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OFFI CE OF LEGISLATIVE AUDITOR STATE OF LOUISIANA BATON ROUGE, LOUISIANA 70804-9397 
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ndependent Auditor's Report on the Financial Statements 

NORTHWESTERN STATE UNIVERSITY STATE OF LOUISIANA Natchitoches, Louisiana 

1600 NORTH TlllRI) ~'1 RI:F: I POST OFFICI" BOX 94197 TELEPIIONE: (504) 339-3:~0( FACSIMII.E: (504) 339-3X70 

We have audited the accompanying general purpose financial statements of Northwestern State University, a component unit of the State of Louisiana, as of and for the year ended June 30, 1997, as listed in the foregoing table of contents. These general purpose financial statements are the responsibility of Northwestern State University's management. Our responsibility is to express an opinion on these general purpose financial statements based on our audit. We conducted our audit in accordance with generally accepted auditing standards and the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the 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 opinion. In our opinion, the general purpose financial statements referred to above present fairly, in all material respects, the financial position of Northwestern State University, as of June 30, 1997, and the changes in fund balances; and the current funds' revenues, expenditures, and other changes for the year then ended in conformity with generally accepted accounting principles. 
In accordance with Government Auditing Standards, we have also issued our report dated October 21, 1997 on our consideration of Northwestern State University's compliance with certain provisions of laws, regulations, contracts, and grants and on its internal control over financial reporting. Our audit was made for the purpose of forming an opinion on the general purpose financial statements of Northwestern State University, taken as a whole. The accompanying supplemental information schedules listed in the table of contents are presented for the purpose of additional analysis and are not a required part of the general purpose financial statements. Such information has been subjected to the procedures applied in the audit of 



LEGISLATIVE AUDITOR 
NORTHWESTERN STATE UNIVERSITY STATE OF LOUISIANA Audit Report, June 30, 1997 
the general purpose financial statements and, in our opinion, is fairly stated, in all materia respects, in relation to the general purpose financial statements taken as a whole. 

WJR:MAN:dl Legislative Auditor 



NORTHWESTERN STATE UNIVERSITY STATE OF LOUISIANA BALANCE SHEET - ALL FUNDS For' the Year Ended June 30, 1997 

ASSETS Cash and cash equivalents Accrued interest Accounts receivable Notes receivable Due from university foundations Deferred charges and prepaid expenses Inventor.s Other assets Institutional plant 

CURRENTFUNDS GENERAL AUXILIARY ENTERPRISES RESTRICTED STUDENT LOAN ENDOWMENT FUNDS FUNDS $2,377,240 7,911 1.213.500 
22,971 666,222 500 

$1,203,212 822,857 $1,753,284 35,748 1,546,563 
16,429 

$49,680 134,777 2,345,797 
$1,000,007 13,325 120.000 180.000 

TOTAL ASSETS $4,288,344 LIABILITIES AND FUND EQUITY Liabilities: Accounts payable Accrued payrolls and other liabilities Deposits held for others Deferred revenues Cornpensated absences payable Bonds payable Other liabilities Total liabilities Fund equity: Net investment in plant Fund balances: Reserved for debt service Reserved for inventories Reserved for encumbrances Current operations - unrestricted (deficit) Current operations - restricted Noncurrent operations: Restricted Endowment Total fund equity (deficit) 

$2,026,669 $3,352,024 
$451,873 $128,767 $159,916 1,039,219 5,000 2,126,030 1,401,907 

57,273 179,513 418,441 180,241 
219,491 8,085 280,855 78,207 

$2,530,254 $1,313.332 

5,024,029 964,235 746.554 NONE NONE 
666,222 
(1,401,907) 

t30,229 331.713 
932,105 2,273,757 $2,530,254 $1,313,332 1,313,332 1,062,334 2,605,470 2,530,254 TOTAL. LIABILITIES AND FUND EQUITY $4,288,344 $2,026,569 

