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Financial-Related Audits
A financial-related audit is a component of the biennial financial-
compliance audit. In these audits, the financial-related and 
financial audits are combined for a two-year period to complete 
the financial-compliance audit. Financial-compliance audits are 
classified as financial audits according to Government Auditing 
Standards. The primary objectives of the financial-related audits 
are to determine compliance with regulations relating to contract 
and grant expenditures, other governmental financial assistance, 
and to test compliance with requirements of selected state 
laws, regulations, and rules. In performing the audit work, the 
audit staff uses standards set forth by the American Institute of 
Certified Public Accountants and the United States Government 
Accountability Office. Financial-compliance audit staff members 
hold degrees with an emphasis in accounting and most staff 
members hold Certified Public Accountant (CPA) licenses.

Government Auditing Standards, the Single Audit Act 
Amendments of 1996 and OMB Circular A-133 require the 
auditor to issue certain financial, internal control, and compliance 
reports. This individual agency audit report is not intended to 
comply with these reporting requirements and is therefore 
not intended for distribution to federal grantor agencies. The 
Legislative Audit Division issues a statewide biennial Single Audit 
Report which complies with the above reporting requirements. 
The Single Audit Report for the two fiscal years ended June 30, 
2011, was issued March 29, 2012. The Single Audit Report for the 
two fiscal years ended June 30, 2013, will be issued by March 31, 
2014. Copies of the Single Audit Report can be obtained by 
contacting:
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October 2013

The Legislative Audit Committee
of the Montana State Legislature:

This is our report on the financial-related audit of Montana State University 
(university) for the two fiscal years ended June 30, 2013. The financial-related audit 
focuses on compliance with federal requirements of the university’s federal assistance 
programs. We also test compliance with selected state laws, university policies, and 
state accounting policies. 

This audit report includes two recommendations. The recommendations relate to 
nonresident fee waivers in excess of limits in state law, and segregation of university 
and foundation assets. 

Our prior financial-related audit report included ten recommendations to the 
university. Of those, the university implemented eight and partially implemented two 
recommendations which are further addressed in this report.

We thank the president and university staff for their assistance and cooperation during 
the audit.

Respectfully submitted,

/s/ Tori Hunthausen

Tori Hunthausen, CPA
Legislative Auditor
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Montana State University (university) consists of four campuses located 
in Bozeman, Billings, Havre, and Great Falls. For fiscal year 2012-13, the 
university served just under 20,000 students, 76 percent of which were 
Montana residents. 

Context
The university consists of campuses located 
in Bozeman (MSU-Bozeman), Billings 
(MSU-Billings and City College), Havre 
(MSU-Northern), and Great Falls (Great 
Falls College-MSU). During the course 
of our audit we visited MSU-Bozeman, 
MSU-Billings, MSU-Northern and the Great 
Falls College-MSU. 

The university receives a variety of federal 
funding. During the audit, we examined the 
university’s compliance with federal regulation 
over the Student Financial Assistance (SFA) and 
Research and Development (R&D) programs. 
The university had approximately $100 million 
in R&D expenditures in fiscal years 2012 
and 2013, 99 percent of which were at MSU- 
Bozeman. The university had approximately 
$132 million of SFA expenditures in fiscal years 
2012 and 2013, of which 87 percent were at 
MSU-Bozeman and MSU-Billings. As a result, 
we concentrated our audit efforts for programs 
at the MSU-Bozeman and MSU-Billings 
campuses. 

In addition we tested compliance with selected 
state laws and Board of Regent polices at the 
campuses we visited including the Agriculture 
Experiment Station and Fire Services which 
are affiliated with the MSU-Bozeman campus. 

Our prior audit report included ten 
recommendations to the university. Of 
those, the university implemented eight and 
partially implemented two. 

This audit report includes two 
recommendations relating to nonresident fee 
waivers in excess of limits in state law, and 
segregation of university and foundation 
assets. 

Results

Recommendation Concurrence

Concur 1

Partially Concur 0

Do Not Concur 1

Source: Agency audit response included in 
final report.

For a complete copy of the report (13-13) or for further information, contact the 
Legislative Audit Division at 406-444-3122; e-mail to lad@mt�gov; or check the web site at 

http://leg�mt�gov/audit
Report Fraud, Waste, and Abuse to the Legislative Auditor’s FRAUD HOTLINE

Call toll-free 1-800-222-4446, or e-mail ladhotline@mt�gov�
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Chapter I – Introduction

Audit Objectives
We performed a financial-related audit of Montana State University (university) for the 
two fiscal years ended June 30, 2013. The objectives of the audit were to:

1. Determine whether the university complied with federal regulations 
applicable to Student Financial Aid and Research and Development 
programs.

