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 Section I – Summary of Requirements 

Purpose of the Request for Proposal (RFP) 

The Legislative Audit Division (hereinafter referred to as “LAD”) invites you to submit a response for the 
financial-compliance audit of Miles Community College (hereinafter referred to as “College”). The 
following information was assembled by LAD in consultation with the College to aid prospective offerors 
in the preparations of their response. The information provided in this document and described on the 
following pages is unaudited and, as such, we cannot certify that all transactions and financial activities 
are disclosed in these reports. Responses submitted in response to this invitation must comply with the 
instructions and procedures contained herein. 

Statutory Authority 

The College is required to be audited by or at the direction of the Legislative Auditor (20-15-229, MCA). 

Contract 

It is our intent to award a contract to the winning offeror for two financial audits of the College for the 
fiscal years ended June 30, 2007 and June 30, 2008, and a compliance audit for the two fiscal years ended 
June 30, 2008 to occur simultaneously with the fiscal year 2008 financial audit. Renewals of the contract, 
contingent upon satisfactory performance by the successful offeror, may be made after the initial contract 
period at a price mutually agreed upon by the parties to the contract. Up to three renewals may be granted. 

By submitting a response to this request for proposal, the offeror agrees to acceptance of the contract as 
set out in Appendix C. LAD reserves the right to make any changes to the contract. 

Type and Scope of Audit 

This is a request for financial and compliance audits of Miles Community College. The financial audits 
are to be for the fiscal years ended June 30, 2007 and June 30, 2008. The compliance audit will occur 
simultaneously with the fiscal year 2008 financial audit and include the two fiscal years ended June 30, 
2008.  

Financial and Compliance Audits 

• The audits must be performed in accordance with the Single Audit Act Amendments of 1996, the 
Office of Management and Budget, Circular A-133, standards published in the AICPA Industry 
Audit Guide, the most recent AICPA Audit and Accounting Guide: State and Local Governments; 
Government Auditing Standards, published by the United States Government Accountability Office 
and generally accepted auditing standards issued by the AICPA. 

• The contracted auditor will assist in the preparation of the financial statements from the College’s 
accounting records. 

• The contracted auditor will present the Miles Community College audit report to the Legislative 
Audit Committee (LAC). The audit report is not public until received by the LAC members. 
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Auditor’s Report and Timing 

• The audit report must include in a Schedule of Expenditures of Federal Awards (SEFA) by federal 
funding source for the audit period. See the prior audit report in Appendix D for SEFA example. 

• Include reporting on schedules of activity and compliance for all grants, aid, and other funds the 
college receives from federal, state, and private sources and includes student aid and student fee 
waivers as part of the scope of the audit 

• Include a schedule of FTE statistics in the report and cover it in the auditor's report on the financial 
statements. See the prior audit report Appendix D for FTE schedule example. 

• The contracted auditor must render an opinion on each of the financial statements for each of the 
two fiscal years audited. 

• The contracted auditor must determine the College's compliance with applicable state and federal 
regulations, disclose compliance and any violations to LAD, and report violations in the auditor's 
report.  

• The contracted auditor must examine prior Legislative Audit report recommendations and include 
in the audit report an explanation of any recommendations with which the College has not 
complied. The prior audit report for the two fiscal years ended June 30, 2006 contained 2 
recommendations. See Appendix D for the prior audit report. 

• The contracted auditor must write a management report that addresses management, internal 
control and compliance issues. The auditor shall make recommendation to management as 
appropriate. The auditor's estimate of the cost of implementing recommendations shall be included. 

• The contracted auditor must obtain written College replies to management, internal control and 
compliance recommendations. The College must be allowed two weeks to respond to the final audit 
report. If any other entities are involved in implementing a recommendation, the entity must be 
invited to respond in writing to the recommendation. 

• The contracted auditor must prepare a summary of recommendations, including notation of College 
concurrence or non-concurrence, to be included in the audit report.  

• If the contract auditor intends to disclaim an opinion on any financial statement, the auditor must 
inform LAD of that intention as soon as possible after determining a disclaimer of opinion is 
necessary. 

• The contracted auditor must print and submit 70 copies of the bound report to LAD. The report will 
be bound in covers provided by LAD, and the report will include a transmittal letter provided by 
LAD. An electronic report, preferably in a .PDF format is also to be submitted to the contract 
liaison by the report due date. Reports must be provided to LAD by October 31, 2007 for the fiscal 
year 2007 financial audit report, and October 31, 2008 for the fiscal year 2008 financial-
compliance audit report.  

• The audit report shall be submitted to the Federal Audit Clearinghouse in accordance with OMB 
Circular A-133. 
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Access to Information 

• The contracted auditor will have access to College records, and to staff and facilities in order to 
perform its audit work.  

• Staff of the contracted auditor must ensure that confidentiality of information obtained as a result of 
their involvement with the audit is maintained. 

Independence 

By signing the contract and any renewal, the contracted auditor is confirming the contracted auditor’s 
independence from the College and key College staff. 

Information about the College 

Miles Community College is a community college district, located in Miles City, Montana, that was 
created in 1939. Since that time, the college has received full accreditation by the Northwest Association 
of Schools and Colleges. The college receives revenues from four major sources: a state general fund 
appropriation, tuition and student fees, county mill levies, and federal and state grants.  

The college is managed by a Board of Trustees, each member of which is elected in district-wide 
elections. The college administration is appointed by and responsible to the Board of Trustees. The 
college is also subject to the governance of the Montana Board of Regents. Money is appropriated to the 
college by the Montana Legislature via the Office of the Commissioner of Higher Education.  

The County government of Custer County provides substantial services to the college. Taxes are levied 
and collected by the County. Cash is maintained and invested by the County Treasurer. 

An Endowment Board has been established to solicit private funds to enhance the educational efforts of 
the college. 

More information can be found at http://www.milescc.edu. 
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 Section II – Administration 
 

Schedule of Events 
 
RFP Issued April 27, 2007 

Written questions submitted to LAD May 11, 2007 

Answers to questions posted to LAD website May 18, 2007 

RFP submission due date May 31, 2007 

RFP opening and evaluation June 1, 2007 

Projected contract award date June 7, 2007 

Projected audit work to begin June 7, 2007 

Audit reports due October 31, 2007 (year 1) 
October 31, 2008 (year 2) 

 

Proposal Preparation and Submission 

1. A sample response document is included in Appendix B of this document to aid in proposal 
preparation. 

2. Offerors with questions or requiring clarification or interpretation of any section within this RFP 
must address these questions in writing or via e-mail to Angie Lang at alang@mt.gov on or before 
May 11, 2007. Each question must reference the section in question. Questions received after the 
deadline may not be considered. 

3. LAD will post an official written response by May 18, 2007 to all questions received by the deadline 
in the above paragraph. LAD’s response will be by formal written addendum. Any other form of 
interpretation, correction, or change to this RFP will not be binding upon LAD. Any formal 
addendum will be posted on LAD’s website alongside the posting of the RFP at 
http://www.leg.mt.gov/css/audit by the close of business on the date listed. Offerors must sign and 
return with their RFP response an Acknowledgement of Addendum for any addendum issued. 

4. Your response should be designed to demonstrate your understanding of the work required, the 
ability and qualification of your firm in relation to the work and your firm’s charges to accomplish 
the work. See Appendix B for a sample response document. Your response must be clearly labeled 
for the engagement it relates to, dated and signed by the responsible party with contact information 
included. Your response must also include: 
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a. The proposed timing of the audit including dates of key events and estimated hours to complete 
the audit. The hour estimate should include appropriate categories including travel time with 
locations indicated as appropriate. 

b. Your firm’s price for performance of the audit engagement. Cost figures should include the 
hourly rate, by assigned person, your firm would charge for work beyond the scope of the initial 
engagement if necessary. 

c. Your approach to completing the audit with reference to the estimated time line. 

d. Your staffing plan along with the audit experience of the assigned auditors. 

e. Your firm’s work experience including a percentage breakdown of auditing experience and 
governmental experience. Also list audit experience relevant to the audit work being contracted 
for, including contact information. 

f. Company information including the nature of services provided by your firm and the nature of 
auditing experience in the last three years. 

g. If the offeror is a sole practitioner, please include a description of arrangements for independent 
review of the audit report and the working papers. 

h. A copy of the most recent peer review report. 

Your completed response must be sealed in an envelope and labeled “RFP – MCC07” and delivered to: 

Legislative Audit Division 
Room 160, State Capitol 
PO Box 201705 
Helena MT 59620-1705 

By 2:00 p.m. May 31, 2007 

Additional Information 

1. All submitted responses become property of LAD and all preparation expenses are the responsibility 
of the offeror. 

2. The successful offeror will be required to provide proof of worker’s compensation insurance or an 
Independent Contractor Exemption before the contracted work is to begin and must be kept current 
for the entire term of the contract. 

3. Firms may join with other firms in a joint venture response. If this is done, one firm should be 
designated the prime contractor and the other firm or firms, subcontractors. This is required to 
facilitate the execution and completion of the engagement.  

4. The last audit of the college was conducted by a firm under contract with our office for the two fiscal 
years ended June 30, 2006. That audit cost was $16,600 for 315 hours of audit work. The working 
papers from that audit will be available for review by the successful offeror by appointment from 
LAD. 
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5. LAD has established a response evaluation process which will consider the following:  appropriate 
background and experience; appropriateness and adequacy of proposed procedures; reasonableness 
and appropriateness of time estimates; appropriateness of assigned staff levels; timeliness of 
expected completion; technical experience, qualifications, size and structure of firm; and cost. 
Responses will be opened and evaluated in Room 160, State Capitol, at 9 a.m. on June 1, 2007. 

6. LAD will provide a maximum of four hours consultation to the successful contract auditor without 
charge. If LAD provides consultation in excess of four hours, the contractor will be charged at the 
average hourly rate proposed by the contractor for the engagement or LAD’s rate, whichever is 
greater. The firm will be kept advised of these charges.  

7. Work papers supporting the audit report must be made available to LAD at the Legislative Audit 
Division offices upon request. All engagement documentation must be kept for a period of time, as 
specified in the contract. 

8. The information provided in this document may provide a reasonable basis for the preparation of a 
response. If, however, additional information is required, the offeror may submit questions in the 
manner prescribed in the preceding section. 

9. LAD reserves the right to withdraw this RFP for any reason. 

Evaluation of Proposals 

The selection committee will first check proposals against the mandatory requirements. Proposals not 
meeting all mandatory requirements will be rejected without further consideration. Proposals that meet all 
the mandatory requirements will be assessed and scored against the criteria for assessment. 

Only the information contained in the proposal will be used to evaluate the proposal. There will not be an 
opportunity to make a presentation to the evaluation committee beyond the information contained in the 
proposal. 

At the conclusion o the RFP process, all offerors will be notified of the successful offer. 

Basis for Selection 

The following are mandatory requirements. Proposals not clearly demonstrating that they meet them will 
receive no further consideration during the evaluation process. 

• The proposal must be received by LAD by the specified closing date and time. 

• The proposal and addenda must be signed by a person authorized to sign on behalf of the offeror. 

• The proposals sent via facsimile or e-mail will not be accepted. 

Proposals meeting the mandatory requirements will be assessed against the criteria noted below: 

• Time proposals are appropriate.  5% 

• Approach for conducting the audit including: 45% 
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o General audit strategies and methodology employed, including, but not 
limited to business risks, internal control, and computer assisted auditing 
techniques. 

o The depth of the perceived audit needs and understanding of the key issues 
facing the college, the implications of those issues for the conduct of the 
audit, and particular audit strategies and methodology for the college, 
including, but not limited to preliminary audit plan, substantive audit 
procedures to be undertaken, compliance audit procedures to be undertaken, 
and report deliverables. 

• Staffing and Firm Experience 30% 

o The proposed audit team’s experience in the audit of similar organizations 
and in other government organizations and public bodies, and details of skills 
or experience which are directly relevant to the capacity of the team to 
conduct the audit of the college. 

o The location and size of the offering firm, the experience and capabilities of 
its partners or shareholders, managers and staff in the audit of organizations 
similar to the college, as well as that of additional staff required by the firm 
to carry out the audit. 

o The availability of the resources to ensure deadlines are met in a timely 
manner 

o The proposed audit team’s degree of familiarity with the extensive body of 
authoritative literature that is unique to the public sector, as well as those 
standards applicable to higher education. 

o Quality assurance, quality control, and peer review programs within the firm. 

o Policies on notification to clients of changes in key personnel, and staff 
continuity on each audit. 

• Price 20% 
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Organization Chart for College 
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Appendix B 

Sample Response Document 

Legislative Audit Division 

Public Accountant Engagement Proposal 

 

NOTICE: The Legislative Auditor reserves the right to make counter-proposals, reject all 
proposals, and call for new proposals, with or without modification of the 
proposed engagement. 

 

 

 

 

Proposed Engagement:  Miles Community College  

 

Date of Proposal:   

 

Name and Signature of Firm Representative: 

 

NAME:   

 

FIRM NAME:   

 

SIGNATURE:   
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Part A - Time Proposal 

1. Proposed Dates for Engagement: 

Segment Date 

a. Sign the contract for the engagement   

b. Conduct entrance conference   

c. Submit final report to Legislative Auditor   

2. Proposed Time for Engagement 

Segment Man-Hours 

a. Planning and Programming   

b. Field Work   

c. General Program and Subsequent Events Review   

d. Review of IS Controls   

e. Administration, including meeting with Legislative Audit Committee   

f. Report Preparation   

g. Other Segments – Lists   

    

    

    

Total Man-Hours   

3. Proposed Time Associated with Travel 

(List anticipated sites & time where travel is expected to be necessary.) 