The accompanying notes are an integral part of this statement. 
$2,530,254 $1,313,332 



PLANT FUNDS RENEVVALS AND UNEXPENDED REPLACEMENTS $820,370 25,171 

$845,541 

$43,356 
43,356 

32,187 
769,998 802.185 
$845,541 

$890,305 35.846 
RETIREMENT OF INVESTMENT AGENCY NDEBTEDNESS IN PLANT FUNDS $821,680 47,517 

$109,145,112 

$544,169 7,721 39.778 

Statement A 

TOTAL (MEMORANDUM ONLY) $9,459,947 282,845 3,767,869 2,345,797 180.000 39,900 666,222 500 109.145.112 $026,151 $869,197 $109,145,112 $591,668 $125,888,102 
$30,495 4.496 
34.991 
891.160 

891.160 
$926,151 

$18,368 18.368 
850.829 

850,829 
$869,197 

$3,874,000 
105,271,112 

$96,846 737 494.085 
591,668 

$867,897 1,321,216 686,683 2,868,682 1,660,355 3,874,000 18,368 11,297,201 105,271,112 1,741,989 666,222 494.129 (1,401,907) 3,205,862 3,300,252 1,313,332 NONE 114, 590,991 
$109,145,112 $591,668 $125,888,192 



NORTHWESTERN STATE UNIVERSITY STATE OF LOUISIANA Statement of Changes in Fund Balances For the Year Ended June 30, 1997 

Revenues and other additions: Unrestricted current fund revenues Tuition and fees - restricted State appropriations - restricted Federal grants and contracts - restricted State grants and contracts - restricted Private gifts, grants, and contracts Sales and services of educational departments Investment income - restricted State funded endowments Auxiliary enterprise revenues Interest on loans receivable Retirement of indebtedness Additions to plant facilities Other sources Total revenues and other additions Expenditures and other deductions: Educational and general Auxiliary enterprises Expended for plant facilities Indirect costs recovered Loan cancellations and write-offs Retirement of indebtedness Interest on indebtedness Refunded to grantors Disposal of plant facilities Compensated absences; Other Total expenditures and other deductions Transfers among funds - additions (deductions) Mandatory: Principal and interest Loan fund matching grants Renewals and replacements Other Nonmandatory: Renewals and replacements Other Total transfers among funds Inventory increase Net increase (decrease) tor the year Fund balances (deficit) al July 1, 1996, restated Fund balances (deficit) al June 30, 1997 

CURRENTFUNDS AUXILIARY GENERAL ENTERPRISES RESTRICTED 
$40,125,277 

40,125,277 
38,077,352 

$4,771,946 
4.771.946 

$1,563,920 147,010 9,420,506 2,215,455 500,018 275,748 37.369 

STUDENT LOAN FUNDS 
$159,484 
2.962 
59,938 

372,121 28,330 14,532,147 
568,349 14,640,218 6,385,681 

148.170 26.831 38,225,522 
(31,300) (77,441) 
(1,939,184) (2,047,925) 19.108 

5.980.831 
(696,747) (82,00O) (3O5) (495,417) 1.939.184 664.715 NONE 

143,254 
250,714 

17,014 
1,392 43,462 20,265 14,805,129 

77.441 
77.441 NONE 

60.476 
31,300 
31,300 NONE (129,062) (544,170) (195,541) 221,538 (666,623) ($735,685) 1,606,504 2,801,011 2,308,716 $1,062,334 $2,605,470 $2,530,254 

The accompanying notes are an integral part of this statement 6 



FUNDS 
PLANT FUNDS RENEWALS RETIREMENT AND OF INVESTMENT UNEXPENDED REPLACEMENTS INDEBTEDNESS IN PLANT 

Statement B 

TOTAL (MEMORANDUM 

$180,000 
$336,480 

14,059 32,076 $39,489 $47,517 120.000 
75,000 3,219 $677,456 4,637,972 

$40,125,277 1,900,400 147,010 9,579,990 2,215,455 680,018 275,748 173,472 120,000 4,771,946 59,938 677,456 4,637,972 478.676 389.059 371,775 39,489 47,517 5,315,428 65,843,352 
15.495 870.874 

