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Independent Auditor’s Report

Honorable John Hoeven, Governor
Members of the Legislative Assembly
Members of the North Dakota Client
Shannon Berndt, Administrator

North Dakota Dry Pea and Lentil Council

We have audited the special-purpose statements of revenues and expenditures of the North
Dakota Dry Pea and Lentil Council for the two-year period ended June 30, 2010 and June 30,
2009. These special-purpose financial statements are the responsibility of the management of
the North Dakota Dry Pea and Lentil Council. Our responsibility is to express an opinion on the
special-purpose financial statements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards, and the
standards applicable to financial audits contained in Government Auditing Standards issued by
the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the special-purpose financial
statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the special-purpose financial statements.
An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall special-purpose financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

As discussed in Note 1, these special-purpose financial statements are intended to present the
revenues and expenditures of only that portion of the governmental activities of the state of
North Dakota that is attributable to the transactions of the North Dakota Dry Pea and Lentil
Council. They do not purport to, and do not present fairly the financial position of the state of
North Dakota, in conformity with accounting principles generally accepted in the United States
of America.

The accompanying special-purpose financial statements are prepared to provide state decision
makers, including the Senate and House Agriculture Committees, with a comprehensive
overview of the North Dakota Dry Pea and Lentil Council's operations in accordance with
NDCC section 4-24-10. The revenues and expenditures are reported as discussed in the first
note to the special-purpose financial statements. These special-purpose financial statements
are not intended to be a presentation in conformity with generally accepted accounting
principles.

In our opinion, the special-purpose financial statements referred to above presents fairly, in all
material respects, the revenues and expenditures of the North Dakota Dry Pea and Lentil
Council for the two-year periods ended June 30, 2010 and June 30, 2009, in conformity with the
basis of accounting described in Note 1 to the special-purpose financial statements.

Our audit was made for the purpose of forming an opinion on the special-purpose financial
statements taken as a whole. The Detailed Comparative Schedule of Revenues and
Expenditures subsequent to the notes is presented for purposes of additional analysis and is not
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a required part of the special-purpose financial statements of the North Dakota Dry Pea and
Lentil Council. The Detailed Comparative Schedule of Revenues and Expenditures has been
subjected to the auditing procedures applied in the audit of the special-purpose financial
statements and in our opinion, is fairly stated in all material respects in relation to the special-
purpose financial statements taken as a whole.

In accordance with Government Auditing Standards, we have also issued our report dated
November 24, 2010 on our consideration of the North Dakota Dry Pea and Lentil Council’'s
internal control over financial reporting and our tests of its compliance with certain provisions of
laws, regulations, contracts and grant agreements and other matters. The purpose of that
report is to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on the internal control
over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be considered in assessing the
results of our audit.

This report is intended solely for the information of the Governor, Legislative Audit and Fiscal
Review Committee, the Senate and House agriculture committees, and management of the
North Dakota Dry Pea and Lentil Council and is not intended to be and should not be used by
anyone other than these specified parties.

Bl Do

Robert R. Peterson
State Auditor

November 24, 2010
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Report on Internal Control over Financial Reporting
and on Compliance and Other Matters Based on an
Audit of Financial Statements Performed in Accordance
with Government Auditing Standards

Honorable John Hoeven, Governor

Members of the Legislative Assembly

Members of the North Dakota Dry Pea and Lentil Council
Shannon Berndt, Administrator

North Dakota Dry Pea and Lentil Council

We have audited the special-purpose financial statement of the governmental activities of the
North Dakota Dry Pea and Lentil Council as of and for the two-year period ended June 30, 2010
and have issued our report thereon dated November 24, 2010. Our report was modified to
indicate the statement of revenue and expenses was prepared in accordance with NDCC section
4-24-10 and is not intended to be a presentation in conformity with generally accepted accounting
principles. We conducted our audit in accordance with auditing standards generally accepted in
the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the North Dakota Dry Pea and Lentil
Council’s internal control over financial reporting as a basis for designing our auditing procedures
for the purpose of expressing our opinions on the special-purpose financial statement, but not for
the purpose of expressing an opinion on the effectiveness of the North Dakota Dry Pea and Lentil
Council's internal control over financial reporting. Accordingly, we do not express an opinion on
the effectiveness of the North Dakota Dry Pea and Lentil Council’s internal control over financial
reporting.