Proposed Travel Sites Man-Hours 

    

__________________________________________   

__________________________________________   

Total Man-Hours   
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Part B - Price Proposal 

Proposed Price for Audit Work: 

 Price 

1. Price which the firm proposes to charge for performance of the Audit Engagement: $  

(a) Include all costs normally associated with the engagement, such 
as the audit work itself, engagement of consultants, review of 
College reply, explanation of the report, and initial appearance 
before the Legislative Audit Committee. 

(b) Exclude the cost of travel and subsequent appearance before the 
Legislative Audit Committee. 

2. Proposed Price for Travel: 

Price which the firm proposes to charge for travel and transportation 
associated with this engagement: $  

3. Total price proposed for this agreement: $  

4. Proposed hourly rate(s) which the firm would charge for supplementary 
efforts in conjunction with this engagement, such as subsequent appearance 
before legislative committees, hearings, etc. 

Staff Member  Hourly Rate 

  $  

  $  

  $  

  $  

  $  
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Part C - Approach For Conducting Audit 

Please list how your firm will conduct the audit and any special services your firm will provide. 
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Part D - Staffing Proposal 

Please list all audit staff you anticipate will be assigned to this engagement and their relevant experience. 

 

 

If the listed staff assignments change, please notify the Legislative Audit Division.  
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Part E - Firm's Auditing Experience 

Please list governmental audits recently completed by your firm, including a list of the recent audit 
experience of the staff identified in Part D. Also list audit experience relevant to the audit work being 
contracted for. Please include contact information for all audits. 
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Part F – Information To Be Provided To The Legislative Audit Division 

Name of Firm/Practitioner: 

  

  

Location: 

 Home Office:   

 Branch Offices:   

   

Nature of services provided by your firm during the past three years: 

Approximate Percentage 

 Auditing   

 Tax   

 Write-up   

 Management Services   

 Other   

   100%  

Nature of auditing experience during the past three years: 

Approximate Percentage 

 Government   

 Financial Institutions   

 Nonprofit Organizations   

 Manufacturing and Industrial   

 Retail Enterprises   

   100% 

MILES COMMUNITY COLLEGE, PAGE B-7 



APPENDIX B – CONT. 

Part G - Arrangements For Independent Review Of Audit Report And 
Working Papers 

Description of your arrangements for independent review: 

 

 

 

If these arrangements change, please notify the Legislative Audit Division in advance of the review.  
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Part H – Peer Review Report 

 

A copy of the most recent peer review report is to be included in the RFP response. 
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Appendix C 

Sample Contract 
 
BY THIS CONTRACT, made this ______ day of _______________, 2007, by and between the Montana 
Legislative Audit Division, hereinafter referred to as the "LAD," and Miles Community College hereinafter referred 
to as the "College," and _______________ (Federal Employer No. ________________), hereinafter referred to as 
the "Accountants," it is hereby agreed that: 

Scope of Work 

1.  The Accountants will conduct financial and compliance audits of Miles Community College. The financial 
audits are to be for the fiscal years ended June 30, 2007 and June 30, 2008. The compliance audit will occur 
simultaneously with the fiscal year 2008 financial audit and include the two fiscal years ended June 30, 2008. 
The examinations shall be made in accordance with generally accepted auditing standards as adopted by the 
American Institute of Certified Public Accountants, and will include such tests of the accounting records and 
such other auditing procedures as the Accountants shall deem necessary and appropriate for the purpose of 
expressing an opinion on the financial statements presented in the required report. The Accountants do not, 
however, guarantee that such tests and procedures will disclose shortages or other irregularities, should any 
exist. 

2. The scope of the audit shall include an examination of the College's financial statements for the fiscal years 
ending June 30, 2007 and June 30, 2008. The 2007 audit will be a financial statement audit only. The 2008 audit 
shall include tests of compliance with applicable statutes and regulations. The 2008 audit shall also include tests 
of all federal moneys received by and expended by the College and tests of compliance with any applicable 
federal laws and regulations relating to the moneys in accordance with the Government Auditing Standards 
issued by the Comptroller General of the United States. The audits shall include any other requirements set forth 
in the request for proposal (RFP) information (dated April 2007) prepared by LAD for this engagement. Such 
RFP information is by this reference made a part of this contract, except as expressly modified by the terms of 
this contract.  

3. The Accountants will notify LAD immediately if an opinion cannot be expressed on any of the College's 
financial statements.  

4.  The Accountants shall render a comprehensive written report for each audit. The audit reports shall include, but 
not be limited to, the following matters: 

a. Financial Statement (Fiscal year 2007) 

i. Transmittal Letter (to be provided by LAD) 

ii. A table of contents and numbered pages 

iii. A list of administrative officials.  

iv. Independent auditor’s report 

v.  College’s Management Discussion and Analysis, Financial statements of all funds, notes to 
the financial statements, and any required supplementary information. 

vi. 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. 
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vii. College replies to the audit report. 

b. Financial and Compliance (Fiscal year 2008) 

i. All elements included in the fiscal year 2007 audit report. 

ii. Actions taken by the College on recommendations and findings in the areas of financial-
compliance, which were included in the last audit report. 

iii. College's compliance with applicable state and federal statutes and regulations. 

iv. Any College program or activity not authorized by the Montana State Legislature that may be 
noted during the audit. 

v. Any serious inadequacies in financial or operating controls and procedures that may be noted 
during the audit together with the Accountant's recommendations. 

vi. Any inadequate record or records that do not comply with statutory or other requirements that 
may be noted during the audit. 

vii. Any duplications and inefficiencies in record keeping or operating procedures that may be 
noted during the audit. 

viii. A summary of recommendations, including notations of the College's responses.  

ix. All other matters as must be mutually agreed to by the Accountants and LAD.  

5. The report will exclude all proper names of individuals except as required in the list of administrative officials 
and in formal College responses. 

6. Significant deficiencies in internal control or unusual financial transactions shall be reported to LAD as soon as 
possible after such matters have been observed by the Accountants. Any apparent penal violations discovered 
during the audit shall be reported immediately in writing to LAD, and the Accountants agree not to divulge any 
information thereon to anyone unless authorized by LAD. 

Confidentiality  

7. The Accountants agree to maintain the confidentiality of those records of the College that may be confidential, 
except that LAD shall have access to such confidential records. Accountants must abide by all applicable 
federal and state laws governing confidentiality. Accountants must also complete a federal confidentiality 
training program and sign an attestation of completion. Any and all disclosures of public information will be 
made by LAD. Accountants should refer all requests and corresponding information to LAD liaison for public 
dissemination. 

Independent Contractor 

8.  LAD recognizes that the Accountants are independent public accountants and that the Accountants will not be 
requested nor required to surrender their "independence," as such term is professionally understood and used 
concerning public accountants. The Accountants shall at all times be deemed independent contractors and not 
employees of LAD. The Accountant shall furnish certification from the Division of Workers' Compensation 
establishing either that he has elected workers' compensation coverage for himself or has an approved 
exemption from coverage as required by section 39-71-401, MCA, before the beginning date of the contract.  

The Accountant certifies, by submitting this bid or proposal, that neither it nor its principals are presently 
debarred, suspended, proposed for debarment, declared ineligible, or voluntarily excluded from participation in 
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this transaction (contract) by any governmental department or agency. If the Accountant cannot certify this 
statement, attach a written explanation for review by LAD. 

Consulting and Assignability 

9. The Accountants shall obtain the written approval of LAD prior to the engagement of correspondent public 
accountants or consultants to provide services in connection with this audit. The contractor shall not assign, 
transfer or subcontract any portion of the contract without the express written consent of the State. 

Working Paper Availability and Retention  

10. LAD shall have access, in the Legislative Audit Division, for review purposes, to the Accountants' audit 
programs, supporting working papers, the draft of the proposed audit reports, time records, and all other 
documents relating to the audit. The Accountants also agree to make the audit programs and supporting working 
papers available to LAD, in the Legislative Audit Division, for use by LAD or other public accounting firms as 
directed by LAD in future audits of the College. The Accountants shall not destroy the audit programs and 
working papers for five years from submission of the audit report to the Legislative Audit Committee.  

Audit Committee  

11. The Accountants agree to appear before the Montana Legislative Audit Committee when the report is formally 
submitted to answer questions concerning the report, and further agree to abide by the rule of the Legislative 
Audit Committee that no news releases shall be made. Failure to appear at the designated Legislative Audit 
Committee meeting will result in a penalty of 10 percent (10%) of the contract price that shall be withheld from 
the final payment to the firm.  

Discrimination 

12. No part of this contract may be performed in a manner which discriminates against any person on the basis of 
race, color, religion, creed, political ideas, sex, age, marital status, physical or mental handicap, or national 
origin by the persons performing the contract. Neither will the Accountants discriminate against any employee 
or applicant for employment because of race, religion, creed, color, or national origin, or because of age, 
physical or mental handicap, marital status, or sex when the reasonable demands of the position do not require 
such a distinction; actions in which such discrimination is prohibited include, but are not limited to, 
employment, upgrading, demotion, transfer, recruitment or recruitment advertising, layoff or termination, rates 
of pay or other forms of compensation, and selection for training, including apprenticeship. Any hiring must be 
on the basis of merit and qualifications directly related to the requirements of the particular position being filled. 
The Accountants also agree to comply with the applicable provisions of state and federal minimum wage laws.  

Hold Harmless and Indemnification  

13. The Accountants agrees to protect, defend, and save LAD, its elected and appointed officials, agents, and 
employees, while acting within the scope of their duties as such, harmless from and against all claims, demands, 
causes of action of any kind or character, including the cost of defense thereof, arising in favor of the 
Accountant’s employees or third parties on account of bodily or personal injuries, death, or damage to property 
arising out of services performed or omissions of services or in any way resulting from the acts or omissions of 
the Accountant and/or its agents, employees, representatives, assigns, subcontractors, except the sole negligence 
of LAD, under this agreement. 

Exclusivity 

14. The Accountants agree that they will not arrange for, or accept non- auditing work with the College while the 
audit is in process without the approval of LAD in writing.  
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LAD Consultation and Assistance 

15. LAD will provide a maximum of four hours consultation to the Accountants without charge. Any consultation 
requested of LAD’s staff exceeding the four hours will be provided at the Accountants' expense. The 
Accountants will be charged for consultation at a rate which equals the average hourly rate bid by the 
Accountants in their contract for the audit engagement or the LAD rate, whichever is greater. Charges for 
consultation exceeding four hours will be deducted from progress payments made to the Accountants as the job 
progresses.  

Timeframe 

16. The audit shall begin on June 7, 2007 with 70 copies of the final audit report as described in the RFP 
information to be delivered to LAD by October 31, 2007 and October 31 2008, unless an extension of time has 
been requested by the Accountants and granted by LAD in writing. The final report will be bound in report 
covers provided by LAD, and the first page of the report following the title page will be a transmittal letter 
provided by LAD. A request for an extension of time to complete the contract must be in writing and will be 
granted only for good cause shown as determined by LAD. Failure of the Accountants to complete and deliver 
the final report to LAD by the previously mentioned due dates, will result in a penalty of 2.5 percent (2.5%) of 
the contract price per week, or portion thereof, being assessed against the Accountants by LAD, unless an 
extension of time has been granted by LAD. Any penalties assessed by LAD will be subtracted from the amount 
owing to the Accountants from LAD under this contract. LAD reserves the right to terminate the contract if the 
Accountants fail to complete and deliver the final report by the date specified above 

Audit Liaison 

17. LAD will designate one staff member as contract liaison to serve as liaison between LAD and the Accountants 
for purposes of fulfilling the terms of this contract. All communications, requests, and billings between the 
Accountants and LAD will be submitted through the contract liaison. Contract liaison for this audit is Angela 
Lang.  

Billing and Payments 

18. The Accountants will submit a final time report to LAD after the Legislative Audit Committee meeting in 
which the audit report is presented. The time report will be in the form prescribed by LAD.  

The Accountants shall submit, on forms provided by LAD, all billings to LAD for approval and, upon approval, 
LAD will forward the billings to the College. The College will then process such billings for payment. 
Compensation to the Accountants pursuant to this contract for services and expenses shall be $xx,xxx. Any 
payments in excess of this amount must be the result of a separate written contract between the Accountants, the 
College, and LAD. A retention of twenty percent (20%) of each approved payment will be made by the College 
until the final audit report has been delivered to LAD and presented to the Montana Legislative Audit 
Committee and until LAD has received a final time report.  

Performance Review 

19. Contingent upon satisfactory performance the Accountants may have the opportunity to annually renew this 
contract for the next contract term (the fiscal year ending June 30, 20__) at a price agreed upon by both parties. 
Should the Legislative Auditor and Accountants be unable to negotiate a mutually acceptable fee, the contract 
may be put out for bid for the subsequent audit period.  