16.732 
610,583 171.865 623.909 

53,285,919 5,385,651 886,369 143,254 17,014 610,583 171,865 44,854 623,909 195,266 17.037 NONE 32,227 870,874 782,753 623,909 61,381,721 
(36,906) 128.017 (3,825) (375,457) 870,874 

733,653 (46,017) 4.130 
NONE 998.891 691,766 NONE NONE NONE NONE NONE NONE NONE 19,108 389,059 (76,640) 924,273 878,825 167,506 723.654 (43,470) 894,299 4,691,619 4,480,739 100.579,593 110.110.252 $1,313,332 $802,185 $891,160 $850,829 $105,271,112 $114,590,991 



Statement C 

AUXILIARY GENERAL ENTERPRISES RESTRICTED 
$17,210,960 $1,170.383 21,398,697 41,045 468,506 
187,028 819.041 40.125,277 
20,099,476 574,121 59,010 2,504,276 2,318,592 5,972,503 3,637,282 2,897,056 148,170 15.036 

178,843 4.771.946 

568,349 26,831 
31,300 77,441 1,939,184 2,047.925 

NONE 40,273,447 
19.108 

$1.653,366 147,010 9,366,067 2,233,069 479,419 275.748 37,369 372,121 14.564.169 
4,734,608 265,641 558,011 526,058 579,718 23,940 104.225 7,832,131 20,265 15.886 14,660,483 
(77,441 

5,385.651 696,747 82.305 495.417 (1,939,184) 4.720.936 5,316,116 NONE 14.583.042 

($129,062) ($544,170) ($195,541) of this statement. 8 



NTRODUCTION 

NORTHWESTERN STATE UNIVERSITY STATE OFt.OUISIANA Notes to the Financial Statements As of and for the Year Ended June 30, 1997 

Northwestern State University is a publicly supported institution of higher education. The university is a component unit of the State of Louisiana, within the executive branch of government. The university is under the management and supervision of the University of Louisiana System Board of Trustees; however, the annual budget of the university and changes to the degree programs, departments of instruction, et cetera, require the approval of the Louisiana Board of Regents. As a state university, operations of the university's instructional programs are funded through annual lapsing appropriations made by the Louisiana Legislature. Northwestern State University is located in Natchitoches, Louisiana, and serves as a cultural and educational center for central and northwest Louisiana. As an open admissions institution, with the Louisiana Scholars' College selective admissions component, Northwestern State University attracts students with a wide range of backgrounds. The uniw.=rsity offers associate, baccalaureate, and selected masters and specialists degrees in the areas of liberal arts, education, music, the sciences, and science-related technologies. In addition, the university offers off-campus program activities at the Nursing Education Center in Shreveport, the Fort Polk Center in Leesville, and England Industrial Park and Louisiana State University at Alexandria. Enrollment on all campuses of the university was 9,037, 8,943 and 4,197, respectively, during the fall, spring, and summer semesters of the 1996-97 fiscal year. The university has 326 full-time faculty, 215 part-time faculty, and 403 staff members. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
A. BASIS OF PRESENTATION The Governmental Accounting Standards Board (GASB) recognizes two models for college and university accounting and financial reporting in GASB Statement No. 15: the American Institute of Certified Public Accountants (AICPA) College Guide model, and the Governmental model, established by the National Council on Governmental Accounting. "rhe accompanying financial statements have been prepared in accordance with the AICPA College Guide model principles. 