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 and correct misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented, or
detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose described
in the first paragraph of this section and was not designed to identify all deficiencies in internal
control over financial reporting that might be deficiencies, significant deficiencies or material
weaknesses. We did not identify any deficiencies in internal control over financial reporting that
we consider to be material weaknesses, as defined above. However, we identified certain
deficiencies in internal control over financial reporting, described in the accompanying schedule of
Findings, Recommendations, and Management Responses that we consider to be significant
deficiencies in internal control over financial reporting (Findings 10-1 and 10-2). A significant
deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe
than a material weakness, yet important enough to merit attention by those charged with
governance.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the North Dakota Dry Pea and Lentil
Council's special-purpose financial statement is free of material misstatement, we performed
tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements, noncompliance with which could have a direct and material effect on the
determination of special-purpose financial statement amounts. However, providing an opinion
on compliance with those provisions was not an objective of our audit, and accordingly, we do
not express such an opinion. The results of our tests disclosed no instances of noncompliance
or other matters that are required to be reported under Government Auditing Standards.

The North Dakota Dry Pea and Lentil Council’'s response to the findings identified in our audit
are described in the schedule of Findings, Recommendations, and Management Responses.
We did not audit the North Dakota Dry Pea and Lentil Council’'s response and, accordingly, we
express no opinion on it.

This report is intended solely for the information and use of the North Dakota Dry Pea and Lentil
Council, Legislative Audit and Fiscal Review Committee, and members of the North Dakota
Legislative Assembly, and is not intended to be and should not be used by anyone other than
these specified parties.

i@ revns

Robert R. Peterson
State Auditor

November 24, 2010
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Comparative Statement of Revenues and Expenditures
(Budgetary Basis)

North Dakota Dry Pea and Lentil Council

For the Years Ended June 30, 2010 and 2009

Fiscal Years

2010 2009
REVENUES:
Assessments (net of refunds of $94,914 and
$86,913) $ 1,467,729 $ 1,253,216
Interest on Investments 17,770 21,711
Miscellaneous Revenue 3,247
Total Revenues: $ 1,485,499 $ 1,278,174
EXPENDITURES:
Grants, Benefits, and Claims $ 953,000 $ 732,000
Other Operating Fees 6,584 20,138
Salaries and Benefits 4,720 6,943
Total Expenditures $ 964,304 $ 759,081
Revenue Over/(Under) Expenditures $ 521,195 $ 519,093

See Notes to the Financial Statements
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Notes to the Special-Purpose Financial Statements

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The responsibility for these financial statements, the internal control structure and compliance
with laws and regulations belongs to the management of the North Dakota Dry Pea and Lentil
Council. A summary of the significant accounting policies follows:

A. Reporting Entity

For financial reporting purposes, the North Dakota Dry Pea and Lentil Council includes all funds,
programs, and activities over which it is financially accountable. The North Dakota Dry Pea and
Lentil Council does not have any component units as defined by the Government Accounting
Standards Board. The North Dakota Dry Pea and Lentil Council is part of the state of North
Dakota as a reporting entity. The financial statements report all expenditure activity in the
administration program.

The North Dakota Dry Pea and Lentil Council was established by North Dakota Century Code
(NDCC), chapter 4-10.7, and is vested with the powers and has the duty to contract and
cooperate with any person or with any governmental department of agency for research,
education, publicity, promotion, and transportation. The North Dakota Dry Pea and Lentil
Council may also formulate the general policies and program of markets and industries for the
utilization of dry peas and lentils grown within the state.