2. Determine whether the university complied with selected state laws and 
regulations and Board of Regents’ policies applicable to university operations.

3. Provide university management with recommendations for improvements in 
its internal and management controls.

4. Determine the implementation status of the prior audit recommendations.

Background
Montana State University consists of four campuses:

 � Montana State University–Bozeman (MSU–Bozeman/Gallatin College)
 � Montana State University–Billings (MSU–Billings/City College at 

MSU–Billings)
 � Montana State University–Northern (MSU–Northern)
 � Great Falls College–Montana State University (Great Falls College)

All campuses are accredited by the Northwest Commission on Colleges and 
Universities. The four campuses of the university provide undergraduate and graduate 
academic and two-year vocational-technical programs to students.

MSU–Bozeman offers four-year undergraduate programs along with Master’s 
and Doctoral graduate programs. It includes the colleges of Agriculture, Arts and 
Architecture, Business, Education, Health and Human Development, Engineering, 
Letters and Science, Nursing, and Graduate School. Also included as part of the 
Bozeman campus is the MSU Extension, the Montana Agricultural Experiment 
Station, and the Fire Services Training School which provide outreach and continuing 
education to people in Montana communities.

MSU–Billings consists of five colleges: the College of Arts and Sciences, the College 
of Business, the College of Education, the City College, and the College of Allied 
Health Professions. MSU–Billings offers one-year and two-year certificate programs, 
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Associate degrees, Bachelor’s, and Master’s degrees, as well as pre-professional academic 
offerings in a number of fields.

MSU–Northern is a regional, multipurpose educational center serving students who 
seek both a technical and liberal arts education. MSU–Northern offers courses at 
three locations, including Havre, Lewistown, and Great Falls. MSU–Northern offers 
Associate, Bachelor’s, and Master’s degrees. A Master’s degree program is offered in 
education, with options in counseling and learning development, and general science.

Great Falls College serves as a comprehensive two year college within the Montana 
University System (MUS). Great Falls College offers Associate of Applied Science 
degrees and certificates preparing students for high-demand careers in Health Sciences, 
Business, and Technology. In addition, Great Falls College offers an Associate of Arts 
degree and an Associate of Science degree for students interested in completing the 
first two years of a bachelor’s degree in Great Falls. 

The university reported employee full-time equivalent (FTE) positions of 4,644.71 for 
fiscal year 2011-12. Of these positions, 1,435.11 FTE were contract faculty positions. 
The following table shows budgeted fiscal year 2011-12 FTE positions by campus and 
type.

Table 1
The University Full-Time Equivalent Employees

Fiscal Year 2012

Agency Contract 
Faculty

Contract 
Administrative

Contract 
Professional Classified Graduate 

Assistants
Part-Time 
& Other Total

MSU–Bozeman 909.69 23.12 643.58 1,003.17 249.68 441.63 3,270.87

MSU–Billings 222.60 39.99 96.58 215.89 8.25 56.70 640.01

MSU–Northern 85.11 6.16 67.22 61.66 26.85 247.00

Great Falls College 76.67 4.00 31.90 49.17  161.74

Montana Agricultural 
Experiment Station

74.98 .65 30.12 69.72 10.82 14.17 200.46

MSU Extension 66.06 .50 21.40 28.62  116.58

Fire Services Training 
School

  5.92 2.13 8.05

Total 1,435.11 74.42 896.72 1,430.36 268.75 539.35 4,644.71

Source: Compiled by the Legislative Audit Division from Office of the Commissioner of Higher Education “Montana 
University System Operating Budgets Summary.”
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Table 2 shows the university student full-time equivalent enrollment for fiscal years 
2012 by residential status.

Table 2
Student Full-Time Equivalent by Resident Status 

For Fiscal Year 2012

Campus Resident Nonresident
Western 

Undergraduate 
Exchange

Total

MSU–Bozeman 8,799 3,531 611 12,941

MSU–Billings 3,786 223 309 4,318

MSU–Northern 1,011 44 101 1,156

Great Falls College 1,365 39 5 1,409

Total 14,961 3,837 1,026 19,824

Source: Compiled by the Office of Commissioner of Higher Education.

Table 3 shows the university student full-time equivalent enrollment for fiscal years 
2011-12 by academic level.

Table 3
Student Full-Time Equivalent by Academic Level

For Fiscal Year 2011-12

Campus Underclassmen Graduate Two-Year Total

MSU–Bozeman 11,539 1,037 365 12,941

MSU–Billings 3,077 318 923 4,318

MSU–Northern 1,087 69 1,156

Great Falls College 1,409 1,409

Total 15,703 1,424 2,697 19,824

Source: Compiled by the Office of the Commissioner of Higher Education.

