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Transmittal Letter
January 13, 2023

The Honorable Doug Burgum, Governor of North Dakota
Members of the North Dakota Legislative Assembly

Mr. Joe Morrissette, CPA, Director of Office of Management and Budget

Iam pleased to submit our report on internal control, compliance, and other matters for the state of North Dakota. This
report relates to the audit of the state’s basic financial statements for the year ended June 30, 2022. This report on
internal control, compliance, and other matters has been completed in accordance with Generally Accepted Government
Auditing Standards, as issued by the Comptroller General of the United States.

Enclosed you will find our governance communication and posted or passed audit adjustments. These communications
are required by auditing standards.

The audit manager for this audit was Lindsey Slappy, CPA. Inquiries or comments relating to this audit may be directed
to Ms. Slappy by calling (701) 328-2241. Iwould like to express my appreciation to Mr. Morrissette and his staff for the
courtesy, cooperation, and assistance they provided to our office during the audit.

Respectfully submitted,

IS/

Joshua C. Gallion

State Auditor

cc: Legislative Audit and Fiscal Review Committee
Sheila Sandness, Legislative Council Fiscal Analyst
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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

Independent Auditor’s Report

The Honorable Doug Burgum, Governor of North Dakota
Members of the North Dakota Legislative Assembly

We have audited, 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, the financial statements of the governmental activities, the business-
type activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the state of North Dakota as of and for the year ended June 30, 2022, and the
related notes to the financial statements, which collectively comprise the state’s basic financial statements and
have issued our report thereon dated January 13, 2023.

Our report includes a reference to other auditors who audited the following entities, as described in our report
on the state of North Dakota’s financial statements:

Addiction Counselor Internship Job Service North Dakota

Loan Program Mandan Remediation Trust
Bank of North Dakota Medical Facility Infrastructure Loan Program
Beginning Farmer Revolving Loan Fund PACE and AG PACE Funds
Building Authority Public Employees Retirement System
Clean Sustainable Energy Authority Public Finance Authority
College SAVE Rebuilders Permanent Loan Program
Comprehensive Health Association of Retirement and Investment Office

North Dakota School Construction Assistance Revolving
Covid Pace Recovery Program Loan Fund
Department of Trust Lands State Fair Association
North Dakota Development Fund State Historical Society of North Dakota
Guaranteed Student Loan Program Foundation
Housing Finance Agency Student Loan Trust
Housing Incentive Fund Water Infrastructure Revolving Loan Fund
Infrastructure Revolving Loan Fund Workforce Safety and Insurance

Innovation Technology Fund
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This report includes our consideration of the results of the other auditors’ testing of internal control over financial
reporting or compliance and other matters that are reported on separately by those auditors. However, this
report, insofar as it relates to the results of the other auditors, is based solely on the reports of other auditors. The
financial statements of the North Dakota University System’s foundations and the State Historical Society of
North Dakota Foundation, that are reported as discretely presented component units, were not audited in
accordance with Government Auditing Standards, and accordingly, this report does not include reporting on
internal control over financial reporting or compliance and other matters associated with the North Dakota
University’s foundations and State Historical Society of North Dakota Foundation by those auditors who audited
the financial statements.

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

In planning and performing our audit of the financial statements, we considered the state of North Dakota’s
internal control over financial reporting (internal control) as a basis for designing audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinions on the financial statements, but not
for the purpose of expressing an opinion on the effectiveness of the state of North Dakota’s internal control.
Accordingly, we do not express an opinion on the effectiveness of the state of North Dakota’s internal control.

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. 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.

Our consideration of internal control was for the limited purpose described in the first paragraph of this section
and was not designed to identify all deficiencies in internal control that might be material weaknesses or
significant deficiencies and therefore, material weaknesses or significant deficiencies may exist that were not
identified. Given these limitations, during our audit we and the other auditors did not identify any deficiencies
in internal control that we consider to be material weaknesses. We and the other auditors identified certain
deficiencies in internal control, described in the accompanying Schedule of Findings and Recommendations as item
2022-01 which is considered a significant deficiency.

REPORT ON COMPLIANCE AND OTHER MATTERS

As part of obtaining reasonable assurance about whether the state of North Dakota’s financial statements are
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
financial statements. 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 and those of the other
auditors disclosed no instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards.