B. Reporting Structure

The financial statements include all activities of the reporting entity as defined above. These
activities are funded from fund 227 (the North Dakota Dry Pea and Lentil Council operating
fund). The statement of revenues and expenditures is a combined statement to give the users
an overview of the agency's activity.

C. Basis of Accounting

Revenues and expenditures on the statement of revenues and expenditures are principally
reported on the modified accrual basis of accounting which is generally accepted accounting
principles (GAAP) for governmental fund types. Because of the unique nature of North Dakota's
accounting system and its appropriation laws, there are at times differences between the way
expenditures are appropriated and GAAP. These differences are discussed below.

Under the modified accrual basis of accounting revenues are recognized when susceptible to
accrual (i.e., measurable and available). Measurable means the amount can be determined,
available means due and collectible within the current period or soon enough thereafter to be
used to pay liabilities of the current period. Revenues are considered available if they are
collected within 30 days after fiscal year end. Expenditures are recorded when goods or
services are received. Exceptions include: principal and interest expenditures which are
recorded when due; compensated absences which are recorded when paid; and, claims and
judgments.
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As stated above, there can be differences between revenues and expenditures reported on the
state's accounting system and budget basis and those reported by the Office of Management
and Budget in the state's CAFR in accordance with GAAP. Basically there are two types of
differences: accounting and statutory.

Accounting differences can include:

A. Loan receipts and loan disbursements are accounted for as revenues and expenditures
on the state's accounting system (and at times are budgeted as expenditures).

B. Revenue reported on the statement of revenues and expenditures can differ from GAAP
revenues because certain receivables are accrued for GAAP purposes while they were
not recorded as revenue on the state's accounting system when they are received after
the apply back period.

C. Certain transfers are sometimes recorded as revenues and expenditures on the state’s
accounting system.

D. Expenditures recorded on the state’s accounting system do not report expenditures
relating to capital lease and other financing arrangements.

Statutory differences can occur because of North Dakota Century Code section 54-44.1-11.
This section requires the Office of Management and Budget to cancel most unexpended
appropriations 30 days after the end of each biennial period. Certain GAAP expenditures are
not recorded as budgetary expenditures because the agency does not have the ability to pay the
expenditures within 30 days after the end of the biennium. These are relatively rare
occurrences, and when significant, will be clearly disclosed.

D. Other GAAP Reporting Differences

GAAP financial statements would include a balance sheet by fund type and account group.
Revenues, expenditures, and expenses would also be reported by fund type. In addition, a
statement of cash flows would have been prepared for proprietary fund type activities. GAAP
financial statements would also provide more complete note disclosures. This type of
information is available in the state's comprehensive annual financial report and the Office of
Management and Budget's combining statements by department.

For this report, revenues and expenditures are reported on a departmental basis to give an
overview of the North Dakota Dry Pea and Lentil Council's operations. All revenues and
expenditures are included regardless of the nature of the activities (proprietary fund types are
included with governmental fund types when applicable).

NOTE 2 - RELATED PARTIES

The North Dakota Dry Pea and Lentil Council contracts with the Northern Pulse Growers
Association and USA Dry Pea and Lentil Council which are related organizations through similar
control and management, to implement and administer programs intended to contribute to the
betterment of the North Dakota’'s Dry Pea and Lentil industry. Such programs include, but are
not limited to: research, education, publicity, promotion and transportation. Under the terms of
the contract, with Northern Pulse Growers association, they also provides the council with
administrative, financial, and reporting services. Payments under the contract with Northern
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Pulse Growers amounted to $1,145,000 for the two year period ended June 30, 2010.
Payments under the contract with USA Dry Pea and Lentil amounted to $538,000 for the two
year period ended June 30, 2010.

NOTE 3 — OTHER SIGNIFICANT ITEMS

The North Dakota Dry Pea and Lentil Council has cash and investment reserves of $1,927,370.
Based on the average monthly expenditures for fiscal year 2010, this amount represents
approximately two years of expenditures.