Termination and Default 

20. LAD may, by written notice to the Accountants, terminate this contract without cause. LAD must give written 
notice of termination to the Accountant at least 30 days prior to the effective date of termination. In the event of 
default and nonperformance of the contract by the Accountants as determined by LAD, the right to any 
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compensation under the terms of this contract is forfeited. LAD at its sole discretion may terminate or reduce 
the scope of this contract if available funding is reduced for any reason. 

Governing Law 

21. The laws of LAD of Montana shall govern the construction and interpretation of this contract. For all 
proceedings among the parties to this contract arising hereunder, venue shall be the First Judicial District Court 
in and for Lewis and Clark County, Montana.  

Limits, Modification, Severability, and Amendment 

22. This contract contains the entire understanding and agreement of the parties. No modification or amendment 
thereto shall be valid unless the same is reduced to writing and made a part of this contract. A declaration by 
any court, or any other binding legal source, that any provision of the contract is illegal and void shall not affect 
the legality and enforceability of any other provision of the contract, unless the provisions are mutually 
dependent. 

 
 

Legislative Audit Division  
Scott Seacat 
Legislative Auditor 
 
By______________________________       Date____________________ 
 
 
Miles Community College 
 
 
 
By______________________________   Date____________________ 
 
 
Accountant Contractor 
 
 
By______________________________   Date____________________ 
   
 
 
Legislative Audit Division 
Approved for Legal Content: 
Monica Smith, Attorney 
 
By______________________________   Date____________________ 
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Deputy Legislative Auditors: 
James Gillett 

Jim Pellegrini 

November 2006 

The Legislative Audit Committee 
of the Montana State Legislature: 

Enclosed is the report on the audit of Miles Community College for the two fiscal years ended 
June 30,2006. 

The audit was conducted by CHMS, P.C., under a contract between the firm and our office. The 
comments and recommendations contained in this report represent the views of the firm and not 
necessarily the Legislative Auditor. 

The agency's written response to the report recommendations is included in the back of the audit 
report. 

ectfully submitted, 

Legislative Auditor 

Room 160 . State Capitol Building . PO Box 201705 . Helena, MT . 59620-1 705 
Phone (406) 444-3 122 . FAX (406) 444-9784 . E-Mail lad@mt.gov 
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MILES COMMUNITY COLLEGE 
YEARS ENDED JUNE 30,2005 AND 2006 

RECOMMENDATIONS 

FINDING #06-01- NON-BUDGETED FUNDS EXPENDITURE LIMITATIONS 
The College has a number of individual non-budgeted funds with deficit cash balances. According 
to Montana Code Annotated s20-9-210, the expenditures for a non-budgeted fund are limited to 
that fund's cash balance. The College requested a County Attorney's opinion regarding the 
definition of non-budgeted funds for community colleges. The County Attorney has not provided 
the College with a firm definition of non-budgeted funds for a community college. 

Recommendation 
For those funds defined as non-budgeted funds, the College should monitor expenditures closely 
and limit expenditures to the amount of cash available in that fund. 

FINDING #06-02 - EXIT CONFERENCES - STUDENT LOAN PROGRAM 
The College is required to conduct and document exit counseling for the Federal Family 
Educational Loan Program, pursuant to 34 CFR 682.04 and 685.303. In a sample of 27 files, 7 
files did not contain the required documentation of exit conferences or documentation of an attempt 
to contact the student. 

Recommendation 
The College should develop a system to identify students that withdraw or leave school during the 
year who need exit conferences completed. As an additional safeguard to ensure the 
documentation is in the student's file, the College should develop a checklist to track when the 
required documentation for exit conferences has been placed in the student's file. 

PRIOR YEARS' RECOMMENDATIONS 

A summary of the recommendations from fiscal years June 30, 2003 and 2004 is as follows: 

Findino Status 

Finding #04-1 - Segregation of Duties Implemented 
Finding #04-2 - Non-Budgeted Funds Expenditures Not Implemented - Finding #06-01 
Finding #04-3 - Purchase of Property Implemented 
Finding #04-4 - Student Financial Aid Partially Implemented 

Exit Conferences 



Miles Community College 
Management's Discussion and Analysis 
Fiscal Years Ended June 30,2005 and 2006 

Overview 

Miles Community College's Management Discussion and Analysis (MD&A) presents an 
overview of its financial condition and assists the reader in focusing on significant financial 
issues for the years ended June 30, 2005 and 2006. The discussion has been prepared by 
management and should be read in conjunction with the accompanying financial statements and 
footnotes. 

Financial and Other College Highlights 

Accreditation - The College successfully completed the 10 year site visit by the 
Northwest Commission on Colleges and Universities and received continued 
accreditation. 
Reorganization - A fulltime Dean of Academic Affairs was added in FY 2006. This 
position was added in order to accommodate a greater emphasis on program 
development. A Student Accounts TechnicianICashier was a new position added in FY 
2005. The implementation of this position has allowed the College a greater degree of 
segregation of duties, stricter cash management, increased focus on collection of 
receivables, and better customer service. 
Union Negotiations - The Miles Community College Faculty Association, a MEA-MFT 
faculty union, was organized during FY 2005. Miles Community College Faculty 
Association representatives have been meeting to negotiate a collective bargaining 
agreement with the Miles Community College Board of Trustees. 
Program Development - The Dean of Academic Affairs is working with businesses and 
faculty to develop programs needed in the area. A heavy equipment program will start 
during Fall Semester 2006 and the College is looking at several other new program 
offerings as well. 
Distance Education programs - With the declining population in eastern Montana, the 
College has implemented alternative methods such as interactive television and on-line 
classes to deliver its educational services. As a consequence of this increased focus on 
distance education, the Nursing Program has enhanced its ability to reach out to nursing 
students at three off campus sites, Billings, Glendive, and Sidney. 
Enrollment (FTE) - The College experienced near record high enrollment in FY 2005 
with 513 resident full time equivalent (FTE) students. In FY 2006, the College 
experienced a 13% decrease in enrollment with 442 resident FTE. Management feels the 
major cause for the decrease in enrollment is due to the relatively strong local economy 
and recently low unemployment rates. 

Using the Financial Statements 

The College's financial statements consist of the following three statements: 



Statement of Net Assets 
Statement of Revenues, Expenses and Changes in Net Assets 
Statement of Cash Flows 

These financial statements are prepared in accordance with Governmental Accounting Standards 
Board (GASB) Statement 35, Basic Financial Statements-and Management's Discussion and 
Analysis-For Public Colleges and Universities. They differ significantly, in form and the 
accounting principles utilized, from prior financial statements presented. The financial 
statements presented in prior years focused on the accountability of funds, while these statements 
focus on the financial condition of the college, the results of operations, and cash flows of the 
college as a whole. 

Significant changes to the financial statements are as follows: 
The financial statements are prepared using the accrual basis of accounting, which means 
revenues are reported when earned and expenses are reported when incurred, regardless 
of when the cash was actually received or paid. 
Capital assets are now depreciated over their expected useful lives instead of recorded 
entirely as a current period expense in the year of acquisition. Depreciation is treated as 
an operating expense, and capital assets are reported in the statements at cost less 
accumulated depreciation. 
Assets and Liabilities are treated as current (due within one year) or as non-current (due 
in more than one year), and in the Statement of Net Assets are presented in order of their 
relative liquidity. 
Revenues and Expenses are classified as operating or non-operating. "Operating" is 
defined by the Governmental Accounting Standards Board (GASB) as resulting from 
transactions involving exchanges of goods or services for payment. "Non-operating" is 
defined by GASB as resulting from transactions not involving the exchange of goods or 
services for payment. Miles Community College shows a substantial "operating loss" in 
the Statement of Revenues, Expenses, and Changes in Net Assets primarily because 
GASB requires that State Appropriation and District Levy revenues must be reported as 
"non-operating". 
Tuition and Fees are reported net of any Tuition Waivers that were applied directly to a 
students account. 

The three new financial statements are designed to help the reader of the financial statements to 
determine whether the College's overall financial condition has improved or deteriorated as a 
result of the current year's financial activities. These financial statements present similar 
information to that disclosed in private sector financial statements. 

Statement of Net Assets 

The Statement of Net Assets, which reports all assets and liabilities of the College, presents the 
financial position of the College at the end of the fiscal year. The net assets are simply the 
difference between total assets and total liabilities. The change in net assets during the fiscal 



year is an indicator of the change in the overall financial condition of the College during the 
year. A summary of the Statement of Net Assets follows: 

ASSETS 
Total Current Assets 
Total Noncurrent Assets 

TOTAL ASSETS 

LIABILITIES 
Total Current Liabilities 
Total Noncurrent Liabilities 

TOTAL LIABILITIES 

NET ASSETS 
Invested in Capital Assets, Net of Related Debt $2,251,442 $2,481,853 
Restricted, Expendable 236,214 328,225 
Unrestricted 551.412 632.302 

TOTAL NET ASSETS 

Current assets include the College's cash; taxes, grants, student loan, and accounts receivable; 
inventories; and other assets expected to benefit the College within one year. The $345,078 
increase from FY 2005 to FY 2006 was caused primarily by an increase in cash. An increase in 
student accounts receivable and grants receivable contributed to the increase in current assets as 
well. 

Noncurrent assets primarily represent the College's Capital Assets less Accumulated 
Depreciation. 

Current liabilities include payroll and related liabilities, amounts payable to suppliers for goods 
and services received, revenue received which the College has not yet earned, student deposit 
balances, and debt principal payments due within one year. Total current liabilities increased by 
almost $106,496 fiom FY 2005 to FY 2006, due largely to a state appropriation reversion that 
occurred in FY 2006 and did not occur in FY 2005. 

Noncurrent liabilities primarily represent debt principal payments due after a one-year period. 
It also includes the amount of compensated absence liability. The most significant item affecting 
the College's noncurrent liabilities as debt related to the PE building. The Mjles Community 
College Endowment provided funding for this building. The principal balance of $72,454 was 
paid in full in FY 2006. 

Invested in capital assets, net of related debt represents the historical costs of capital assets 
less accumulated depreciation and less debt balances related to the capital assets. This balance 
increases as assets are acquired and debt is repaid, and decreases as assets are depreciated and 
debt is incurred. Total capital assets increased by $226,497 from FY 2005 to FY 2006 mostly 
due to major upgrade of equipment in the Auto Mechanics lab. 



Restricted expendable net assets represent hnds  that may be expended by the College but only 
in accordance with restrictions imposed by an external party, such as a donor or governmental 
entity. 

Unrestricted net assets are hnds  that the College has to use for whatever purpose it determines 
is appropriate. These assets may be designated for specific purposes by action of management. 

Total net assets increased by $399,398 from FY 2005 to FY 2006, which indicates the overall 
financial position of the College has improved over that time period. 

Statement of Revenue, Expenses, and Changes in Net Assets 

The Statement of Revenues, Expenses and Changes in Net Assets presents the revenues earned 
and expenses incurred during the year on a full accrual basis, which means revenues and 
expenses are recognized whey they were earned or incurred, regardless of when cash was 
received or paid. Results of operations are classified as either operating or nonoperating. 

A summary of the Statement of Revenues, Expenses and Changes in Net Assets follows: 

Operating Revenues 
Operating Expenses 

OPERATING LOSS 

Nonoperating Revenues (Expenses) 

INCREASE (DECREASE) IN NET ASSETS 

Net Assets, Beginning of Year 
Capital asset donation 

Net Assets, End of Year 

Operating revenues represent the revenue received from tuition and fees, federal, state, and 
private grants and contracts, indirect cost recoveries (from grants), auxiliary activities, and other 
operating revenues. Total operating revenues decreased by $163,264 from FY 2005 to FY 2006. 
This was mainly due to the 13% decrease in enrollment the College experienced over the same 
time period. Even though resident enrollment decreased, the College's auxiliary services 
(bookstore, food services, Centra, and residence halls) increased revenues by $91,596 due to an 
increase in the number of students living on campus. 

Nonoperating revenue (expenses) consists of interest income, state appropriations, district 
levies, interest payments, and other non-operating revenues and expenses. Nonoperating revenue 



increased $169,615 from FY 2005 to FY 2006. The major item affecting this change was an 
additional $150,000 state appropriation for FY 2006 and FY 2007 given to the three community 
colleges during the 2005 legislative session. 

Increase (decrease) in net assets represents the difference between total revenues and total 
expenses. 