 



NORTHWESTERN STATE UNIVERSITY STATE OF LOUISIANA Notes to the Financial Statements (Continued) 
current funds represent those operating funds on which restrictions have been imposed that limit the purposes for which such funds can be used and include auxiliary enterpdse funds and gifts, grants, or contracts from governmental or private agencies. Student Loan Funds The student loan funds group accounts for resources available for loans to students. 
Endowment Funds Endowment funds are funds with respect to which donors or other outside agencies have stipulated, as a condition of the gift instrument, that the principal is to be maintained inviolate and in perpetuity and invested for the purpose of producing present and future income that may either be expended or added to principal. Plant Funds 
The plant funds group contains four self-balancing subgroups. Unexpended plant funds are used for the acquisition of long-lived assets for institutional purposes. Funds for renewals and replacements are set aside from current operating revenues for the renewal and replacement of auxiliary enterprise properties. Funds for retirement of indebtedness are to service plant indebtedness of the university. Investment in plant includes all long-lived assets of the university. Certain plant assets are provided directly by the state and are funded by general obligation bonds of the state. While the plant assets are included in the financial statements, the general obligation bonds are not since they are funded by the state treasurer. 
Agency Funds Agency funds are deposits in which the university acts as custodian or fiscal agent on behalf of others, such as student or faculty organizations and workshops. D. BASIS OF ACCOUNTING 

The financial statements of the university have been prepared on the accrual basis of accounting, except that (1) depreciation is not recognized; (2) summer school tuition and fees and faculty salaries and related benefits for June are not prorated but are deferred to the succeeding year; and (3) inventories of the General Fund are recorded as expenditures at the time of purchase. 
11 



NORTHWESTERN STATE UNIVERSITY STATE OF LOUISIANA Notes to the FinancJal Statements (Continued) 
The statement of current funds' revenues, expenditures, and other changes is a statement of financial activities of current funds relating to the current reporting period It does not purport to present the results of operations (net income or loss) for the period as would a statement of revenues and expenses. To the extent that current funds are used to finance plant assets, the amounts so provided are accounted for as expenditures in the case of normal acquisitions, repairs and renovations; mandatory transfers in the case of required provisions for debt amortization and interest; and as transfers of a nonmandatory nature for all other cases. E. BUDGET PRACTICES The appropriation made for the General Fund of the university is an annual lapsing appropriation established by legislative action and by Title 39 of the Louisiana Revised Statutes. The statute requires that the budget be approved by the Louisiana Board of Regents and certain legislative and executive branches of state government. Budget revisions are granted by the Joint Legislative Committee on the Budget. Jn compliance with these legal restrictions, budgets are adopted on the accrual basis of accounting, except that (1) depreciation is not recognized; (2) leave costs are treated as budgeted expenditures to the extent that they are expected to be paid; (3) summer school tuition and fees and summer school faculty salades and related benefits for June are not prorated but are recognized in the succeeding year; and (4) inw:ntories in the General Fund are recorded as expenditures at the time of purchase. The budget amounts include the original approved budget and subsequent amendments approved as follows: Original approved budget $38,523,491 Amendments: Section 15.B.(1) of Act 17 of 1996 Board of Regents faculty salary increases Total budgeted amounts 

654,441 1.379.086 
The following is an appropdation budgetary comparison for the current year Genera Fund appropriation: 

12 



NORTHWESTERN STATE UNIVERSITY STATE OF LOUISIANA Notes to the Financial Statements (Continued) 

Revenues Appropriated by legislature: State General Fund (direct) State General Fund by self-generated revenues State General Fund by interagency transfers Federal funds Totar revenues Expenditures Program expenditures Unexpended appropriation - current year 

Actual 
$21,398,697 18,685,535 

Adjustment to Budget Basis Actual on Budget Basis Variance Favorable Budget (Unfavorable) 
$21,398,697 $21,398,697 1S,6~5,635 19,097,221 

40,125,277 NONE 40,1 
($148,170) $148,170 

41,045 54,500 6,600 25,277 40,557,018 
NONE 
40,557,018 
NONE 

(t3,455) (6,600) (431,741) 
431.741 
NONE The other funds of the university, although subject to internal budgeting, are not required to submit budgets for approval through the legislative budget process and, therefore, arc: not presented. 