PURPOSE OF THIS REPORT

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and
the results of that testing, and not to provide an opinion on the effectiveness of the state of North Dakota’s
internal control or on compliance. This report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the state of North Dakota’s internal control and compliance.
Accordingly, this communication is not suitable for any other purpose.
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/S/

Joshua C. Gallion
State Auditor
Bismarck, North Dakota

January 13, 2023
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Schedule of Findings and Recommendations
Finding 2022-01 Errors in Reporting Information as Required by GASB 87

Condition

The office of Management and Budget implemented Government Accounting Standards Board Statement 87
for Leases for fiscal year 2022. Each state agency was required to enter their individual leases and lease terms
into the Peoplesoft Lease Administration module. The Lease Administration module calculates the amounts for
the accounting entries based on the information entered. During our audit, we selected a sample of leases to
determine whether the correct lease terms were entered and the calculation of the accounting entries was
accurate. Our testing identified errors in lease terms and/or calculations for 22 leases or 57.89% of our sample.
The total amount of errors identified are included in the Governance Communication booked adjustment
number 12 and unbooked adjustment number 7.

Criteria

Government Accounting Standards Board Statement 87 Paragraph 12 requires that leases be measured for the
period for which the lessee has a noncancellable right to use the underlying asset plus any options to extend
that they are reasonably certain to exercise.

Government Accounting Standards Board Statement 87 Paragraph 13 states that a fiscal funding or cancellation
clause allows governmental lessees to cancel a lease, typically on an annual basis, if the government does not
appropriate funds for the lease payments. This type of clause should affect the lease term only if it is
reasonably certain that the clause will be exercised.

Government Accounting Standards Board Statement 87 Paragraph 23 states that future leases payments should
be discounted using the interest rate the lessor charges the lessee, which may be the interest rate implicit in the
lease. If the interest rate cannot be readily determined by the lessee, the lessee's incremental borrowing rate
should be used.

Standards for Internal Control in the Federal Government (GAO-14-704G) Paragraph 10.03 states management
designs appropriate types of control activities for the entity's internal control system. Control activities help
management fulfill responsibilities and address identified risk responses in the internal control system. Control
activities ensure complete, accurate, and valid transactions.

Effect

A correction was made to account for three of the leases found in error as a result of the audit. The additional
remaining errors will continue to cause misstatements each year for the duration of the lease term if
uncorrected. Based on the error rate and projection, there are likely unidentified errors in lease information that
would result in continued misstatements.

Cause

There was a lack of understanding across state agencies of the detailed requirements of Government
Accounting Standards Board Statement 87. The Office of Management and Budget provided training for all
state agencies for the implementation. However, they did not have procedures to review the lease information
entered into the Lease Administration module.
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Recommendation

We recommend the Office of Management and Budget identify areas to improve state agencies understanding
of Government Accounting Standards Board Statement 87. In addition, we recommend they implement
procedures to confirm lease information reported in the Lease Administration module is correct in order to
ensure accuracy of financial reporting.

State of North Dakota Response/Corrective Action Plan
The Office of Management and Budget agrees with the recommendation. OMB will continue to train and work

with the agencies to improve their understanding of the new accounting requirements for leases, as established
in GASB 87. OMB will develop procedures to review the lease information input into the Lease Administration

Module to ensure accounting entries are accurate.
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Governance Communication

January 13, 2023

Legislative Audit and Fiscal Review Committee
North Dakota Legislative Assembly

We have audited the financial statements of the governmental activities, the business-type activities, the
aggregate discretely presented component units, each major fund, and the aggregate remaining fund information
of the state of North Dakota for the year ended June 30, 2022 and have issued our report thereon dated January
13, 2023. 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 are described in Note 1 to the financial statements. The most significant changes in
accounting policies related to the provisions of Government Accounting Standards Board (GASB) GASB 87
Leases, which establishes a single model for lease accounting based on the principle that leases are financings of
the right to use an asset, GASB 92 Omnibus 2020, provides additional guidance to improve consistency of
authoritative literature by addressing practice issues identified during the application of certain GASB
statements, GASB 93 Replacement of Interbank Offered Rates, provides guidance to address accounting and
financial reporting implications that result from the replacement of an interbank offered rate, and GASB 97
Certain Component Unit Criteria, and Accounting and Financial Reporting for Internal Revenue Code Section
457 Deferred Compensation Plans—an amendment of GASB Statements No. 14 and No. 84, and a supersession
of GASB Statement No. 32, provides additional guidance for determining whether a primary government is
financially accountable for a potential component unit.