The following provides a comparative analysis of revenues and expenses for the two fiscal years: 

SOURCE OF REVENUE 
FISCAL YEAR 2005 

AMOUNT PERCENT 

Operating Revenues 
Tuition and Fees (Net) 
Federal Grants and Contracts 
State Grants and Contracts 
Private and Local Grants and Contracts 
Indirect Cost Recoveries 
Auxiliary Enterprise Activities 
Other Operating Revenues 
Total Operating Revenue 
Nonoperating Revenues 
Interest Income 
State Appropriations 

FISCAL YEAR 2006 
AMOUNT PERCEN 

T 

(DECREASE 
FY'05 VS 

FY'06 

- -  - 
District Levies 1,317,191 17.69% 1,361,482 18.26% $ 44,291 
Total Nonoperating Revenues $2,768,829 37.18% $ 2,938,444 39.42% $ 169,615 

Total Revenue 



CATEGORY OF EXPENSE 

Operating Expenses 
Salaries 
Benefits 
Travel 
Supplies 
Contracted Service 
Rent and Lease 
Repairs and Maintenance 
Advertising 
Meetings and Dues 
Utilities 
Student Support 
Communications 
Software 
Unassigned 
Scholarships and Grants 
Insurance 
Indirect Costs 
Food for Resale 
Items for Resale 
Other Operating Expenses 
Depreciation Expense 
Total Operating Expenses 
Nonoperating Expenses 
Interest Payments 
Other Nonoperating Expenses 
Total Nonoperating Expenses 

Total Expenses 

AMOUNT PERCENT AMOUNT PERCENT FY'OS VS 
FY'06 

Comments about specific revenue and expense items are: 
Tuition and Fees Revenues - Decreases in enrollment contributed to the 14% decrease 
from FY 2005 to FY 2006. 
Private and Local Grants and Contracts - During FY 2006 the College received a 
$64,000 gift from the Miles Community College Endowment Corporation to replace 
bleachers in the Centra gymnasium. 
Expenses (general comment): Overall expenses decreased $79,656 from FY 2005 to 
FY 2006. Overall revenues increased $6,351 which has allowed the college to cure the 
deficit balances in some of our Non-General Funds bringing us closer to being in 
compliance with state regulations regarding non-budgeted funds. 



STATEMENT OF CASH FLOWS 

The Statement of Cash Flows provides information about the College's sources and uses of cash 
during the fiscal year. This statement aids in assessing the College's ability to meet obligations 
and commitments as they become due, their ability to generate future cash flows and their needs 
for external financing. As required by GASB, the statement is presented using the "Direct 
Method," which focuses on those transactions that either provided or used cash during the fiscal 
year. 

A summary of the Statement of Cash Flows follows: 

CASH FLOW CATEGORY 6/30/2005 6/30/2006 

Cash Provided (Used) by: 
Operating Activities $(2,028,801) $(2,112,311) 
Nonoperating Activities 2,777,589 2,909,498 
Capital Financing Activities (337,683) (620,335) 
Investing Activities 20,233 35,571 

Net Increase (Decrease) in Cash $43 1,338 $21 2,423 

Cash and Cash Equivalents, Beginning of Year $5 14,93 1 $946,268 
Cash and Cash Equivalents, End of Year $946,269 $1,158,691 

DISCUSSION OF SIGNIFICANT PENDING ECONOMIC AND 
FINANCIAL ISSUES 

Population - The College will continue to experience challenges due to the declining 
population in our service area, and we will continue to explore opportunities to grow 
enrollment. 
President - Dr. Stefani Hicswa was hired as the new president of Miles Community 
College and she began her tenure in July of 2006. 
State Funding - State funding has not kept pace with increased educational costs, and 
we expect this trend to continue into the future. We will continue to look for alternate 
sources of funding such as state and federal grants, business partnerships, and 
partnerships with other educational institutions. During the 2005 legislative session, the 
legislature recognized a possible deficiency in the community college funding formula. 
At that time, the legislature commissioned an interim legislative study to look at possible 
changes to the funding formula. That study has been completed and a new fixedlvariable 
cost funding formula has been created. The Legislative Finance Committee has endorsed 
the new fi~nding formula by passing a bill draft that would put the formula into Montana 
statute. The bill drafT will be introduced during the 2007 legislative session. Our hope is 
this will result in stabilizing state funding in the future. 
Faculty and Staff - The ability to attract and keep high quality faculty and staff because 
of our salary schedule is a concern of the College. 
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Shared Governance - Working meetings will be held monthly to facilitate ideas to 
improve the college experience for students, faculty, and staff. Administration and each 
section of the college are working together on the fiscal budgeting process. 
Student Records Management System - The College has implemented a web-based 
student management records system. This is cutting edge technology that will allow us to 
provide exceptional customer service to our students in a timely matter. It will also 
provide management with accurate and timely student information on which decisions 
can be made. The next step in the implementation is to provide student access to the 
system. This will allow students to register, review grades, pay charges, access financial 
reports, and print out unofficial transcripts, all on-line. 
Federal Appropriation - In an effort to access additional sources of funding, the 
College is actively pursuing several federal appropriations. The Rural Frontier Pathways 
to Careers in Healthcare is a proposed federal appropriation that would allow the College 
to partnership with other educational institutions and healthcare facilities to provide 
training for several different careers in healthcare. It has currently passed the Senate 
Appropriations Committee and is waiting for a vote by the full Senate. 
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INDEPENDENT AUDITOR'S REPORT 

r 

Legislative Audit Committee 
-4 Of the Montana State Legislature 

We have audited the accompanying basic financial statements of Miles Community College, Miles 
City, Montana, as of and for the years ended June 30, 2005 and 2006, as listed in the table of 
contents. These financial statements are the responsibility of the College's management. Our 
responsibility is to express opinions on these financial statements based on our audit. 

Except as discussed in the following paragraph, 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. Those standards require that we plan and perform the 
audit to obtain reasonable assurance about whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles 
used and significant estimates made by management, as well as evaluating the overall financial 
statement presentation. We believe that our audit provides a reasonable basis for our opinions. 

The financial statements of the Miles Community College Endowment have not been audited, and 
we were not engaged to audit the Miles Community College Endowment financial statements as 
part of our audit of the College's basic financial statements. Miles Community College 
Endowment's financial activities are included in the College's basic financial statements as a 
discretely presented component unit. 

Because Miles Community College Endowment's financial statements have not been audited, the 
scope of our work was not sufficient to enable us to express, and we do not express, an opinion of 
the financial statements of the discretely presented component unit of Miles Community College, 
Miles City, Montana, as of and for the years ended December 31, 2004 and 2005. 

In our opinion, the financial statements referred to above present fairly, an all material respects, the 
respective financial position of the business type activities for Miles Community College, Miles City, 
Montana, and the respective changes in financial position, and, where applicable, cash flows 
thereof for the years ended in conformity with accounting principles generally accepted in the 
United States of America. 

f In accordance with Government Auditing Standards, we have also issued a report dated 
t4 September 1, 2006, on our consideration of the College's internal control over financial reporting 

and on our tests of its compliance with certain provisions of laws, regulations, contracts, grant 
c agreements and other matters. The purpose of that report is to describe the scope of our testing of 
ld 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 on compliance. That report is an 
r 
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integral part of an audit performed in accordance with Government Auditing Standards and should 
be considered in assessing the results of our audit. 

The managements' discussion and analysis on pages vi-xiii and the functional classification of 
operating expenses on pages 24-25 are not a required part of the basic financial statements but 
are supplementary information required by the accounting principles generally accepted in the 
United States of America. We have applied certain limited procedures, which consisted primarily of 
inquiries of management regarding the methods of measurement and presentation of the required 
supplementary information. However, we did not audit the information and express no opinion on 
it. 

Our audit was conducted for the purpose of forming opinions on the financial statements that 
collectively comprise the College's basic financial statements. The Schedule of Student Financial 
Aid Modified Statement of Cash Receipts and Disbursements on pages 26-27, the Schedule of 
Expenditures - Student Financial Assistance Programs on page 28, and the Schedule of 
Enrollment Statistics on page 29 are presented for, purposes of additional analysis and are not a 
required part of the basic financial statements. The accompanying schedules of expenditures of 
Federal Awards on pages 30-31 are presented for purposes of additional analysis as required by 
the U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments, 
and Non-Profit Organizations. Such information has been subjected to the audit procedures 
applied in the audit of the basic financial statements and, in our opinion, is fairly stated in all 
material respects in relation to the basic financial statements taken as a whole. 

Lms, PC 
CHMS, P.C. 
Certified Public Accountants 

September 1, 2006 



MILES COMMUNITY COLLEGE 
MILES CITY, MONTANA 

STATEMENTS OF NET ASSETS 
JUNE 30,2005 AND 2006 

ASSETS 
Current Assets 

Cash and Cash Equivalents - Note C 
Taxes Receivable - Note A 
Grants Receivable - Note A 
Student Loan Receivable 
Accounts Receivable - Note A 
Prepaid Expense 
Inventory - Note A 

Total Current Assets 

Noncurrent Assets 
Restricted Cash and Cash Equivalents - Note C 
Capital Assets - Note D 
Less: Accumulated Depreciation 

Total Noncurrent Assets 

Total Assets 

LIABILITIES 
Current Liabilities 

Accounts Payable 
Accrued Payroll 
Deferred Revenue - Tuition and Fees 
Deferred Revenue - Grants and Contracts 
Dormitory Deposits 
Assets Held in Trust for Student Organizations 
Current Portion of Compensated Absences Payable 
Current Portion of Long-Term Obligations - Note E 

Total Current Liabilities 

Note F 

Noncurrent Liabilities 
Noncurrent Compensated Absences Payable - Note F 
Noncurrent Portion of Long-Term Obligations - Note E 

Total Noncurrent Liabilities 

Total Liabilities 3,467,427 3,438,934 

NET ASSETS 
Invested in Capital Assets, Net of Related Debt 
Restricted for: 

Expendable: 
Student Loans 
Debt Service 
Scholarships, Research, Instruction, and Other 

Unrestricted 

Total Net Assets $ 3,039,068 $ 3,442,380 

See notes to the financial statements. 



MILES COMMUNITY COLLEGE ENDOWMENT 
MILES CITY, MONTANA 

STATEMENTS OF FINANCIAL POSITION 
DECEMBER 31,2004 AND 2005 

(UNAUDITED) 

ASSETS 
Cash and cash equivalents 
Investments 
Other Assets 

Total Assets 

NET ASSETS 

Unrestricted net assets 
Temporarily restricted net assets 
Permanently restricted net assets 

Total Net Assets 

See notes to the financial statements. 
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MILES COMMUNITY COLLEGE 
MILES CITY, MONTANA 

STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS 
FOR THE YEARS ENDED JUNE 30,2005 AND 2006 

REVENUES 
Operating Revenues 

Tuition and Fees (net of scholarship allowance of $351, 470 
and $401,370, respectively) 

Federal Grants and Contracts 
State Grants and Contracts 
Private and Local Grants and Contracts 
Indirect Cost Recoveries 
Auxiliary Activities: 

Bookstore (net of book buybacks and returns of $57,269 
and $51,986, respectively) 

Food Services 
Centra 
Big Sky Dorm 

Other Operating Revenues 

Total Operating Revenues 

EXPENSES 
Operating Expenses 

Salaries 
Benefits 
Travel 
Supplies 
Contracted Services 
Rent and Lease 
Repairs and Maintenance 
Advertising 
Meetings and Dues 
Utilities 
Student Support 
Communications 
Software 
Unassigned 
Scholarships and Grants 
Insurance 
lndirect Costs 
Food for Resale 
Items for Resale 
Other Operating Expenses 
Depreciation Expense 

Total Operating Expenses 

Operating Loss 

NONOPERATING REVENUES (EXPENSES) 
Interest Income 
State Appropriations 
District Levies 
Interest Payments 

Net Nonoperating Revenues 

lncome Before Other Revenues 

Capital Asset Donation 

INCREASE IN NET ASSETS 

Net Assets, Beginning of Year 

Net Assets. End of Year 

See notes to the financial statements. 



MILES COMMUNITY COLLEGE ENDOWMENT 
MILES CITY, MONTANA 

STATEMENT OF ACTIVITIES 
FOR THE YEAR ENDED DECEMBER 31,2004 

(UNAUDITED) 

Temporarily Permanently 
Unrestricted Restricted Restricted 

Revenues: 
Pledges and Other Public Support 
Investment Income 
Net Realized and Unrealized Gain (Loss) 
on Investments 

Endowment 

Total Revenues 

Expenses 
Program services 
Program Disbursements 
Scholarship Awards 

Total Program Services Expense 

Operating Expenses 
General and Administrative 
Professional Fees 

Total Operating Expenses 

Change in net assets 

Net assets, beginning of year 

Net assets, end of year 

See notes to the financial statements. 
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MILES COMMUNITY COLLEGE ENDOWMENT 
MILES CITY, MONTANA 

STATEMENT OF ACTIVITIES 
FOR THE YEAR ENDED DECEMBER 31,2005 

(UNAUDITED) 

Temporarily Permanently 
Unrestricted Restricted Restricted 

Revenues: 
Pledges and Other Public Support 
Investment Income 
Net Realized and Unrealized Gain (Loss) 
on investments 

Endowment 

Total Revenues 

Expenses 
Program services 
Program Disbursements 
Scholarship Awards 

Total Program Services Expense 

Operating Expenses 
Fundraising efforts 
General and Administrative 
Professional Fees 

Total Operating Expenses 

Change in net assets 

Net assets, beginning of year 

Net assets, end of year 

See notes to the financial statements. 
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MILES COMMUNITY COLLEGE 
MILES CITY, MONTANA 

STATEMENTS OF CASH FLOWS 
FOR THE YEARS ENDED JUNE 30,2005 AND 2006 

2005 2006 
CASH FLOWS FROM OPERATING ACTIVITIES 

Tuition and Fees $ 1,347,117 $ 1,071,967 
Grants and Contracts 2,132,497 2,030,524 
Payments to Employees (2,W7,397) (2,934,427) 
Payments for Benefits (852,880) (907,265) 
Payments to Suppliers (7,774,283) (1,368,347) 
Payments for Utilities (1 56,840) (1 68,773) 
Payments for Scholarships and Fellowships (997.546) (893,072) 
Collection of Loans to Students 2,542 13,101 
Auxiliary Enterprise Charges 