University Funding
The Montana State Legislature sets the state support for the MUS. The legislature 
appropriates state source revenues in a lump sum for the educational units. The Board 
of Regents (board) then allocates the lump sum appropriation to the various programs 
and educational units. Personnel from the Commissioner of Higher Education’s office 
indicated the board’s formula that allocates state funds to the educational units is 
based upon resident enrollment, an analysis of faculty salaries in states with similar 
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per capita income, the academic program offerings of the university, the necessary 
support expenditures, board priorities, and the amount of state funds available. The 
Legislative Fiscal Division calculated state support for resident students at 36.17 and 
34.3 percent of the anticipated cost of their education in fiscal year 2012 and fiscal year 
2013, respectively.

Prior Audit Recommendations
Our office performed the financial-related audit of the university, for the two fiscal 
years ending June 30, 2011. Of the ten recommendations included in the prior audit 
report, the university implemented eight and partially implemented two. One of the 
partially implemented recommendations regarding nonresident fee waivers is further 
discussed on page 5. 

The other recommendation not fully implemented relates to equipment inventory at 
the Montana Agricultural Experiment station Research Centers (MAES). The MAES 
Central Office has been working with the research center managers to implement 
procedures to comply with state and university polices for inventorying equipment. 
Based on our work it was evident that the central office is working with the research 
center managers across the state to ensure compliance. As a result, we make no further 
recommendation at this time.
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Chapter II – Findings and Recommendations

Nonresident Student Tuition Waivers

Montana State University (university) violated state law when awarding tuition 
waivers to nonresident students, in excess of the amount allowed�

Section 20-25-421(2)(a), MCA, limits waivers of tuition for selected and approved 
nonresident students for each university unit to two percent of the full-time equivalent 
enrollment at that unit during the preceding year; however, when necessary, tuition 
may be waived in excess of 2 percent for students that meet criteria stated in law. 
Our two prior audits noted the university exceeded the two percent limit, and we 
recommended the university comply with state law. Previously, board policy also 
required waivers of out-of-state tuition for out-of-state students be limited to the two 
percent level. At the September 2012 Board of Regents meeting, Policy 940.13 – Policy 
Statement on Tuition Waivers was revised to match current university practices. Since 
this change was implemented beginning with summer session 2011, the university 
now complies with board policy, but policy conflicts with state law. 

The university partially concurred with the two previous recommendations, indicating 
that the law enacted in 1971 was effectively repealed by ratification of the 1972 
Montana Constitution, which gave the Board of Regents authority to set tuition and 
fees. We disagree with this position. Section 20-25-421, MCA, has been amended 
several times since 1972, including during the 2013 Legislative Session, and the limit 
on nonresident tuition waivers remains in effect. 

In awarding tuition waivers to nonresident students, the university exceeded the limit 
specified in state law in each year of our audit period. The office of the Commissioner 
of Higher Education reported that the university collected approximately $51 million 
and $60.7 million in nonresident tuition in fiscal years 2012 and 2013, respectively. 
We estimate the value of tuition waivers granted in excess of the two percent limit at 
approximately $2.6 million in fiscal year 2012 and $2.8 million in fiscal year 2013. 
Until such time as requirements in state law change, we continue with our prior audit 
recommendation regarding compliance with §20-25-421(2)(a), MCA. 

Recommendation #1

We recommend the university limit nonresident student tuition waivers to 
2 percent of the full-time equivalent enrollment in compliance with state law. 
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Board of Regent Policies Related to the Foundation

MSU-Northern has not implemented Board of Regents’ policies concerning the 
MSU-Northern Foundation�

As part of our audit work, we tested multiple Board of Regents’ policies at 
MSU-Northern. We identified two issues of noncompliance with policies concerning 
relations with MSU-Northern Foundation. These issues are discussed in more detail 
below:

 � At MSU-Northern, all donations received by the university are forwarded 
to the Foundation. No documentation is kept to support the transfer 
of donations to the Foundation. Since the donations are transferred 
immediately to the Foundation, donations intended for the University are 
not recorded as an asset by the university or deposited in the State Treasury. 
MSU-Northern staff were not aware of the requirement to document 
transfers to the Foundation. Personnel thought all donations were intended 
for the Foundation regardless of the what the donor intent was. 

 � Board of Regents policy requires each campus to have written procedures 
in place governing payments or expense reimbursement to MUS employees 
or departments by campus-affiliated organizations (foundations). 
MSU-Northern does not have written procedures in place regarding this 
requirement. MSU-Northern staff was not aware that Board policy requires 
procedures. As a result, MSU-Northern may not be aware of the payments 
or reimbursements made to its employees. 

Recommendation #2

We recommend that Montana State University-Northern develop policy and 
procedures to comply with Board of Regents’ policies related to the campus-
affiliated organizations. 
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