Consistent with prior years, the Bank of North Dakota elected to present an unclassified statement of net position
because current assets are not matched with current liabilities. Presentation of a classified statement of net
position would give the false impression that there is a liquidity problem at the bank. Presentation of a classified
statement of net position for the Bank of North Dakota would be misleading to the extent that the financial
statements may be materially misstated. Bank related assets and liabilities are reported in the Proprietary Funds
Statement of Net Position.

The actuary for the North Dakota Public Employees Retirement System has determined that the unfunded
actuarial accrued liability is approximately $1.78 billion as of July 1, 2022. The funding for the actuarial accrued
liability is predicted on employer and employee funding rates mandated by the State of North Dakota statutes.
The actuary has determined that the current statutory rates are insufficient compared to the actuarial accrued
liability. Note 6 identifies the net pension liability as calculated using GASB 67 and 68 requirements. Our

opinion is not modified with respect to this matter.

We noted no transactions entered into by the governmental unit during the year for which there is a lack of
authoritative guidance or consensus. All significant transactions have been recognized in the financial statements
in the proper period.

Accounting estimates are an integral part of the financial statements prepared by management and are based on
management’s knowledge and experience about past and current events and assumptions about future events.
Certain accounting estimates are particularly sensitive because of their significance to the financial statements
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and because of the possibility that future events affecting them may differ significantly from those expected. The
most sensitive estimates affecting the financial statements follow.

Management'’s estimate of the Medicaid liability is based on historical trends and analysis of individual
components. We evaluated the key factors and assumptions used to develop the liability in determining that
it is reasonable in relation to the financial statements taken as a whole.

Allowance for loan/credit losses and receivables are based on management’s periodic review of their
collectability in the light of historical experience, current and anticipated economic conditions, the nature of
the receivable, adverse situations that may affect the borrower’s ability to repay, and where applicable, the
value of any collateral and loan guarantees. Other auditors and we evaluated the key factors and
assumptions used to develop the allowance in determining the allowances were reasonable in relation to the
financial statements taken as a whole.

Tax refunds payable are based on historical trends and analysis of individual components. We evaluated the
key factors and assumptions used to develop the liability in determining that it is reasonable in relation to
the financial statements taken as a whole.

For the North Dakota Guaranteed Student Loan Program, the estimate of the Allowance for Future Credit
Losses is based on management’s evaluation of a number of factors including recent loan loss experience,
continuous evaluation of the loan portfolio quality, current and anticipated economic conditions, and other
pertinent factors. Other auditors evaluated the key factors and assumptions used to develop the estimate in
determining that it is reasonable in relation to the financial statements taken as a whole.

For the North Dakota Development Fund, the allowances for uncollectible loans receivable and valuation
allowances for equity investments are considered the most sensitive estimates. The allowance for loan losses
is evaluated on a regular basis by management and is based upon management’s periodic review of the
collectability of the loans in light of historical experience, the nature and volume of the loan portfolio,
adverse situations that may affect the borrower’s ability to repay, estimated value of any underlying
collateral and prevailing economic conditions. This evaluation is inherently subjective as it requires
estimates that are susceptible to significant revision as more information becomes available. Among the
factors considered in determining whether any other than temporary impairment of an investment has
occurred are the cost of the investment, development since the acquisition of the investment, the financial
condition and operating results of the issuer, the long-term potential of the business of the issuer, and other
factors generally pertinent to the valuation of investments. The Development Fund has relied on financial
data of investees and, in many instances, on estimates by the management company and of the investee
company as to the potential effect of future developments. Other auditor’s opinion on the reasonableness of
these estimates was based on the testing performed during their audit procedures. Their procedures
included assessing the risk assigned by the Development Fund to the loans and equity investments,
evaluation of the past history of these amounts, discussion with management, and review of recent
information regarding the loans and investments.

For the State Investment Board, the valuation of alternative investments, including private equity and real
asset investments, is a management estimate which is primarily based upon net asset values reported by the
investment managers. Real asset investments comprise 18% of the total investment portfolio. The values for
these investments are reported based upon the most recent financial data available and are adjusted for cash
flows through June 30, 2022. Other auditor’s audit procedures validated this approach through the use of
confirmations sent directly to a sample of investment managers and the review of the most recent audited
financial statements for these funds. Furthermore, other auditors reviewed management's estimate and
found it to be reasonable.
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Also, for the State Investment Board, the actuarial valuation was based on the actuarial assumptions and
methods adopted by the Board, including an actuarial expected investment rate of return of 7.25% per
annum compounded annually. The valuation takes into account all of the promised benefits to which
members are entitled as of July 1, 2022 as required by the North Dakota Century Code. The valuation
provides certain information required by GASB to be disclosed in the financial statements. Additionally, the
valuation is used to determine the adequacy of the current employer contribution rate. Other auditor’s audit
procedures included reviewing the actuarial valuation and related assumptions used therein and
determined the estimate was reasonable.