F. CASH AND CASH EQUIVALENTS Cash includes cash on hand, demand deposits, and interest-bearing demand deposits. Cash equivalents include amounts in time deposits and United States Treasury Bills. Under state law, Northwestern State University may deposit funds within fiscal agent banks organized under the laws of the State of Louisiana, the laws of any other state in the Union, or the laws of the United States. Furthermore, the university may invest in certificates of deposit of state banks organized under Louisiana law and national banks having their principal offices in Louisiana. In accordance with Louisiana Revised Statute (R.S.) 49:327 (C) (3), the university is authorized to invest funds in direct United States Treasury obligations. These are classified as investments if their odginal maturities exceed 90 days; however, if the original maturities are 90 days or less, they are classified as cash equivalents. G. INVENTORIES Inventories are valued at the lower of cost or market. The university uses both perpetual arid periodic inventory systems and values its inventory using the first-in, first-out (FIFO) valuation method, except for the warehouse inventory, which uses the weighted average method. Inventories in the General Fund are recorded as expenditure.,; at the time of purchase. Year-end balances are offset by a fund balance 
13 



 



NORTHWESTERN STATE UNIVERSITY STATE OF LOUISIANA Notes to the Financial Statements (Continued) 
years of service for retirement. Unused annual leave in excess of 300 hours plus unused sick leave are used to compute retirement benefits. Upon termination or transfer, a classified employee will be paid for any one and one- half hour compensatory leave earned and may or may not be paid for any straight hour- for-hour compensatory leave earned. Compensation paid will be based on the classified employees' hourly rate of pay at termination or transfer. L. TOTALCOLUMNS ONSTATEMENTS Total columns on the statements are captioned Memorandum Only (overview) to indicate that they are presented only to facilitate financial analysis. Data in these columns do not present financial position or results of operations. Neither is such data comparable to a consolidation. 2. CASH AND CASH EQUIVALENTS At June 30, 1997, the university has cash and cash equivalents (book balances) totaling $9,459.947 as follows: Cash on hand Demand deposits Time deposits United States Treasury Bills Cash in state treasury Cash with fiscal agent Tota 

$28,631 1,837,420 3,068,731 4,491,497 15,300 18.368 
These deposits are stated at cost, which approximates market. Under state law, these deposits (or the resulting bank balances) must be secured by federal deposit insurance or the pledge of securities owned by the fiscal agent bank. The market value of the pledged securities plus the federal deposit insurance must at all times equal the amount on deposit with the fiscal agent. These securities are held in the name of the pledging fiscal agent bank in a holding or custodial bank that is mutually acceptable to both parties. At June 30, 1997, the university has $7,367,159 in deposits (collected bank balances). These deposits are secured from risk by $330,296 of federal deposit insurance (GASB Category 1) and $7,036,863 of pledged securities held by the custodial bank in the name of the fiscal agent bank (GASB Category 3). Al,~o included in cash equivalents are United States Treasury Bills totaling $4,491,497. These treasury bills are reported in Statement A at cost, which approximates market. Securities pledged for the treasury bills are not included in the above computations as these amounts are 

15 



NORTHWESTERN STATE UNIVERSITY STATE OF LOUISIANA Notes to the Financial Statements (Continued) 
secured by the United States Government. These treasury bills are not in the name of the university but are held in the bank's customer account for Northwestern State University (GASB Category 3). Included in cash is cash available to the university within the state treasury totaling $15,300. Securities pledged for' cash in the state treasury are not included in the above computations as these amounts are secured by fiscal agent banks established by the state treasury independent of the university. 3. ACCOUNTS RECEIVABLE Accounts receivable are shown on Statement A net of an allowance for doubtful accounts as follows: 
Fund 
General Auxiliary Enterprises Restricted Endowment Unexpended Plant Agency Total 