Resident Halls 308,175 363,717 
Bookstore 257.645 230,458 
Food Sewices 238.309 262,244 
Centra 178,747 218,468 

Other Receipts (Payments) (64,887) (30,906) 

NET CASH USED BY OPERATING ACTIVITIES (2,028,801) (2,112,311) 

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES 
State Appropriations 1,431.405 1,541,391 
District Levies 1,331,636 ' 1,371,264 
Transactions of Student Organizations 14,548 (3,157) 

NET CASH PROVIDED BY NONCAPITAL FINANCING ACTIVITIES 2,777,589 2,909,498 

CASH FLOWS FROM CAPITAL FINANCING ACTIVITIES 
Proceeds from Capital Debt 35,064 
Purchases of Capital Assets (150,201) (276,615) 
Principal Paid on Capital Debt (92,649) (212,226) 
Interest Paid on Capital Debt (1 29,897) (1 31,494) 

NET CASH USED BY CAPITAL FINANCING ACTIVITIES (337,683) (620,335) 

CASH FLOWS FROM INVESTING ACTIVITIES 
Interest Income 20.233 35.571 

NET CASH PROVIDED BY INVESTING ACTIVITIES 20,233 35,571 

Net Increase in Cash and Cash Equivalents 431,338 212.423 

Cash and Cash Equivalents, Beginning of Year 514.931 946,268 

Cash and Cash Equivalents. End of Year $ 946,269 $ 1,158,691 

Reconciliation to Statement of Net Assets: 
Cash and Cash Equivalents 910,104 1,110,970 
Restricted Cash and Cash Equivalents 36,165 47,721 
Total Cash and Cash Equivalents $ 946,269 $ 1,158,691 

RECONCILIATION OF NET OPERATING EXPENSES TO NET CASH 
USED BY OPERATING ACTIVITIES 

Operating Loss $ (2,321,627) $ (2,403,638) 

Adjustments to reconcile net loss to net cash used by operating activities: 

Depreciation Expense 252,792 258,430 
Changes in Net Assets and Liabilities: 
(Increase) Decrease in Accounts Receivable 8,598 (90,316) 
(Increase) Decrease in Grants Receivable (47,141) (77,056) 
(Increase) Decrease in Prepaid Expense 8.685 (5,517) 
(Increase) Decrease in Inventory (14,115) 18,896 
Increase (Decrease) in Accounts Payable 28.779 207,969 
Increase (Decrease) in Deferred Revenue 28.398 2,876 
Increase (Decrease) in Compensated Absences Payable 26,830 (23,955) 

Net Cash Used By Operating Activities $ (2,028,801) $ (2,112,311) 

See notes to the financial statements. 
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MILES COMMUNITY COLLEGE ENDOWMENT 
MILES CITY, MONTANA 

STATEMENTS OF CASH FLOWS 
FOR THE YEARS ENDED DECEMBER 31,2004 AND 2005 

(UNAUDITED) 

Cash Flows From Operating Activities 
Change in Net Assets 

Adjustments to Reconcile Change in Net Assets 
to Net Cash Provided (Used) by Operating Activities 

Net Realized and Unrealized Investment Gains (Losses) 
(Increase) Decrease in Accounts Receivable 

Net Cash Flows from Operating Activities 

Cash Flows From Investing Activities 
Purchase of Investments 

Increase in Cash and Cash Equivalents 

Cash and Cash Equivalents, Beginning of Period 

Cash and Cash Equivalents, End of Period 

See notes to the financial statements. 
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MILES COMMUNITY COLLEGE 
MILES CITY, MONTANA 

NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30,2005 AND 2006 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

This summary of significant accounting policies of Miles Community College, a Community College District 
(the College), is presented to assist in understanding the College's financial statements. The financial 
statements and notes are representations of the College's management, which is responsible for their 
integrity and objectivity. 

Reporting Entity 

Miles Community College is a community college district which has received full accreditation by the 
Northwest Association of Schools and Colleges. The College is managed by a Board of Trustees, each 
member of which is elected in district-wide elections. The college administration is appointed by and 
responsible to the Board of Trustees. 

The County government of Custer County provides substantial services to the College. Taxes are levied 
and collected by the County. Cash is maintained and invested by the County Treasurer. The County does 
not significantly influence the operations of the College; thus, the College is treated as a separate and 
independent unit of local government. 

The College, for financial purposes, includes all funds, account groups, organizations and boards for which 
the College is financially accountable, and other organizations for which the nature and significance of the 
relationship are such that the exclusion would cause the College's financial statements to be misleading or 
incomplete. Financial accountability is defined as the appointment of a majority of the governing body, and 
by the imposition of will or the potential for financial benefit or burden. 

Financial Statements 

The accompanying financial statements have been prepared in accordance with generally accepted 
accounting principles (GAAP). The Governmental Accounting Standards Board (GASB) is responsible for 
establishing GAAP for state and local governments through its pronouncements (Statements and 
Interpretations). 

In June 1999, GASB unanimously approved Statement No. 34, "Basic Financial Statements and 
Management's Discussion and Analysis for State and Local Governments". GASB Statement No. 35, 
"Basic Financial Statements and Management's Discussion and Analysis for Public Colleges and 
Universities" amends Statement No. 34 to address the accounting and financial reporting issues related to 
public colleges and universities. Certain significant changes in the Statement include the following: 

A Management's Discussion and Analysis (MD&A) section providing an analysis of the 
College's overall financial position and results of operations. 

A change in the fund-group financial statements to an entity-wide perspective. 

Statement of Net Assets, a Statement of Revenues, Expenses, and Changes in Net 
Assets, and a Statement of Cash Flows. All significant inter-entity transactions have been 
eliminated upon consolidation. 



MILES COMMUNITY COLLEGE 
MILES CITY, MONTANA 

NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30,2005 AND 2006 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Basis of Accounting 

For financial reporting purposes, the College is considered a special-purpose government engaged only in 
business-type activities. Business-type activities are those that are financed in whole or in part by fees 
charged to external parties for goods or services. Accordingly, the College's financial statements have 
been prepared using the economic resources measurement focus and the accrual basis of accounting. 
Under the accrual basis of accounting, revenues are recognized when earned, and expenses are recorded 
when incurred. Grant revenues are reported only to the extent that they have been expended for their 
restricted purposes. 

The College had the option to apply all Financial Accounting Standards Board (FASB) pronouncements 
issued after November 30, 1989, unless FASB conflicts with GASB. The College has elected not to apply 
FASB pronouncements issued after the applicable date. 

Cash and Cash Equivalents 

The College considers all investments to be highly liquid, and, therefore, cash equivalents. 

lnvestments 

lnvestments are carried at cost, which approximates market value. lnvestments in the State Short-term 
Investment Pool (STIP) may include certain types of derivatives. A derivative is any "contract whose value 
depends on, or derives from, the value of an underlying asset, reference rate or index." The STIP portfolio 
includes asset-backed securities and variable-rate (floating rate) instruments. (See Note C on Investment 
Risk Categories.) 

Taxes Receivable 

The College records taxes receivable for property taxes that have been assessed but have not yet been 
collected. These taxes receivable are recorded as deferred revenue in the year assessed, and recorded as 
revenue in the year collected. 

Accounts Receivable 

Accounts receivable consists primarily of student tuition and fees. 

Grants Receivable 

Grants receivable are for expenditures made on grants for which reimbursement has not been received. 

lnventories 

lnventories consist mainly of bookstore supplies and are valued at cost on the first-in, first-out method. 

Use of Estimates 

The preparation of these general purpose financial statements in conformity with generally accepted 
accounting principles requires management to make estimates and assumptions that affect certain 
reported amounts and disclosures. Accordingly, actual amounts could differ from these estimates. 



MILES COMMUNITY COLLEGE 
MILES CITY, MONTANA 

NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30,2005 AND 2006 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Noncurrent Assets 

Cash that is externally restricted as to its use is classified as a noncurrent asset in the accompanying 
statement of net assets. 

Capital Assets 

Capital assets include property, plant, equipment, and infrastructure assets (e.g., roads, bridges, sidewalks, 
curbs, etc.). Capital assets are defined as assets with an individual initial cost of more than $2,500 and a 
useful life in excess of one year. 

All purchased fixed assets are valued at cost where historical records are available and at estimated 
historical costs where no historical records exist.'Donated fixed assets are valued at their estimated fair 
market value on the date received. The costs of normal maintenance and repairs that do not add to the 
value of the assets or materially extend asset lives are not capitalized. 

Property, plant, and equipment is depreciated under the straight-line method over the following estimated 
useful lives: 

Years Years 

Buildings 50 
Building Improvements 50 

Equipment 
Library Books 

Donated Services 

The value of donated services are not recognized, since the types of services rendered do not create or 
enhance the College's non-financial assets, nor do they require specialized skills. 

Compensated Absences 

As required by law, employees are allowed to accumulate earned but unused vacation and sick leave 
benefits. Unused vacation benefits are 100% payable upon termination. Unused sick leave benefits are 
payable at 25% of the unused portion upon termination. This liability has been reported as a liability and an 
expense in the financial statements. 

Net Assets 

The College's net assets are categorized as follows: 

Invested in capital assets, net of related debt - capital assets, net of accumulated 
depreciation and outstanding principal balances of debt attributable to the acquisition, 
construction, or improvement of those assets. 

Restricted, expendable - net assets whose use by the College is subject to externally 
imposed stipulations that can be fulfilled by actions of the College pursuant to those 
stipulations or that expire by the passage of time. 



MILES COMMUNITY COLLEGE 
MILES CITY, MONTANA 

NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30,2005 AND 2006 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Restricted, nonexpendable - net assets subject to externally imposed stipulations that 
the College maintain those assets permanently. 

Unrestricted - net assets that are not subject to externally imposed stipulations. 
Unrestricted net assets may be designated for specific purposes by action of 
management, the Board of Trustees, or the Board of Regents, or may otherwise be 
restricted by contractual agreements with outside parties. Substantially all unrestricted net 
assets are designated for general operating purposes and capital asset acquisition. 

Revenues 

The College has classified its revenues as either operating or nonoperating according to the following 
criteria: 

Operating Revenue - includes activities that have the characteristics of exchange 
transactions, including student tuition and fees, net of scholarship allowances and 
discounts; sales and services of auxiliary services; and most grants and contracts. 

Nonoperating Revenue - nonoperating revenues include activities that have the 
characteristics of nonexchange transactions, such as gifts and contributions, and other 
revenue sources that are defined an nonoperating revenues by GASB Statement No. 9, 
"Reporting Cash Flows of Proprietary and Nonexpendable Trust Funds and Governmental 
Entities That Use Proprietary Fund Accounting", and GASB Statement No. 34, "Basic 
Financial Statements and Management Discussion and Analysis for State and Local 
Governments". Types of revenue sources that fall into this classification are state 
appropriations and investment income. 

Use of Restricted Revenues 

When the College maintains both restricted and unrestricted funds for the same purpose, the order of use 
of such funds is determined on a case by case basis. Restricted funds remain classified as restricted until 
they are expended. 

Scholarship Discounts and Allowances 

Student tuition and fee revenues, and certain other revenues from students, are reported net of scholarship 
discounts and allowances in the Statement of Revenues, Expenses and Change in Net Assets. 
Scholarship discounts and allowances are generated by the difference between the stated charge of goods 
and services provided by the College, and the amount that is paid by the students and/or third parties 
making payments on the students' behalf. Certain governmental grants, such as Pell grants, and other 
federal, state, or nongovernmental programs, are recorded as either operating or nonoperating revenues in 
the College's financial statements. To the extent that revenues from such programs are used to satisfy 
tuition and fees and other student charges, the College has recorded a scholarship discount and allowance. 



MILES COMMUNITY COLLEGE 
MILES CITY, MONTANA 

NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30,2005 AND 2006 

NOTE B - LOCAL APPROPRIATIONS 

All property taxes are collected by the Treasurer of Custer County, Montana. Property taxes attach as an 
enforceable lien on property as of January 1st and are levied on the 2nd Monday in August. They are due 
in two equal installments on November 30th, and May 31st, following the levy date. 

The tax levies for the College were as follows: 

Mandatory County Levy 
Adult Education Levy 
Retirement Fund Levy 

Total 

Number of Mills Number of Mills 
Year ended Year ended 

The value of one mill was $14,166 for 2005 and $14,096 for 2006. 

NOTE C - CASH AND INVESTMENTS 

Cash and investments as of June 30, 2005, consist of the following: 

College 
Cash on Hand $ 11,790 
Demand Deposit Accounts 13,081 
Invested in the County Investment Pool 921,398 
lnvested in Mutual Funds, Equity 
Securities and Corporate Debt Securities 

Total Cash and Investments $ 946,269 

Cash and investments as of June 30, 2006, consist of the following: 

Colleae 
Cash on Hand $ 9,190 
Demand Deposit Accounts 15,278 
Invested in the County Investment Pool 1,134,223 
lnvested in Mutual Funds, Equity 
Securities and Corporate Debt Securities 

Total Cash and Investments $ 1,158,691 

Component 
Unit 

$ 
144,114 

12/31/2005 
Component 

Unit 



MILES COMMUNITY COLLEGE 
MILES CITY, MONTANA 

NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30,2005 AND 2006 

NOTE C - CASH AND INVESTMENTS (CONTINUED) 

The College follows the practice of pooling cash and investments with the Custer County Treasurer, except 
for student loan fund deposits and petty cash, which are held in demand deposit accounts at local financial 
institutions. 