For the Department of Trust Lands the fair value of investments is based on quoted market prices, estimates
of fair value from investment managers, cash flow analysis, and yields currently available on comparable
securities. Other auditors evaluated the key factors and assumptions used to develop the fair value estimate
in determining it is reasonable in relation to the financial statements as a whole.

For the Housing Finance Agency, the fair value of investments is based on the exchange value of investments
between two willing parties. Other auditors evaluated the key factors and assumptions used to develop the
fair value of investments in determining that it is reasonable in relation to the financial statements as a whole.

Also for the Housing Finance Agency, the fair value of financial derivative instruments is based on the zero-
coupon method and the discounted cash flow method. Other auditors evaluated the key factors and
assumptions used to develop the fair value of the instruments in determining that it is reasonable in relation
to the financial statements as a whole.

The Housing Finance Agency management’s estimate of its actuarially calculated pension liability is based
on several factors including but not limited to, anticipated investment return rate, retirement age for active
employees, life expectancy, salary increase, and form of annuity payment upon retirement. Other auditors
evaluated the key factors and assumptions used to determine future liabilities in determining that they are
reasonable in relation to the financial statements taken as a whole.

The Housing Finance Agency management’s estimate of its actuarially calculated OPEB liability is based on
several factors including but not limited to, anticipated investment return rate, retirement age for active
employees, and life expectancy. Other auditors evaluated the key factors and assumptions used to determine
future liabilities in determining that they are reasonable in relation to the financial statements taken as a
whole.

Job Service North Dakota estimates the amount of unemployment taxes, penalties, and interest that will be
receivable and uncollectible. Management estimates the taxes, penalties, and interest at year-end by
determining the amount of collections from July 1, 2022, to August 15, 2022. Other auditor’s conclusion is
based on the history of collections and subsequent payment of the receivables after year-end.

Job Service North Dakota management’s estimate of its actuarially calculated pension liability is based on
several factors including but not limited to, anticipated investment return rate, retirement age for active
employees, life expectancy, salary increases, and form of annuity payment upon retirement. Other auditors
evaluated the key factors and assumptions used to determine future liabilities in determining that they are
reasonable in relation to the financial statements taken as a whole.

Job Service North Dakota management’s estimate of its actuarially calculated OPEB liability is based on
several factors including but not limited to, anticipated investment return rate, retirement age for active
employees, and life expectancy. Other auditors evaluated the key factors and assumptions used to determine
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future liabilities in determining that they are reasonable in relation to the financial statements taken as a
whole.

Job Service North Dakota also estimates the depreciation of fixed assets. Management determines the useful
life of the assets based on planned use and depreciates the cost of the asset over the useful life. The other
auditor’s conclusion of the reasonableness of the useful lives is based on the past history of similar assets
used by the organization.

The actuarial valuations for retirement systems include management estimates that were based on the
actuarial assumptions and methods adopted by the Public Employees Retirement System (PERS) Board,
including an actuarial expected investment rate of return of 6.50% for the PERS, 6.50% for the Highway
Patrolmen’s Retirement System (HPRS), 5.75% for the Retiree Health Insurance Credit Fund (RHIC) and
4.25% for the retirement plan for employees of Job Services North Dakota (JSND).

The Single Discount Rate (SDR) was 5.10% for PERS, 5.02% for HPRS, 5.39% for RHIC, and 3.00% for JSND.
The SDR is required when assets are not projected to be sufficient to meet future benefit obligations. The
SDR reflects (1) the long-term expected investment rate of return on pension plan investments during the
period in which the fiduciary net position is projected to be sufficient to pay benefits and (2) a tax-exempt
municipal bond rate based on an index of 20-year general obligation bonds with an average Standard and
Poor’s Corp.’s AA credit rating as of the measurement date (1.92%), to the extent that the contributions for
use with the long-term expected rate of return are not met.