4. NOTES RECEIVABLE 

Allowance for Accounts Doubtful Net Receivable Accounts Statement A $1,213,500 863,652 1,546,563 120,000 25,171 39.778 $3,808,664 $40,795 $3,767,869 
Notes receivable within the student loan funds are shown on Statement A net of an allowance for uncollectibles as follows: 

Perkins Loan Nursing Student Loans Total 

Allowance Notes for Net Receivable Uncollectibles Statement A $2,573,211 188.471 

16 

$383,732 32.153 $415,885 
$2,189,479 156.318 



NORTHWESTERN STATE UNIVERSITY STATE OF LOUISIANA Notes to the Financial Statements (Continued) 
5. PENSION PLANS Plan Description. Substantially all employees of the university are members of two statewide, public employee retirement systems. Academic employees are generally members of the Louisiana Teachers Retirement System (TRS), and classified/unclassified state employees are members of the Louisiana State Employees Retirement System (LASERS). Both plans are cost-sharing, multiple-employer defined benefit pension plans administered by separate boards of trustees. TRS and LASERS provide retirement, disability, and survivors' benefits to plan members and beneficiaries. Benefits granted by the retirement systems are guaranteed by the State of Louisiana by provisions of the Louisiana Constitution of 1974. Generally, all full-time employees are eligible to participate in the systems, with employee benefits vesting after 10 years of service. Article 10, Section 29 of the Louisiana Constitution of 1974 assigns the authodty to establish and amend benefit provisions to the state legislature. The systems issue annual publicly available financial reports that include financial statements and required supplementary information for the systems. The reports may be obtained by writing to the Teachers Retirement System of Louisiana, Post Office Box 94123, Baton Rouge, Louisiana 70804-9123, or by calling (504) 925-6446 and/or the Louisiana State Employees Retirement System, Post Office Box 44213, Baton Rouge, Louisiana 70804, or by calling (504) 922-0600. Funding Policy. The contribution requirements of plan members and the university are established and may be amended by the state legislature. The legislature annually sets the required employer contribution rate equal to the actuarially required employer contribution as set forth in R.S, 11:102. Employees contribute 8 percent (TRS) and 7.5 percent (LASERS) of covered salaries. The state is required to contribute 16.3 percent of covered salaries to TRS and 12.4 percent of covered salades to LASERS. The university's employer contdbution is funded by the State of Louisiana through the annual appropriation to the university. The university's employer contributions to TRS for the years ended June 30, 1997, 1996, 1995, were $2,621,883, $2,460,296, and $2,319,870, respectively, and to LASERS for the years ended June 30, 1997, 1996, 1995, were $673,145, $620,674, and $625,861, respectively, equal to the required contributions for each year. 6. OPTIONAL, RETIREMENT SYSTEM 
R.S. 11:921 created an optional retirement plan for academic and administrative employees of public institutions of higher education. This program was designed to aid universities in recruiting employees who may not be expected to remain in the TRS for 10 or more years. The purpose of the optional retirement plan is to provide retirement and death benefits to the participants while affording the maximum portability of these benefits to the participants. The optional retirement plan is a defined contribution plan that provides for full and immediate vesting of all contributions remitted to the participating companies on behalf of the participants. Eligible employees make an irrevocable election to participate in the optional retirement plan rather than the TRS and purchase retirement and death benefits through contracts provided by designated companies. 