North Dakota Century Code section 4.1-07-12 states that the Dry Pea and Lentil Council shall
levy an assessment upon all dry peas and lentils grown in the state or sold to a first purchaser
an assessment at the rate of one percent of the net value of dry peas and lentils.
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Supplementary Information

Detailed Comparative Statement of Revenues and Expenditures

(Budgetary Basis)

North Dakota Dry Pea and Lentil Council

For The Years Ending June 30, 2010 and 2009

REVENUES:
Assessments (net of refunds of $94,914 and
$86,913)
Interest on Investments
Miscellaneous Revenue
Total Revenues:

EXPENDITURES:

Grants, Benefits and Claims
Salaries and Benefits
Travel
Operating Fees and Services
Printing
Professional Services
Postage
Professional Development
Office Supplies
IT-Communications

Total Expenditures

Revenue Over/(Under) Expenditures

Fiscal Years

2010 2009
$ 1,467,729 $ 1,253,216
17,770 21,711
3,247

$ 1,485499 $ 1,278,174
953,000 732,000
4,720 6,943
3,587 8,822

1,073 768

539 260

528 9,365

492 316

313 498

52 65

a4

$ 964,304 $ 759,081
$ 521,195 $ 519,093
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Responses to LAFRC Audit Questions

The Legislative Audit and Fiscal Review Committee (LAFRC) requests that certain items be
addressed by auditors performing audits of state agencies.

1.

What type of opinion was issued on the financial statements?

The special-purpose financial statements are present fairly, in all material respects, the
revenues and expenditures on the basis of accounting described in Note 1 to the financial
statements but the statements were not intended to be a presentation in conformity with
generally accepted accounting principles.

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

Yes.
Was internal control adequate and functioning effectively?

No. See the significant deficiencies included in this report under “Findings,
Recommendations, and Management Response.”

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

No.
Has action been taken on findings and recommendations included in prior audit reports?
No. Both recommendations from last audit have been repeated.

Was a management letter issued? If so, provide a summary below, including any
recommendations and the management responses.

No.
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LAFRC Audit Communications

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

There were no significant changes in accounting policies, and no management conflicts of
interest, contingent liabilities, or significant unusual transaction were noted.

2. 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.

There were no significant accounting estimates.

3. Identify any significant audit adjustments.

None.

4. ldentify 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.

We are pleased to report that no significant disagreements arose during the course of our
audit.

5. Identify any serious difficulties encountered in performing the audit.
None.

6. Identify any major issues discussed with management prior to retention.
This is not applicable for audits conducted by the Office of the State Auditor.

7. ldentify any management consultations with other accountants about auditing and
accounting matters.

None.

8. 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 and Human Resource Management System (HRMS) are the most high-
risk information technology systems critical to the North Dakota Client.
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Findings, Recommendations, and Agency’s Response

Finding 10-1: PeopleSoft Access (prior recommendation not implemented)

An individual at the North Dakota Dry Pea and Lentil Council has access in PeopleSoft that
allows them to perform both data entry and approval in the Accounts Payable Module.

The individual is capable of processing transactions in the Accounts Payable Module that are
automatically approved based on their approver role which results in improper segregation of
duties and increases the risk unauthorized transactions could go undetected.

Recommendation: We recommend the North Dakota Dry Pea and Lentil Council periodically
review PeopleSoft Access listing to ensure that there is a proper segregation of duties between
the functions of data entry and transaction approval.

Agency Response:

The North Dakota Dry Pea & Lentil Council agrees with recommendation 10-01. The North
Dakota Dry Pea & Lentil Council will remove the data entry role from the employee who has
approval authority.

Finding 10-2: Fraud Risk Assessment / Code of Ethics / Code of Business Conduct (prior
recommendation not implemented)

Within the North Dakota Dry Pea and Lentil Council no system exists or is being implemented to
identify possible instances of fraud or fraudulent activities in its financial and operational areas.
The North Dakota Dry Pea and Lentil Council does not have necessary control activities
designed or documented to ensure significant fraud exposures are identified and mitigated. This
system of control activities would also need to be adequately tested.