In accordance with GASB 68, the total pension liability of the PERS, HPRS, and JSND were calculated with
an actuarial valuation and measurement date of June 30, 2021. In accordance with GASB 75, the total OPEB
liability of the RHIC was calculated with an actuarial valuation and measurement date of June 30, 2021.
Other auditors evaluated the key factors and assumptions used to develop the estimate of the total pension
and OPEB liabilities in determining that they are reasonable in relation to the financial statements taken as
a whole.

The Teacher’s Fund for Retirement’s (TFFR) actuarial valuation was based on the actuarial assumptions and
methods adopted by the TFFR Board, including an actuarial expected investment rate of return of 7.25% per
annum compounded annually. The valuation takes into account all of the promised benefits to which
members are entitled as of July 1, 2022, as required by the North Dakota Century Code. The valuation
provides certain information required by GASB to be disclosed in the financial statements. Additionally,
the valuation is used to determine the adequacy of the current employer contribution rate. Other auditor’s
audit procedures included reviewing the actuarial valuation and related assumptions used therein and the
auditors believe the estimate to be reasonable.

Management'’s estimate of the net pension liability is based on an actuary’s calculation in accordance with
the employment contracts. We evaluated the key factors and assumptions used to develop the net pension
liability in determining that it is reasonable in relation to the financial statements taken as a whole.

For the Bank of North Dakota (BND), the allowance for credit losses is maintained at an amount considered
by management to adequately provide for probable losses in the loan portfolio at the statement of net
position date. The allowance for credit losses is based on management’s periodic review of the collectability
of the loans in light of historical experience, the nature and volume of the loan portfolio, adverse situations
that may affect the borrower’s ability to repay, estimated value of any underlying collateral and prevailing
economic conditions. Other auditors have evaluated the key factors and assumptions used to develop the
allowance for credit losses in determining that it is reasonable in relation to the financial statements taken as
a whole.
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The Bank of North Dakota also has a significant estimate in their determination of the net pension liability.
The net pension liability is based on an actuary’s calculation in accordance with the plan provisions and
census data for plan participants. Other auditors evaluated the key factors and assumptions used to develop
the net pension liability in determining that it is reasonable in relation to the financial statements taken as a
whole.

One of the Workforce Safety and Insurance’s (WSI) most sensitive estimates is the liability for unpaid losses
and loss adjustment expenses (LAE). The liability for unpaid losses and LAE is estimated by WSI’s actuary,
taking into consideration past experience of WSI in paying claims, and the general conditions of the
environment in which WSI operates. This liability is based on the estimated ultimate costs to settle both
reported and incurred but not reported (IBNR) losses and LAE, and includes the effects of inflation and other
societal and economic factors. The actuarial computation also includes a 4.0% discount to report this liability
at its estimated present value. Other auditors relied upon a third-party actuary review of the estimate as
provided by WSI's actuary to ensure the estimate is reasonable.

WSI's dividend expense and related liability is calculated using the policyholder’s prior year premium less
any safety discounts awarded. This premium is an estimate based upon the previous year’s actual payroll
and is subject to change once the current year’s actual payroll is known. As that becomes known, and the
premiums are adjusted, so too will the dividend liability and expense be adjusted. Other auditors reviewed
the assumptions and calculations used in determining the estimate to ensure the estimate is reasonable.

WSI's estimate of the net pension liability and other post-employment benefit liabilities are

based on an actuary’s calculation in accordance with the employment contracts. Other auditors evaluated
the key factors and assumptions used to develop the net pension liability in determining that it is reasonable
in relation to the financial statements taken as a whole.

WSI's estimate of premium-related receivables and liabilities, including unearned premiums and premium
discounts are based on the overall payroll health of the economy. In the current year the economy continues
to recover and has been relatively stable and the estimates for premium-related receivables and liabilities
were determined to be reasonable by other auditors and no adjustment, recorded or unrecorded, was
deemed necessary.

DIFFICULTIES ENCOUNTERED IN PERFORMING THE AUDIT

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

UNCORRECTED AND CORRECTED 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.

The Posted Audit Adjustments schedule, as listed in the table of contents, lists misstatements detected as a
result of audit procedures that were corrected by management.

The Passed Audit Adjustments schedule, as listed in the table of contents, summarizes uncorrected
misstatements of the financial statements. Management has determined that their effects are immaterial, both
individually and in the aggregate, to each opinion unit’s financial statements taken as a whole. The uncorrected
misstatements or the matters underlying them could potentially cause future period financial statements to be
materially misstated, even though, in our judgement, such uncorrected misstatements are immaterial to the
financial statements under audit.
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DISAGREEMENTS WITH MANAGEMENT

For purposes of this letter, professional standards define a disagreement with management as 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.