The College may invest in savings deposits, time deposits or repurchase agreements in financial 
institutions that are both located in Montana and insured by FDIC, FSLIC, or NCUA. The College may also 
invest in general obligations of the United States Government, Federal Home Loan Bank, Federal National 
Mortgage Association, Federal Home Mortgage Corporation, and Federal Farm Credit Bank, or a U.S. 
government security money market fund which holds eligible securities in its investment program, or in a 
unified investment program with the state, county treasurer, or any other political subdivision as long as 
investments are eligible investments. 

Disclosures Relating to  lnterest Rate Risk 

Interest rate risk is the risk that changes in market interest rates will adversely affect the fair value of an 
investment. Generally, the longer the maturity of an investment, the greater the sensitivity of its fair value 
to changes in market interest rates. 

Information about the sensitivity of the fair value of the College's investments to market interest rate 
fluctuations is provided by the following table that shows the maturity date of each investment as of June 
30. 

2005 Maturity Date 

Custer County Investment Pool $ 921,398 2.38 years average 

2006 Maturity Date 

Custer County Investment Pool $ 1 ,I 34,223 0.70 years average 

No interest rate risk disclosure is made for the invesments of the Component Unit. 

Disclosures Relating to  Credit Risk 

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to the holder of 
the investment. This is measured by the assignment of a rating by a nationally recognized statistical rating 
organization. The Custer County lnvestment Pool does not have a rating provided by a nationally 
recognized statistical rating organization. 

Concentration of Credit Risk 

The investment policy of the College contains no limitations on the amount that can be invested in any one 
issuer beyond that stipulated by the Montana Code Annotated. There are no investments in any one issuer 
that represent 5% or more of total College investments. 



MILES COMMUNITY COLLEGE 
MILES CITY, MONTANA 

NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30,2005 AND 2006 

NOTE C - CASH AND INVESTMENTS (CONTINUED) 

Custodial Credit Risk 

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository financial 
institution, a government will not be able to recover its deposits or will not be able to recover collateral 
securities that are in the possession of an outside party. Montana law requires 50% security of deposits 
with financial institutions in excess of the depository insurance coverage limits. A governmental entity's 
money is insured for each "public unit" based on how the account is titled at the financial institution. The 
Custer County government is considered to have $100,000 FDlC coverage for demand deposits and 
$1 00,000 FDlC coverage for time and savings deposits in each bank in the state. 

The College's deposits with financial institutions did not exceed federal depository insurance limits at June 
30,2005 or June 30.2006. 

The custodial credit risk for investments is the risk that, in the event of the failure of the counterparty (e.g., 
broker-dealer) to a transaction, a government will not be able to recover the value of its investment or 
collateral securities that are in the possession of another party. Custodial credit risk does not apply to a 
local government's indirect investment in securities through the use of mutual funds or governmental 
investment pools (such as the Custer County lnvestment Pool). 

lnvestment in the Custer County lnvestment Pool 

The College participates in the Custer County lnvestment Pool. Information pertaining to the County's 
investment pool can be obtained from the County's annual report. The investment pool is not registered 
with the Securities and Exchange Commission. The pool is managed by the Custer County Treasurer, who 
reports to the Custer County Commissioners. The pool unit value is fixed at $1 per share for purchases and 
redemptions. Participants may buy and sell fractional shares. 

Foreign Currency Risk 

The Colleges do not have any foreign currency risk as the College does not own any foreign currency. 

Restricted Cash 

Restricted cash in the plant funds is for the required loan reserve for the Rural Development loan. This 
restricted cash is held by the Custer County Treasurer, and is not required by the loan document to be in a 
separate account. Restricted cash as of June 30, 2005, and June 30, 2006 was $36,165 and $47,721, 
respectively. 



MILES COMMUNITY COLLEGE 
MILES CITY, MONTANA 

NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30,2005 AND 2006 

NOTE D - CAPITAL ASSETS 

Capital asset balances and activity for the year ended June 30, 2005, were as follows: 

Balance Additions1 Retirements1 Balance 
613012004 Adjustments Reclassifications 613012005 

Land $ 206,412 $ - $ 
Buildings 6,786,506 
Equipment 765,511 139,119 99,692 
Library Inventory 446,567 14,183 359,520 
Software 99,692 

Total 8,204,996 252,994 459,212 

Less Accumulated Depreciation for: 

Buildings 2,160,459 135,730 
Equipment 373,678 81,851 
Library Inventory 41 5,805 15,272 359,520 
Software 19,939 

Total Accumulated Depreciation 2,949,942 252,792 359,520 

Capital Assets, Net $ 5,255,054 $ 202 $ 99,692 

Capital asset balances and activity for the year ended June 30, 2006, were as follows: 

Balance Additions1 Retirements1 
613012005 Adjustments Reclassifications 

Land $ 206,412 $ - $ 
Buildings 6,786,506 
Equipment 804,938 257,013 
Software 99,692 
Library inventory 101,230 19,602 28,455 

Total 7,998,778 276,615 28,455 

Less Accumulated Depreciation for: 

Buildings 2,296,189 135,730 
Equipment 455,529 87,247 
Software 19,939 19,938 
Library Inventory 71,557 15,515 28,455 

Total Accumulated Depreciation 2,843,214 258,430 28,455 

Capital Assets, Net $ 5,155,564 $ 18,185 $ 

Balance 
613012006 

$ 206,412 
6,786,506 
1,061.951 

99,692 
92,377 

8,246,938 



MILES COMMUNITY COLLEGE 
MILES CITY, MONTANA 

NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30,2005 AND 2006 

NOTE E - LONG-TERM OBLIGATIONS 

Long-term obligations consists of several different mortgages payable, as described below. Changes in 
long-term obligations during 2005 were as follows: 

Balance Debt Principal Balance 
lssued Payment 

Miles Community College 
Endowment 

Stockman Bank 
USDA Rural Development 
Department of Housing and 
Urban Development 

Miles Community College 
Endowment 

First Interstate Bank 
Montana Board of Investments 
USDA Rural Development 
GMAC # I  
GMAC #2 

Changes in long-term obligations during 2006 were as follows: 

Balance Debt Principal Balance 
6130105 Issued Payment 613012006 

Miles Community College 
Endowment 

Stockman Bank 
USDA Rural Development 
Department of Housing and 
Urban Development 
Miles Community College 

Endowment 
First Interstate Bank 
Montana Board of Investments 
USDA Rural Development 
GMAC #I 
GMAC #2 

The note payable to the Department of Housing and Urban Development was in the original amount of 
$205,541 and will be paid off on July 1, 2012. This note is payable in semiannual installments on January 
1st and July 1st of each year. Interest is payable at 3% per annum. There is no security for this loan. 



MILES COMMUNITY COLLEGE 
MILES CITY, MONTANA 

NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30,2005 AND 2006 

NOTE E - LONG-TERM OBLIGATIONS (CONTINUED) 

The note payable to Miles Community College Endowment was in the original amount of $458,299. There 
is no interest payable on this note. This note is being repaid from 113 of the student building fees collected, 
until such time as the deficit in the Building Repayment Fund has been eliminated. Once the deficit has 
been eliminated, the entire amount of the student building fees will be paid to Miles Community College 
Endowment. There is no security for this loan. The note was paid in full during the year ended June 30, 
2006. 

The note payable to Stockman Bank of Montana was in the original amount of $400,000. This note is 
payable in monthly installments of $3,387 on the 23rd day of each month. This note bears interest at a 
variable rate, not less than 7.16% per annum nor more than 11.16% per annum. The interest rate as of 
June 30, 2006 was 7.16% per annum. This note is secured by a second mortgage on two tracts of land, 
and an assignment of rental revenue from all of the student dormitories owned by the College. Final 
payment on this note is due on September 23, 2017. 

The first note payable to the USDA Rural Development was in the original amount of $400,000. This note 
is payable in semi-annual installments of $15,936 due on March 23rd and September 23rd of each year. 
This note bears interest at 5.0% per annum. This note is secured by two tracts of land, and an assignment 
of rental revenue from all of the student dormitories owned by the College. Final payment on this note is 
due on September 23,2017. 

The note payable to Miles Community College Endowment was in the original amount of $44,000. There 
was no interest payable on this note. This note was repaid from the Bus Operations fund on a quarterly 
basis. Final payment on this note was paid on April 1, 2006. 

The mortgage payable to First Interstate Bank was in the original amount of $370,000. This mortgage is 
payable in monthly installments of $2,736 on the 18th day of each month. This mortgage bears interest at 
a variable rate, currently at 6.39%. This mortgage is secured by the residence hall building, and an 
assignment of rental revenue from all of the student dormitories owned by the College. Final payment on 
this mortgage is due on May 18, 2024. This note payable is guaranteed by the USDA Rural Development 
for 90% of the outstanding balance of the note payable. 

The note payable to the Montana Board of Investments was in the original amount of $300,000 and will be 
paid off on August 15, 2013. This note is payable in semiannual installments on August 15th and February 
15 of each year. Interest is payable at 2.85% per annum. This note is secured by a deed of trust on the 
residence hall building, and an assignment of rental revenue from all of the student dormitories owned by 
the College. 

The second note payable to the USDA Rural Development was in the original amount of $1,500,000. This 
note is payable in monthly installments of $6,630 on the 18th day of each month. This note bears interest 
at 4.375% per annum. This note is secured by the residence hall building, and an assignment of rental 
revenue from all of the student dormitories owned by the College. Final payment on this note is due on 
May 18,2044. 

The first note payable to GMAC was in the original amount of $12,057. This note is payable in monthly 
installments of $216 on the 21st day of each month. This note bears interest at 2.90% per annum. This 
note is secured by a 2004 Chevrolet Impala. Final payment of this note is due in September 2009. 



MILES COMMUNITY COLLEGE 
MILES CITY, MONTANA 

NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30,2005 AND 2006 

NOTE E - LONG-TERM OBLIGATIONS (CONTINUED) 

The second note payable to GMAC was in the original amount of $23,007. This note is payable in monthly 
installments of $444 on the 21st day of each month. This note bears interest at 5.90% per annum. This 
note is secured by a 2003 Park Avenue. Final payment on this note is due in September 2009. 

Notes payable maturities are as follows: 
Year 

2007 
2008 
2009 
201 0 
201 1 

2012-2016 
201 7-2021 
2022-2026 
2027-2031 
2032-2036 
2037-204 1 
2042-2043 

Principal 

$ 99,512 
108,617 
1 14,088 
1 13,399 
11 7,506 
572,771 
338,454 
252,291 
203,817 
253,553 
31 5,427 
202,461 

$ 2,691,896 

Interest 

$ 131,419 
126,192 
120,679 
114,978 
109.236 
452,411 
318,665 
242,842 
193,983 
144,247 
82,373 
13,617 

$ 2,050,642 Total 

NOTE F - COMPENSATED ABSENCES PAYABLE 

Compensated absences payable, which represent vacation and sick leave earned by employees which is 
payable upon termination, were as follows: 

June 30,2005: 
Balance Increase Balance 

613012004 (Decrease) 6/30/2005 

Vacation and Sick Leave 

June 30.2006: 
Balance Increase Balance 

613012005 (Decrease) 6/30/2006 

Vacation and Sick Leave 

NOTE G - RETIREMENT PLANS 

The College participates in two state-wide, multiple employer, cost-sharing retirement plans which cover all 
employees, except some substitute and part-time, non-teaching employees. The Teachers' Retirement 
System (TRS) covers certified teaching employees, and the Public Employee Retirement System (PERS) 
covers non-teaching employees. The plans are established by State law and are administered by the 
Department of Administration of the State of Montana. The plans provide retirement, disability, and death 
benefits to plan members and beneficiaries. 



MILES COMMUNITY COLLEGE 
MILES CITY, MONTANA 

NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30,2005 AND 2006 

NOTE G - RETIREMENT PLANS (CONTINUED) 

Both plans issue publicly available annual reports that include financial statements and required 
supplemental information for the plans. The reports for the Teachers' Retirement System can be obtained 
at P.O. Box 200139, 1500 Sixth Ave., Helena, MT 59620-0139. The reports for the Public Employees 
Retirement System can be obtained at P.O. Box 200131, 1712 Ninth Ave., Helena, MT 59620-01 31. The 
financial statements for the Public Employees Retirement System include activity for a defined benefit and 
a defined contribution retirement plan. The defined contribution plan is available to all active members 
starting July 1, 2002. The assets of one retirement plan cannot be commingled with those of another plan. 

Contribution rates, expressed as a percentage of covered payroll, which are determined by State law, were 
as follows at June 30,2005 and 2006: 

TRS 
PERS 

Employer Employee Total 

The amounts contributed by both the employees and the College for the prior three years ended June 30, 
were as follows: 

2006 2005 2004 

TRS 
PERS 

Total 

The State of Montana contributes . lo% of the employees' wages covered by PERS, and .I 1% of the 
employees' wages covered by TRS, which are considered on-behalf payments. The College did not record 
this contribution in its financial statements, as required by generally accepted accounting principles. 