The North Dakota Dry Pea and Lentil Council also does not have a code of ethics or code of
business conduct policy in place.

The lack of a code of ethics, code of business conduct, and fraud risk assessment makes it
possible for fraud and fraudulent activities to occur and not be identified or stopped and
management’s ethical values may not be effectively communicated throughout the department.

Recommendation 08-02: We recommend the North Dakota Dry Pea and Lentil Council:

A. Establish and perform a fraud risk assessment on a comprehensive and recurring basis.
We recommend that the North Dakota Dry Pea and Lentil Council design and document
the necessary control activities to ensure that each significant fraud exposure identified
during the risk assessment process has been adequately mitigated.

B. Develop a code of ethics and code of business conduct and ensure that employees
adhere to the policy.
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Agency Response:

The North Dakota Dry Pea & Lentil Council agrees with recommendation 10-02. The North
Dakota Dry Pea & Lentil Council has begun the process of developing a document that outlines
necessary control activities to ensure that each significant fraud exposure identified during the
risk assessment process has been adequately mitigated. The North Dakota Dry Pea & Lentil
Council will develop a code of ethics and code of business conduct.
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Governance Communication

November 24, 2010

To: The North Dakota Dry Pea and Lentil Council members
The Legislative Audit and Fiscal Review Committee

We have audited the financial statements of the governmental activities, of the North Dakota
Dry Pea and Lentil Council for the two year period ended June 30, 2010, and have issued our
report thereon dated November 24, 2010. Professional standards require that we provide you
with the following information related to our audit.

Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. The
significant accounting policies used by The North Dakota Dry Pea and Lentil Council are
described in Note 1 to the financial statements. No new accounting policies were adopted and
the application of existing policies was not changed during our audit period. We noted no
transactions entered into by the governmental unit during the year for which there is a lack of
authoritative guidance or consensus. There are no significant transactions that have been
recognized in the financial statements in a different period than when the transaction occurred.

The disclosures in the financial statements are neutral, consistent, and clear. Certain financial
statement disclosures are particularly sensitive because of their significance to financial
statement users.

Difficulties Encountered in Performing the Audit

We encountered no significant difficulties in dealing with management in performing and
completing our audit.

Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements identified
during the audit, other than those that are trivial, and communicate them to the appropriate level
of management. Management has corrected all such misstatements. In addition, none of the
misstatements detected as a result of audit procedures and corrected by management were
material, either individually or in the aggregate, to the financial statements taken as a whole.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a
financial accounting, reporting, or auditing matter, whether or not resolved to our satisfaction,
that could be significant to the financial statements or the auditor’'s report. We are pleased to
report that no such disagreements arose during the course of our audit.
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Management Representations

We have requested certain representations from management that are included in the
management representation letter dated November 24, 2010.

Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and
accounting matters, similar to obtaining a “second opinion” on certain situations. If a
consultation involves application of an accounting principle to the governmental unit’s financial
statements or a determination of the type of auditor's opinion that may be expressed on those
statements, our professional standards require the consulting accountant to check with us to
determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.

Other Audit Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and
auditing standards, with management each year prior to retention as the governmental unit's
auditors. However, these discussions occurred in the normal course of our professional
relationship and our responses were not a condition to our retention. It should be noted that the
retention of the State Auditor is a matter of state law and is not under the control of the North
Dakota Dry Pea and Lentil Council.

This information is intended solely for the use of North Dakota Dry Pea and Lentil Council and
management of the North Dakota Dry Pea and Lentil Council and is not intended to be and
should not be used by anyone other than these specified parties.

Very truly yours,
I i
/.5_‘__._ - Ve oo

Ron Tolstad, CPA, M. Acc.
Audit Manager
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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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