MANAGEMENT REPRESENTATIONS
We have requested certain representations from management that are included in the management
representation letter dated January 13, 2023

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” in certain situations. If a consultation involves the 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. 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 Office of Management and Budget.

OTHER MATTERS

We applied certain limited procedures to the management’s discussion and analysis, budgetary comparison
schedules and related reconciliations and notes, and information about the state of North Dakota’s pension plans,
which are required supplementary information (RSI) that supplements the basic financial statements. Our
procedures consisted of inquiries of management regarding the methods of preparing the information and
comparing the information for consistency with management’s responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audit of the basic financial statements. We did not
audit the RSI and do not express an opinion or provide any assurance on the RSI.

We were engaged to report on the combining and individual fund financial statements, which accompany the
financial statements but are not RSI. With respect to the supplementary information accompanying the financial
statements, we made certain inquiries of management and evaluated the form, content, and methods of
preparing the information to determine that the information complies with accounting principles generally
accepted in the United States of America, the method of preparing it has not changed from the prior period, and
the information is appropriate and complete in relation to our audit of the financial statements. We compared
and reconciled the supplementary information to the underlying accounting records used to prepare the
financial statements or to the financial statements themselves.

We were not engaged to report on the introductory and statistical sections, which accompany the financial
statements but are not RSI. Such information has not been subjected to the auditing procedures applied in the
audit of the basic financial statements, and accordingly, we do not express an opinion or provide any assurance
on it.

This information is intended solely for the use of the Legislative Audit and Fiscal Review Committee, the
Legislative Assembly, and management of the state of North Dakota and is not intended to be and should not
be used by anyone other than these specified parties.
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Respectfully,

Cintes Sy

Lindsey Slappy, CPA
Audit Manager
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Audit Adjustments

POSTED AUDIT ADJUSTMENTS

1. The Department of Public Instruction booked the amounts on their grants receivable worksheet without
following all the required steps to accurately identify receivables. This resulted in an error in their
calculation causing an understatement to intergovernmental receivables and revenue.

Fund Statement Effect
Opinion Unit: Federal
Account Debit Credit
Intergovernmental Receivable 40,180,567
Revenue 40,180,567

2. Errors were identified in our testing of expenditures applied to Fiscal Year 2023. A total of $91,994 should
have been applied to Fiscal Year 2022. This error was projected against the population for the strata. It was
then allocated by fund type based on the total % of fund expenditures in that strata.

Fund Statement Effect
Oplmo'n Federal
Unit:
Account Debit Credit
Expenses 91,994
Accounts Payable 91,994

3. The Tax Department reported the taxable amount rather than the tax refund amount for two accounts that
resulted in an overstatement of $4,617,659 on the Tax Refunds Payable Closing package for the General
Fund. The Tax Department included a tax refund on the closing package that was ultimately denied by
their staff for $587,981 and they did not notify the Office of Management and Budget of this change to the
closing package. These errors resulted in an additional likely error of $1,106,566.

Fund Statement Effect
Opinion Unit:  General
Account Debit Credit
Tax Refunds Payable 5,205,640
Sales and Use Tax 5,205,640

4. The Department of Public Instruction did not report all Foundation Aid contract amounts on their
accounts payable closing package.
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Fund Statement Effect

Opinion Unit:

General

Account Debit Credit
Grants to School Districts 1,599,498
Intergovernmental Payable 1,599,948

5. Errors were identified in contract expenses reported by the North Dakota Information Technology

Department on the prepaid expenses closing package. Expenditure testing found service contracts that
were not reported on the closing package resulting in understated prepaid expenses. In addition, prepaid
expenses of $598,915 were incorrectly reported as paid from the general fund rather than Fund 780 (ITD
Service Fund).

Fund Statement Effect
Opinion Unit: Remaining
Account Debit Credit
Prepaid Expenses 844,479
Other Operating Fees 844,479
Opinion Unit:  General
Account Debit Credit
IT Service Contract 598,915
Prepaid Expenses 598,915

6. The Department of Human Services overstated the amount of Medicaid medical collections revenue that
was applicable to fiscal year 2022.