NOTE H - RISK MANAGEMENT 

The College faces a considerable number of risks of loss, including a) damage to and loss of property and 
contents, b) employee torts, c) professional liability i.e. errors and omissions, d) environmental damage, 
and e) workers' compensation, i.e. employee injuries. A variety of methods is used to provide insurance for 
these risks. Commercial policies, transferring all risks of loss, except for relatively small deductible 
amounts, are purchased for property and content damage, employee torts, and professional liabilities. 
Coverage limits and the deductibles on the commercial policies have stayed relatively constant for the last 
several years, except for property and content coverage where the guaranteed values have been 
increased to approximate replacement cost of the assets. Settled claims from these risks have not 
exceeded commercial insurance coverage in any of the past three fiscal years. 



MILES COMMUNITY COLLEGE 
MILES CITY, MONTANA 

NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30,2005 AND 2006 

NOTE I - RELATED PARTY TRANSACTIONS 

Miles Community College Endowment Corporation is a private nonprofit organization with relations to Miles 
Community College. As discussed in Note K, this entity is considered a component unit of Miles Community 
College. 

During the year ended June 30, 2003, Miles Community College Endowment Corporation loaned $44,000 
to Miles Community College for the purchase of a bus. Details of this note payable are described in Note 
E. 

During the year ended June 30, 2005, the Miles Community College Endowment Corporation provided to 
the College $67,279 in scholarship and other gift support. During the year ended June 30, 2006, the Miles 
Community College Endowment provided the College with $172,682 in scholarship and other gift support. 

NOTE J - DEFICIT NET ASSETS 

Three auxiliary funds have deficit net asset balances during the audit period. The deficit net asset 
balances are as follows for the year ended June 30, 

Cafeteria 
Centra 
Big Sky Dorm 

Individual funds with significant deficit balances at June 30, 2005, are as follows: 

2005 2006 
Telecommunications Fee $ 145,576 $ 89,206 

NOTE K - COMPONENT UNIT 

Miles Community College Endowment Corporation, is a nonprofit, tax-exempt organization operating 
exclusively for the purpose of encouraging, promoting and supporting educational programs, research, 
scholarly pursuits and athletics at, or in connection with the College. Although the College may not control 
the timing or amount of receipts from this entity, the majority of the revenues or incomes thereon that the 
entity holds and invests are restricted by donors to the activities of the College. 

The College implemented GASB 39 - Determining Whether Certain Organizations Are Component Units- 
during the fiscal year ended June 30, 2004. As noted in the independent auditor's report, the financial 
statement information of the Miles Community College Endowment Corporation was not auditied. 



MILES COMMUNITY COLLEGE 
MILES CITY, MONTANA 

NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30,2005 AND 2006 

NOTE L - CONTINGENT LIABILITIES 

An administrative claim in the form of an unfair labor practice was filed by the Miles Community College 
Faculty Association and a former employee with the Montana Board of Personnel Appeals. An 
administrative trial has been held and the parties are now awaiting a decision. The decision is subject to 
review by the full Board and then by the District Court and Supreme Court. Legal counsel stated that if the 
decision and any subsequent reviews ultimately result in liability for the College, the estimate of loss is the 
salary and benfefits lost by the employee from the date of contract non-renewal less interim earnings plus 
interest. Legal counsel estimates this amount at approximately $50,000 per year. 

Amounts received or receivable from grantor agencies are subject to audit and adjustment by grantor 
agencies, principally the federal government. Any disallowed claims, including amounts already collected, 
may constitute a liability of the applicable funds. The amount, if any, of expenditures which may be 
disallowed by the grantor cannot be determined at this time, although'the College expects such amount, if 
any, to be immaterial. 



SUPPLEMENTARY INFORMATION 



MILES COMMUNITY COLLEGE 
MILES CITY, MONTANA 

FUNCTIONAL CLASSIFICATION OF OPERATING EXPENSES 
FOR THE YEAR ENDED JUNE 30,2005 

Operation and 
Public Academic Student Institutional Maintenance of 

Instruction Service Support Services Support Plant Auxiliary Depreciation Totals 

Salaries $ 1,077,707 $ 38,115 $ 617,513 $ 404,334 $ 368,000 $ 97,543 $ 204,323 $ - $ 2,807,535 
Benefits 307,328 12,074 182,106 132,967 1 12,470 36,483 69.452 852,880 
Travel 6,101 363 50,419 98,144 20,588 780 176.395 
Supplies 27,841 868 1 17,342 140,094 18,590 19,301 64,824 388,860 
Contracted Services 1 1,036 5,974 144,061 87,020 13,053 83,734 69,100 413,978 
Rent and Lease 426 2.934 5,964 7.140 1,153 9,107 26,724 
Repairs and Maintenance 3,217 5,522 4,272 13,011 
Advertising 38 265 30.084 1,603 31,990 
Meetings and Dues 3,045 4,135 13,798 20,978 
Utilities 3,471 9,406 79,061 64.902 156,840 
Student Support 40,889 3,496 2,724 677 612 48,398 
Communications 9 423 29,619 14,846 33,517 5,536 83,950 
Software 7,426 14,285 21,711 
Unassigned 1,732 8,052 48,793 28,858 636 1,952 90,023 
Scholarships and Grants 48,021 949,525 997.546 
Insurance 2,270 675 9,149 54,765 1,321 68,180 
Indirect Costs 14,774 88 1 15,655 
Food for Resale 11 5,441 1 15,441 
Items for Resale 232,320 232,320 
Other 8,532 4,370 63,835 105,435 2.286 1,104 185,562 
Depreciation Expense 252.792 252,792 

Totals 



MILES COMMUNITY COLLEGE 
MILES CITY, MONTANA 

FUNCTIONAL CLASSIFICATION OF OPERATING EXPENSES 
FOR THE YEAR ENDED JUNE 30,2006 

Operation and 
Public Academic Student Institutional Maintenance of 

Instruction Service Support Services Support Plant Auxiliary Depreciation Totals 

Salaries $ 1,115,207 $ 40,578 $ 577,272 $ 476,036 $ 358,561 $ 90,382 $ 217,896 $ - $ 2,875,932 
Benefits 331,864 13,314 190,067 156,673 106,644 26,467 82,236 907,265 
Travel 17,437 861 47,611 83,791 15,168 21 5 165,083 
Supplies 22,225 5,718 129,561 159,443 12,311 56,853 45.648 431,759 
Contracted Services 15,751 15,830 1 17,332 95,508 25,911 45,659 18,181 334,172 
Rent and Lease 158 8 5,544 5,109 10,697 2,853 9,507 33,876 
Repairs and Maintenance 78 796 5,062 4,111 10,047 
Advertising 158 234 1,742 38,912 1,808 42,854 
Meetings and Dues 3,534 178 8,375 13,924 26,011 
Utilities 3,836 10.398 85,091 69,448 168,773 
Student Support 44,739 3,084 3,890 1,226 1,049 53,988 
Cornrnunicat~ons 1,835 453 28,824 18,645 34,417 7,654 91,828 
Software 6,584 9,470 16,054 
Unassigned 117 71 0 6,069 24,303 47,593 5,143 806 84,741 
Scholarships and Grants 49.234 841,638 2,200 893,072 
Insurance 4,147 288 7,701 28.993 16,250 57,379 
Indirect Costs 3,125 3,125 
Food for Resale 127,753 127,753 
Items for Resale 194.372 194.372 
Other 11,610 6,597 64,377 52,174 6,078 2,166 143,002 
Depreciation Expense 258,430 258,430 

Totals 



MILES COMMUNITY COLLEGE 
MILES CITY, MONTANA 

SUPPLEMENTARY INFORMATION 
YEAR ENDED JUNE 30,2005 

STUDENT FINANCIAL AID MODIFIED STATEMENT 
OF CASH RECEIPTS AND DISBURSEMENTS 

PELL PERKINS CWS SEOG 

Beginning Cash Balance $ (14,432) $ 9,795 $ (3,697) $ (449) 

Additions: 
Federal Advances 

State Matching Funds - 9,421 

Interest Collected 1,240 

Principal Collected 

Total Additions 71 2,504 3,782 28,128 42,969 

Deductions: 
Distribution to Students 707,855 26,326 42,020 
Administrative Expenses 3,425 

Total Deductions 

Net Change in Cash 4,649 3,782 (1,623) 949 

Ending Cash Balance $ (9,783) $ 13,577 $ (5,320) $ 500 



MILES COMMUNITY COLLEGE 
MILES CITY, MONTANA 

SUPPLEMENTARY INFORMATION 
YEAR ENDED JUNE 30,2006 

STUDENT FINANCIAL AID MODIFIED STATEMENT 
OF CASH RECEIPTS AND DISBURSEMENTS 

PELL PERKINS CWS SEOG 

Beginning Cash Balance $ (9,783) $ 13,577 $ (5,320) $ 500 

Additions: 
Federal Advances 

State Matching Funds - 8,754 

Interest Collected 460 - 

Principal Collected 

Total Additions 

Deductions: 
Distribution to Students 
Administrative Expenses 

Total Deductions 

Net Change in Cash (7,665) 2,196 (788) 394 

Ending Cash Balance 



Perkins Loan Program 
Student Loan Advances 

College Work Study 
Wages 
Administrative Cost 

MILES COMMUNITY COLLEGE 
MILES CITY, MONTANA 

SUPPLEMENTARY INFORMATION 
YEARS ENDED JUNE 30,2005 AND 2006 

SCHEDULE OF EXPENDITURES 
STUDENT FINANCIAL ASSISTANCE PROGRAMS 

Supplemental Education Opportunity 
Grant Program 

Student Grants 

Pell Grant Program 
Student Grants 



MILES COMMUNITY COLLEGE 
MILES CITY, MONTANA 

SUPPLEMENTARY INFORMATION 
YEARS ENDED JUNE 30,2005 AND 2006 

+4 

SCHEDULE OF ENROLLMENT STATISTICS 

1 Third Week Report 
b Semester Resident WUE Nonresident Total 

r 
Summer 2004 

t ' d  

U Spring 2005 442.17 - 27.33 469.50 

T 

111 Summer 2005 54.40 - 0.93 55.33 

b d  

Spring 2006 



MILES COMMUNITY COLLEGE 
MILES CITY, MONTANA 

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 
FOR THE YEAR ENDED JUNE 30,2005 

Federal Grantor1 Federal Pass-Through 
Pass-Through Grantor1 CFDA Grantor's Federal 
Program Title Number Number Expenditures 

MAJOR PROGRAMS: 

U.S. Department of Education 
Direct Programs: 

Supplemental Educational 
Opportunity Grant Program 

College Work Study 
Federal Family Education Loans 
Pell Grant Program 
Total Student Financial Aid Cluster 

84.007 NIA $ 32,799 
84.033 NIA 29,700 
84.032 NIA 1,036,853 

NIA 

Even Start 84.21 3C 58-6501-38-05 131,212 

Passed-Through Office of the 
Commissioner of Higher Education: 

Carl D.Perkins Nontraditional Training & Employment 84.048 MCCNTO5 25,000 
Carl D. Perkins Rural 84.048 I-RR05 35.000 
Carl D. Perkins Vocational Act 84.048 MCCLP05 54,125 
Techno-Sawy 84.048A MCC35L05 80,775 

Total CFDA #84.048 194.900 

Fund for Improvement of Post-Secondary Education 84.1 16B P116B021210-04 174,645 

Total U.S. Department of Education - Major Programs 2,319,459 

NON-MAJOR PROGRAMS: 

U. S. Department of Aqriculture 

Direct Programs: 
ROCKS 

U.S. Department of Labor 

Pass-Through the Montana 
Job Training Partnership, Inc.: 

WIA Adult Program 
WIA Adult Program 

Total U.S. Department of Labor 

U.S. Department of Education 

Direct Programs: 
Adult Basic Education 

U.S. Department of Housinq and Urban Development 
VA Task Force 

U.S. Department of Treasurv 

Pass-Through the State of Montana 
Job Growth Tax Relief 

Corporation for National and Community Service 

Direct Programs: 
Retired Senior Volunteer Program 94.002 035RPMT012 74,077 

TOTAL FOR ALL FEDERAL AWARDS PROGRAMS $ 2,692,320 

This program's activity is not reflected in the financial statements of this entity. 



