spending for 
these projects will not be abstracted through OMB, but will be reported off system. 
 
Capital Assets - Carryover 
$1,565,182 general fund carryover in the capital asset line from the prior biennium. 
 
Capital Improvements – Off System 
$44,519,000 transferred from the capital assets line for the following various projects 
appropriated in 09 SB 2003: 
 College of Business and Public Administration Renovation $20,500,000 
 EERC storage and support building $1,540,000 
 Indoor track and practice facility $19,500,000 
 Oxford House relocation and renovation $750,000 
 Starcher Hall emergency generator $600,000 
 School of Medicine forensic pathology facility $129,000 
 Airport hangar renovation $1,500,000 
 
The Airport hangar adjustment was reduced $43,339 for emergency spending prior to this 
biennium. 
 
In addition to the above, the following projects were authorized by the Budget Section: 
 Education building project $1,400,000 
 Classroom renovation $500,000 
 Northern Plains $409,000 
 EERC building $1,900,000 

 
Capital – Off System Carryover 
The projects listed under this line item were appropriated in prior bienniums and the 
adjustments are the remaining authority carried over. 
 
Federal Stimulus Funds 2009 
The $2,000,000 adjustment is for modification and renovation of mechanical and electrical 
systems in multiple buildings for facility energy efficiency improvements to be funded by the 
Department of Commerce.  This approval was pursuant to 09 SB 2018, section 2. 
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1997 Flood Expenditures 
$1,241,368 was carried over from the prior biennium pursuant to NDCC 54-44.1-11 and $9,562 
was returned. 
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 Internal Control 

In our audit for the biennium ended June 30, 2011, we identified the following areas of the 
University of North Dakota’s internal control as being the highest risk: 

Internal Controls Subjected to Testing: 
 

 Controls surrounding the processing of revenues. 
 Controls surrounding the processing of expenses. 
 Controls effecting the safeguarding of assets. 
 Controls relating to compliance with legislative intent.   
 Controls surrounding the ConnectND (PeopleSoft) system. 

The criteria used to evaluate internal control is published in the publication  Internal Control – 
Integrated Framework from the Committee of Sponsoring Organizations (COSO) of the 
Treadway Commission. 

We gained an understanding of internal control surrounding these areas and concluded as to 
the adequacy of their design.  We also tested the operating effectiveness of those controls we 
considered necessary based on our assessment of audit risk.  We concluded that internal 
control was not adequate noting a certain matter involving internal control and its operation that 
we consider to be a significant deficiency.   

Auditors are required to report deficiencies in internal control that are significant within the 
context of the objectives of the audit.  A deficiency in internal control 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 (1) misstatements in financial or 
performance information, (2) violations of laws and regulations, or (3) impairments of 
effectiveness or efficiency of operations, on a timely basis.  Considering both qualitative and 
quantitative factors, we identified the following significant deficiency in internal control.   

Fund Classification (Finding 11-1) 

We noted several problems with classification of funds at UND during our testing:  
 

 UND had several funds in the Restricted Non-endowed scholarship and fellowship range 
(50000-52999) and one fund in the Restricted Endowments/Quasi Endow range (70000-
78999) that were classified as restricted, but there was no external restriction on the 
funds. The source of funding for the funds were transfers from unrestricted funds and 
therefore by definition there were/are no external restrictions placed on them.  

 UND had three funds in the local fund range (20212, 21338, and 22810) that had gifts 
from private foundation with external restrictions on how that gift was to be spent. 
However, UND receipted the gifts into a local unrestricted fund and spent the proceeds 
of the gifts out of that fund as well. The gifts should have been receipted into a restricted 
fund since there was an external restriction and the net assets should have been 
classified as restricted.  

 
One of the major tenets of a properly functioning internal control system is to ensure the 
reliability of financial statements.  
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 GASB34, Par. 34 states:  Net assets should be reported as restricted when constraints 
placed on net asset use are either:  

o Externally imposed by creditors (such as through debt covenants), grantors, 
contributors, or laws or regulations of other governments  

o Imposed by law through constitutional provisions or enabling legislation.  
 

 NACUBO FARM Ch. 354.1 Current Funds states:  Restricted current funds are operating 
funds that have been restricted for a specific purpose by external parties, contracts, or 
legislation. Externally imposed restrictions are different from internally created 
designations established by the governing board on unrestricted funds because external 
restrictions cannot be removed without the external parties' consent. 

 
 Non-endowed scholarship funds (50000-52999) and Endowment/Quasi Endow funds 

(70000-78999) are to be used for funds restricted by a donor for providing scholarships 
for the institution's students.  