Fund Statement Effect
Opinion Unit: Federal
Account Debit Credit
Accounts Payable 843,477
Grants to Individuals 843,477
Revenue 843,477
Intergovernmental Receivable 843,477

7. The Department of Human Services failed to add a completed software project to the state's asset
management records for the Emergency Rent Bridge system. This project was never included in
construction in progress (CIP) so no adjustment is being made for CIP.

Entity Wide Statement Effect
Opinion Unit: Governmental Activities

Account Debit Credit
Intangible Assets — Comp SW 2,614,135
Capital Outlay 2,614,135
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8. The Department of Agriculture is holding funds related to one grain insolvency. This money is maintained
in a separate account and is not recorded on PeopleSoft. All funds are held until a judge approves
payments. The cash in this account was not recorded on the financial statements.

Fund Statement Effect
Opinion Unit: Remaining Funds
Account Debit Credit
Cash & Equivalent at BND - Current 616,924
Miscellaneous General Revenue 616,924

9. The Department of Transportation requested $1.5 million from the Bank of North Dakota on 6/29/22.
This money was deposited in the State Treasurer's Office account on 6/30/22 and the deposit was
recorded on Peoplesoft on 7/5/22. The Department of Transportation did not report the $1.5 million as
cash on their cash closing package.

Fund Statement Effect
Opinion Unit:  State Special Revenue
Account Debit Credit
Cash & Equivalents at BND - Current 1,543,408
Accounts Receivable - Current 1,543,408

10. The Department of Health incorrectly excluded revenue when calculating their federal receivables. This
caused an overstatement of intergovernmental receivables of $554,474 and an understatement of
deferred revenues of $1,119,667.

Fund Statement Effect
Opinion Unit: Federal
Account Debit Credit
Accounts Receivable 554,474
Intergovernmental Receivable 554,474
Revenue From Federal Government 1,119,667
Prepaid Contributions 1,119,667

11. The Bank of North Dakota provided a bank confirmation for three accounts totaling $1,110,656. These
accounts were for the Department of Human Services. The Department of Human Services did not
record this cash as part of their cash closing package entries.

Fund Statement Effect
Opinion Unit:  State Special Revenue
Account Debit Credit
Cash & Equiv at BND - Current 1,110,656
Miscellaneous General Revenue 1,110,656
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12. Each state agency was responsible for inputting the terms of their leases into the Peoplesoft system. Of
those items sampled, there were 8 leases that had incorrect lease terms entered. There were additional
errors that were due to calculation errors within the Peoplesoft system.

Entity Wide Statement Effect

Opinion Unit: Governmental Activities

Account Debit Credit
Capital Assets - Depreciable Net 8,892,413
Long Term Liability - Due Within One Year 391,580
Expenses 143,142
Long Term Liability — Due In More Than One
Year 9,427,135

13. The amounts recorded by the Office of Management and Budget did not agree to underlying support for
Cash balances for various fiduciary funds. This resulted in an understatement of $12,700,366.

Entity Wide Statement Effect

Opinion Unit: Business Activities

Account Debit Credit
Internal Payable 12,700,366
Other Deposits 12,700,366

PASSED AUDIT ADJUSTMENTS

1. Errors were identified in our testing of expenditures applied to Fiscal Year 2023. A total of $91,994 should
have been applied to Fiscal Year 2022. This error was projected against the population for the strata. It was
then allocated by fund type based on the total % of fund expenditures in that stratum.

Entity Wide Statement Effect
Opinion Unit: Governmental Activities

Account Debit Credit
Expenses 8,603,973
Accounts Payable 8,603,973
Fund Statement Effect
Opinion Unit:  General
Account Debit Credit
Expenses 565,761
Accounts Payable 565,761

Opinion Unit: ~ Federal
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Account Debit Credit

Expenses 4,868,563
Accounts Payable 4,868,563

Opinion Unit: ~ State Special Revenue

Account Debit Credit

Expenses 3,169,649
Accounts Payable 3,169,649

2. The Tax Department reported the taxable amount rather than the tax refund amount for two accounts
that resulted in an overstatement of $4,617,659 on the Tax Refunds Payable Closing package for the
General Fund. The Tax Department included a tax refund on the closing package that was ultimately
denied by their staff for $587,981 and they did not notify the Office of Management and Budget of this
change to the closing package. These errors resulted in an additional likely error of $1,106,566.