MILES COMMUNITY COLLEGE 
MILES CITY, MONTANA 

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 
FOR THE YEAR ENDED JUNE 30,2006 

Federal Grantor1 Federal Pass-Through 
Pass-Through Grantor1 CFDA Grantor's Federal 
Program Title Number Number Expenditures 

MAJOR PROGRAMS: 

U.S. Department of Education 
Direct Programs: 

Supplemental Educational 
Opportunity Grant Program 

College Work Study 
Federal Family Education Loans 
Pell Grant Program 
Total Student Financial Aid Cluster 

84.007 NIA $ 31,154 
84.033 NIA 30,339 
84.032 NIA 1,247,962 
84.063 NIA 575,141 

1,884,596 

Even Start 

Passed-Through Office of the 
Commissioner of Higher Education: 

Carl D.Perkins Nontraditional Training & Employment 
Carl D. Perkins Rural 
Carl D. Perkins - Expanding Opportunities 
Carl D. Perkins Vocational Act , 

84.048 MCCNT05 25.000 
84.048 I-RR05 36,635 
84.048 MCC SP06 26,000 
84.048 MCCLP05 78,929 

166,564 

84.1168 P116B021210-04 196,178 

2,361,544 

Total CFDA #84.048 

Fund for Improvement of Post-Secondary Education 

Total U.S. Department of Education - Major Programs 

NON-MAJOR PROGRAMS: 

U. S. Department of Aqriculture 

Direct Programs: 
ROCKS 

U.S. Department of Labor 

Pass-Through the Montana Job Training Partnership, Inc.: 
WIA Adult Program 
WIA Adult Program 

Pass-Through the Montana Department of Labor: 
WIA Adult Program 
WIA Adult Program 

Total CFDA #17.258 

Total U.S. Department of Labor 

U.S. Department of Education 

Direct Programs: 
Adult Basic Education 

Gaining Early Awareness and Readiness for 
Undergraduate Programs 

Total U.S. Department of Education - Non-Major Programs 

U.S. Department of Housinq and Urban Development 
Direct Programs: 

VA Task Force 

Corporation for National and Communitv Service 

Direct Programs: 
Retired Senior Volunteer Program 

TOTAL FOR ALL FEDERAL AWARDS PROGRAMS 

' This program's activity is not reflected in the financial statements of this entity. 



CHMS, P.C. 
CERTIFIED PUBllC ACCOUNTANTS 

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING 
AND ON COMPLIANCE AND OTHER MATTERS 
BASED ON AN AUDIT OF GENERAL PURPOSE 

FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE 
WITH GOVERNMENT AUDITING STANDARDS 

P.O. Box 1067 
104 Second Avenue S.W. 

Sidney, Montana 59270 
406-433-2092 

1-800-676-2467 
FAX: 406-433-2095 

Legislative Audit Committee 
of the Montana State Legislature 

We have audited the basic financial statements of Miles Community College as of and for the 
years ended June 30, 2005 and 2006, as listed in the table of contents and have issued our report 
thereon dated September 1, 2006. Our report was modified because the component unit Miles 
Community College Endowment's financial statements were not audited. 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 Miles Community College's internal control 
over financial reporting in order to determine our auditing procedures for the purpose of expressing 
our opinion on the financial statements and not to provide an opinion on the internal control over 
financial reporting. Our consideration of the internal control over financial reporting would not 
necessarily disclose all matters in the internal control that might be material weaknesses. A 
material weakness is a condition in which the design or operation of one or more of the internal 
control components does not reduce to a relatively low level the risk that misstatements caused by 
error or fraud in amounts that would be material in relation to the financial statements being 
audited may occur and not be detected within a timely period by employees in the normal course of 
performing their assigned functions. We noted no matters involving the internal control over 
financial reporting and its operation that we consider to be material weaknesses. 

Compliance and Other Matters 
As part of obtaining reasonable assurance about whether Miles Community College'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 determination of financial statement amounts. However, 
providing an opinion on compliance with those provisions was not an objective of our audit and, 
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accordingly, we do not express such an opinion. The results of our tests disclosed no instances of 
noncompliance that are required to be reported under Government Auditing Standards. However, 
we noted certain immaterial instances of noncompliance that we have reported to the management 
of Miles Community College in the accompanying schedule of findings on page 37 as finding #06- 
01 and #06-02. 

This report is intended for the information of the Legislative Audit Committee of the Montana State 
Legislature, Miles Community College's management, federal agencies and pass-through entities, 
and is not intended to be, and should not be, used by anyone other than these specified parties. 

CHMS, P.C. 
Certified Public Accountants 

September 1, 2006 



P.O. Box 1067 
104 Second Avenue S.W. 

Sidney, Montana 59270 
406-433-2092 

1-800-676-2467 
FAX: 406-433-2095 

REPORT ON COMPLIANCE WlTH REQUIREMENTS APPLICABLE TO EACH 
MAJOR PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE IN 

ACCORDANCE WlTH OMB CIRCULAR A-133 

Legislative Audit Committee 
of the Montana State Legislature 

Compliance 
We have audited the compliance of Miles Community College with the types of compliance 
requirements described in the U. S. Ofice of Management and Budget (OMB) Circular A-133 
Compliance Supplement that are applicable to each of its major federal programs for the years 
ended June 30, 2005 and 2006. Miles Community College's major federal programs are identified 
in the summary of auditor's results section of the accompanying schedule of findings on pages XX. 
Compliance with the requirements of laws, regulations, contracts and grants applicable to each of 
its major federal programs is the responsibility of Miles Community College's management. Our 
responsibility is to express an opinion on Miles Community College's compliance based on our 
audit. 

We conducted our audit of compliance in accordance with auditing standards generally accepted in 
the United States of America; the standards applicable to financial audits contained in Government 
Auditing Standards, issued by the Comptroller General of the United States; and OMB Circular A- 
133, Audits of States, Local Governments, and Non-Profit Organizations. Those standards and 
OMB Circular A-133 require that we plan and perform the audit to obtain reasonable assurance 
about whether noncompliance with the types of compliance requirements referred to above that 
could have a direct and material effect on a major federal program occurred. An audit includes 
examining, on a test basis, evidence about Miles Community College's compliance with those 
requirements and performing such other procedures as we considered necessary in the 
circumstances. We believe that our audit provides a reasonable basis for our opinion. Our audit 
does not provide a legal determination of Miles Community College's compliance with those 
requirements. 

In our opinion, Miles Community College complied, in all material respects, with the requirements 
referred to above that are applicable to each of its major federal programs for the years ended 
June 30,2005 and 2006. 

Internal Control Over Compliance 
The management of Miles Community College is responsible for establishing and maintaining 
effective internal control over compliance with requirements of laws, regulations, contracts and 
grants applicable to federal programs. In planning and performing our audit, we considered Miles 
Community College's internal control over compliance with requirements that could have a direct 
and material effect on a major federal program in order to determine our auditing procedures for 
the purpose of expressing our opinion on compliance and to test and report on the internal control 
over compliance in accordance with OMB Circular A-1 33. 
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We noted a certain matter involving the internal control over compliance and its operation that we 
consider to be reportable conditions. Reportable conditions involve matters coming to our attention 
relating to significant deficiencies in the design or operation of the internal control over compliance 
that, in our judgment, could adversely affect Miles Community College's ability to administer a 
major federal program in accordance with the applicable requirements of laws, regulations, 
contracts, and grants. The reportable condition is described in the accompanying schedule of 
findings on page 37 as Finding #06-2. 

A material weakness is a reportable condition in which the design or operation of one or more of 
the internal control components does not reduce to a relatively low level the risk that 
noncompliance with the applicable requirements of laws, regulations, contracts and grants caused 
by error or fraud that would be material in relation to a major federal program being audited may 
occur and not be detected within a timely period by employees in the normal course of performing 
their assigned functions. Our consideration of the internal control over compliance would note 
necessarily disclose all matters in the internal control that might be reportable conditions and, 
accordingly, would not necessarily disclose all reportable conditions that are also considered to be 
material weaknesses. However, we believe that none of the reportable conditions described above 
is a material weakness. 

This report is intended for the information of the Legislative Audit Committee of the Montana State 
Legislature, Miles Community College's management, federal agencies and pass-through entities, 
and is not intended to be, and should not be, used by anyone other than these specified parties. 

Cclm> PC 
CHMS, P.C. 
Certified Public Accountants 

September 1, 2006 



MILES COMMUNITY COLLEGE 
SCHEDULE OF FINDINGS 

YEARS ENDED JUNE 30,2005 AND 2006 

SECTION I - SUMMARY OF AUDITOR'S RESULTS 

Financial Statements 

Type of auditor's report issued: ............................................................................... Qualified 

Internal control over financial reporting: 

Material weakness identified? .................................................................... 

Reportable conditions identified not considered 
to be material weaknesses? .................................................................... Yes 

No Noncompliance material to financial statements noted? ........................................ 

Federal Awards 

Internal control over major programs: 

Material weakness identified? .................................................................... No 

Reportable conditions identified not considered 
to be material weaknesses? .................................................................... Yes 

Type of auditor's report issued on compliance 
for major programs: ............................................................................................. Unqualified 

Any audit findings disclosed that are required to be reported 
in accordance with Circular A-1 33, Section .51 O(a)? ............................................ No 

Identification of major programs: 

CFDA Number Award Year 
84.007, 84.033, 04-05 & 05-06 

Name of Federal Proqram 
Student Financial Aid Cluster 

Evenstart 

84.048 04-05 & 05-06 Perkins 

84.1 16B 04-05 & 05-06 Fund for Improvement of Post- 
Secondary Education 

Dollar threshold used to distinguish between 
Type A and Type B programs: ............................................................................. $300,000 

Auditee qualified as low-risk auditee? ................................................................... No 



MILES COMMUNITY COLLEGE 
SCHEDULE OF FINDINGS (CONTINUED) 
YEARS ENDED JUNE 30,2005 AND 2006 

SECTION II - FINANCIAL STATEMENT FINDINGS 

FINDING #06-01- NON-BUDGETED FUNDS EXPENDITURE LIMITATIONS 
The College has a number of individual non-budgeted funds with deficit cash balances. According 
to Montana Code Annotated 520-9-210, the expenditures for a non-budgeted fund are limited to 
that fund's cash balance. The College requested a County Attorney's opinion regarding the 
definition of non-budgeted funds for community colleges. No firm definition of non-budgeted funds 
was provided to the College by the County Attorney. 

Recommendation 
The College should request an Attorney General's opinion on the definition of non-budgeted funds 
for community colleges. For those funds defined as non-budgeted funds, expenditures should be 
limited to the amount of cash available in that fund. 

PRIOR YEARS' RECOMMENDATIONS 

A summary of the recommendations from fiscal years June 30,2003 and 2004 is as follows: 

Finding Status 

Finding #04-1 - Segregation of Duties Implemented 
Finding #04-2 - Non-Budgeted Funds Expenditures Not lmplernented - Finding #06-01 
Finding #04-3 - Purchase of Property Implemented 

SECTION Ill - FEDERAL AWARD FINDINGS 

FINDING #06-02 - EXIT CONFERENCES - STUDENT LOAN PROGRAM 
The College is required to conduct and document exit counseling for the Federal Family 
Educational Loan Program, pursuant to 34 CFR 682.04 and 685.303. In a sample of 27 files, 7 
files did not contain the required documentation of exit conferences or documentation of an attempt 
to contact the student. 

Recommendation 
The College should develop a system to identify students that withdraw or leave school during the 
year who need exit conferences completed. As an additional safeguard to ensure the 
documentation is in the student's file, the College should develop a checklist to track when the 
required documentation for exit conferences has been placed in the student's file. 

PRIOR YEARS' RECOMMENDATIONS 

A summary of the recommendations from fiscal years June 30, 2003 and 2004 is as follows: 
Findinq Status 

Finding #04-4 - Student Financial Aid 
Exit Conferences 

Partially Implemented 
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To Whom It May Concern: 

Finding #06-01 - Non-Budgeted funds expenditure limitations 

The College has a number of individual non-budgeted funds with a deficit cash balances. 
According to Montana Code Annotated S20-9-210, the expenditures for a non-budgeted 
fund are limited to that fund's cash balance. The College has requested a County 
Attorney's opinion regarding the definition of non-budgeted funds for community 
colleges. The County Attorney has not provided the College with a firm definition of non- 
budgeted funds for a community college. 

Recommendation - For those funds defined as non-budgeted funds, the College 
should monitor expenditures closely and limit expenditures to the amount of cash 
available in that fund. 

Response - The College has received guidance from the Montana University System 
attorney, who concurred with the audit finding regarding the definition of non-budgeted 
funds for community colleges. The College has made some progress in eliminating 
deficit cash balances in non-budgeted funds. As of June 30, 2006 there are two non- 
budgeted funds remaining that have deficit cash balances. By increasing users fees, 
controlling costs, and re-allocating resources we hope to make significant progress in 
eliminating the two remaining deficit cash balances over the next two fiscal years. 

Findinq #06-02 -The College is required to conduct and document exit counseling for 
the Federal Family Educational Loan Program, pursuant to 34 CFR 682.04 and 685.303. 
In a sample of 40 files, 3 files did not contain the required documentation of exit 
conferences or documentation of an attempt to contact the student. 

Recommendation - The College should develop a system to identify students that 
withdraw or leave school during the year who need exit conferences completed. As an 
additional safeguard to ensure the documentation is in the student's file, the College 
should develop a checklist to track when the required documentation for exit 
conferences has been placed in the student's file. 
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Response - A system has been developed in collaboration with the Student Assistance 
r Foundation Campus Outreach Manager housed on the Miles Community College 

b.d 
campus to compare enrollment reports from one semester to the subsequent semester 
to identify non-returning students. The non-returning students that had student loans at 

r Miles Community College and have not completed exit counseling prior to leaving are 

- then sent a letter explaining the exit counseling requirements and material to fulfill that 
obligation. A copy of this letter is sent to the Miles Community College Financial Aid 

1 Office to be placed in the students file. 

Sincerely, 

Tad Torgerson 
Dean Administrative Services 
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