 

Recommendation: 
We recommend that UND:  

1. Reclassify the unrestricted funds that have external restrictions to restricted funds to 
ensure donor intent is being complied with and reporting of the proper classification of 
net assets on the financial statements, and 

2. Review all current funds to ensure that they meet the GASB definition of unrestricted or 
restricted funds.  

 

University of North Dakota’s Response: 
1. Agree.  Beginning in FY12, UND will record gifts received from the Center for Innovation 

Foundation that carry a restriction to a restricted fund.    
2. Agree.  UND started this review process in early calendar year 2011.  The review 

involves the UND departments of the Budget Office, Student Account Services, Student 
Financial Aid, and the Controller’s Office.  The fund groups now being reviewed are 
scholarship funds, endowment funds, quasi endowment funds, other restricted funds and 
some agency funds.  The expected end date of these reviews is December 2012.  In 
addition, a UND accountant reviews gift deposits for proper recording.  This has been 
ongoing for over a year and will continue.  UND has over 2800 funds, a review of this 
magnitude is time consuming and involves significant resources.  Because a review 
process was started before this audit recommendation was issued, UND requests the 
finding be an informal recommendation. 
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Compliance With Legislative Intent 

In our audit for the biennium ended June 30, 2011, we identified and tested the University of 
North Dakota's compliance with legislative intent for the following areas we determined to be 
significant and of higher risk of noncompliance:  
 

 $11,200,000 from the federal American Recovery and Reinvestment Act of 
2009 was used for the construction of the education building.  (09 SB 2003, 
chapter 31, section 4) 

 University of North Dakota reported to the appropriations committee of the 
sixty-second legislative assembly on the use of one-time funding. (09 SB 
2003, chapter 31, section 7) 

 $5,400,000 from the permanent oil tax trust fund was used for the purpose of 
constructing a building for the Bismarck Family Practice Center. (09 SB 2003, 
chapter 31, section 9) 

 $1,500,000 self-liquidating, tax-exempt evidences of indebtedness were 
issued for hangar renovation and any unexpended balance resulting from the 
proceeds were placed in a sinking fund and used to retire the indebtedness.  
(09 SB 2003, chapter 31, section 26) 

 $250,000 was used to enhance the use of science, technology, engineering, 
and mathematics in existing teacher education program curriculums and was 
not used for infrastructure projects. (09 SB 2003, chapter 31, section 28) 

 Proper use/approval of clearing account and petty cash/till funds.  (NDCC 
54-06-08.1, Article X, Section 12, part 1 of the North Dakota Constitution, 
Attorney General’s letter dated September 11, 1987) 

 BND used as credit card processing depository.  (NDCC 54-06-08.2) 
 Gifts used in compliance with the wishes of the donor.  (Article IX, Section 1 

of the ND Constitution, NDCC 1-08-02 and NDCC 15-10-12) 
 Fixed asset requirements including record keeping, lease and financing 

arrangement in budget requests, surplus property, and lease analysis 
requirements.  (NDCC 54-44.1-06, 54-27-21, 54-44-04.6, and 54-27-21.1) 

 Expenses including proper voucher approvals (NDCC 44-08-05.1, Article X, 
Section 12, subpart 2 of North Dakota Constitution) and being within 
budgeted amounts. (NDCC 54-44.1-09, Attorney General Opinion dated 
January 6, 1977) 

 Travel-related expenses are made in accordance with state statute. (NDCC 
44-08-04, 44-08-04.1, 04.2, 04.3, 04.4, 04.5, and 54-06-09). 

 Conflict of interest. (NDCC 12.1-13-03, 48-01.2-08 and 48-02-12) 
 Carryover of unexpended appropriations. (NDCC 54-44.1-11) 
 Adequate blanket bond coverage. (NDCC 26.1-21-08) 
 Unclaimed property laws. (NDCC 47-30.1-02.1 and 47-30.1-03.1) 
 Nepotism. (NDCC 44-04-09) 
 Bond revenues and reserves. (NDCC 15-55-03 and 15-55-06) 
 Misapplication of entrusted property. (NDCC 12.1-23-07) 

The criteria used to evaluate legislative intent are the laws as published in the North Dakota 
Century Code and the North Dakota Session Laws. 
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Government Auditing Standards require auditors to report all instances of fraud and illegal acts 
unless they are inconsequential within the context of the audit objectives.  Further, auditors are 
required to report significant violations of provisions of contracts or grant agreements, and 
significant abuse that has occurred or is likely to have occurred.   

The results of our tests disclosed no instances of noncompliance that are required to be 
reported under Government Auditing Standards.  Thus, we concluded there was compliance 
with the legislative intent identified above. 

 



 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

You may obtain audit reports on the internet at: 
 

www.nd.gov/auditor/  
 

or by contacting the  
Division of State Audit 

 
Office of the State Auditor 

600 East Boulevard Avenue – Department 117 
Bismarck, ND  58505-0060 

 
(701) 328-2241 
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