Entity Wide Statement Effect
Opinion Unit: Governmental Activities

Account Debit Credit
Tax Refunds Payable 1,106,566
Sales and Use Taxes 1,106,566
Fund Statement Effect
Opinion Unit:  General
Account Debit Credit
Tax Refunds Payable 1,106,566
Sales and Use Taxes 1,106,566

3. The Department of Human Services paid $1,858 of Medicaid claims that were made in error. This,
projects to a likely error of $18,176,979. As the Federal Medical Assistance Percentage (FMAP) for
Medicaid, i559.79%, the adjustment is for the federal share that would be due back to the federal
government.

Entity Wide Statement Effect
Opinion Unit: Governmental Activities

Account Debit Credit

Internal Receivable 13,465,883
Internal Payable 13,465,883

Fund Statement Effect
Opinion Unit: ~ General
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Account Debit Credit
Grants to Individuals 13,465,883
Due to Other Funds - Current 13,465,883

Opinion Unit: Federal

Account Debit Credit
Due from Other Funds - Current 13,465,883
Grants to Individuals 13,465,883

4. Errors were identified in contract expenses reported by the North Dakota Information Technology
Department on the prepaid expenses closing package. Expenditure testing found service contracts
that were not reported on the closing package resulting in understated prepaid expenses. In addition,
prepaid expenses of $598,915 were incorrectly reported as paid from the general fund rather than
Fund 780 (ITD Service Fund).

Entity Wide Statement Effect
Opinion Unit: Governmental Activities

Account Debit Credit
Prepaid Items 1,179,892
Expenses 1,179,892
Fund Statement Effect
Opinion Unit: Remaining
Account Debit Credit
Prepaid Expenses 1,179,892
Other Operating Fees 1,179,892

5. The Department of Health and Human Services (DHHS) was not able to provide a detailed list of drug
rebate receivables. The auditors determined a list from the drug rebate system (DRAMS) and
performed tests of individual receivable accounts. Testing identified projected likely errors of
$5,790,875 with 40% of the amount allocated to the General Fund and the remaining 60% allocated to
the Federal Fund based on DHHS expected refunds to each fund.

Entity Wide Statement Effect
Opinion Unit: Governmental Activities

Account Debit Credit
Expenses 5,790,875
Accounts Receivable - Net 5,790,875
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Fund Statement Effect
Opinion Unit:  General

Account Debit Credit
Grants to Individuals 2,316,350
Accounts Receivable 2,316,350
Opinion Unit: Remaining
Account Debit Credit
Grants to Individuals 3,474,525
Accounts Receivable 3,474,525

6. The State Treasurer's Office records an intergovernmental payable to cities and counties for the
portion of the Department of Transportation distribution in July and August that was collections for
activity prior to June 30. The Department of Transportation implemented a new system that was
unable to identify which specific transactions were for activity prior to June 30. There was not another
reasonable method to receive this information for testing.

Entity Wide Statement Effect
Opinion Unit: Governmental Activities

Account Debit Credit
Intergovernmental Payables 1,684,060
Expenses 1,684,060

Fund Statement Effect
Opinion Unit: ~ State Special Revenue

Account Debit Credit
Intergovernmental Payables - Current 1,684,060
Grants to Cities 779,720
Grants to Counties 940,340

7. Each state agency was responsible for inputting the terms of their leases into the Peoplesoft system. Of
those items sampled, there were 8 leases that had incorrect lease terms entered. There were additional
errors that were due to calculation errors within the Peoplesoft system.

1

20 | Annual Comprehensive Financial Report



Entity Wide Statement Effect (Known Errors)
Opinion Unit: Governmental Activities

Account Debit Credit
Capital Assets - Depreciable Net 782,610
Expenses 50,669
Long Term Liability — Due In More Than One
Year 731,941

Entity Wide Statement Effect (Likely Errors)
Opinion Unit: ~ Governmental Activities

Account Debit Credit
Capital Assets - Depreciable Net 31,788,669
Expenses 4,973,931
Long Term Liability - Due In More Than One Year 36,762,600
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Office of the
State Auditor

NORTH DAKOTA STATE AUDITOR
JOSHUA C. GALLION

NORTH DAKOTA STATE AUDITOR'S OFFICE
600 E. Boulevard Ave. Dept. 117 | Bismarck, North Dakota 58505

@ ND.gov/Auditor @ NDSAO@nd.gov ® 701-328-2241

€@ Facebook - ndsao.link/ebs B YouTube - ndsac.link/f2d @ Linkedin - ndsao.link/wsw
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