17 



NOFtTHWESTERN STATE UNIVERSITY STATE OF LOUISIANA Notes to the Financial Statements (Continued) 
Total contributions by the university are 16.3 percent of the covered payroll. The participant's contdbution (8 percent), less any monthly fee required to cover the cost of administration and maintenance of the optional retirement plan, is remitted to the designated company or companies. Upon receipt of the employer's contribution, the TRS pays over to the appropriate company or companies, on behalf of the participant, an amount equal to the employer's portion of the normal cost contribution as determined annually by an actuarial committee. The TRS retains the balance of the employer contdbution for application to the unfunded accrued liability of the system. Benefits payable to participants are not the obligations of the State of Louisiana or the Teachers Retirement System of Louisiana. Such benefits and other rights of the optional retirement plan are the liability and responsibility solely of the designated company or companies to whom contdbutions have been made. Employer contributions to the optional retirement plan totaled $1,093,110 for the year ended June 30, 1997. 7 POSTRETIREMENT HEALTH CARE AND LIFE INSURANCE BENEFITS The university provides certain continuing health care and life insurance benefits for its retired employees. Substantially all of the university's employees become eligible for these benefits if they reach normal retirement age while working for the university. These benefits for retirees and similar benefits for active employees are provided through a state-operated group insnrance program and various insurance companies whose monthly premiums are paid jointly by the employee arid the university. The university recognizes the cost of providing these benefits to retiree,,; (university's portion of premiums) as an expenditure when paid during the year. These retiree benefits totaled $715,771 for 300 retirees for the year ended June 30, 1997. 8. RISK MANAGEMENT Lo.,;ses arising from judgments, claims, and similar contingencies are paid through the state's self-insurance fund or by General Fund appropriation and are not reflected in the university's financial statements. The university is involved in 16 lawsuits at June 30, 1997. In the opinion of legal counsel for the university, these lawsuits have not progressed to a point where the likelihood of the outcome or any estimate of the amount or range of potential loss can be determined. 9. COMPENSATED ABSENCES At June 30, 1997, employees of the university have accumulated and vested annual leave and sick leave of $1,243,871 and $416,484, respectively, which was computed in accordance with GASB Codification Section C60. The leave payable is recorded in the accompanying financial statements. 

18 



NORTHWESTERN STATE UNIVERSITY STATE OF LOUISIANA Notes to the Financial Statements (Continued) 
10. COMPENSATORY LEAVE At June 30, 1997, unclassified employees of the university have accumulated compensatory leave of $345,851. In accordance with the University of Louisiana System Board of Trustees' policy, compensatory leave is hours accrued and used by unclassified employees (12-month) for work and duties performed in excess of the normal 40-hour work week. No more than 240 hours of compensatory leave may be carried forward to the new fiscal year. Upon separation of employment, the unclassified employee is not compensated for these hours. Classified employees of the university have accumulated compensatory leave of $18,905 at June 30, 1997. For classified employees, all unused compensatory leave earned at the time and one-half rate and credited to an employee shall be paid upon separation or transfer from the university. All unused compensatory leave earned hour for hour" and credited to an employee may be paid upon separation or transfer. If such compensatory leave earned hour for hour is not paid upon separation or transfer, it is canceled. Caps on accumulation of compensatory leave for classified employees are covered by Civil Service Rule 6.25. 11. LEASE OBLIGATIONS On November 1, 1993, the University of Louisiana System Board of Trustees (Board) entered into, an operating tease agreement wl'th the City of Natchitoches, Louisiana, for airport space. This was done on behalf of Northwestern State University for use by its Aviation Science Department. This lease is for the period November 1,1993 through October 31, 1998. On January 6, 1995, the Board entered into an operating sub-lease agreement with the Board of Supervisors of Louisiana State University and Agricultural and Mechanical College for classroom space. This was done on behalf of Northwestern State University for purposes of higher education only. This sub-lease has been renewed for the period July 1, 1996, through June 30. 1998. On January 6, 1995, the Board entered into an operating sub-lease agreement with England Economic and Industrial Development District. This was done on behalf of Northwestern State University for space to be used as a Child Development Center. This sub-lease has been renewed for the period February 1, 1997, through January 31, 1998. On March 21, 1997, the Board entered into an operating sub-lease agreement with the England Economic and Industrial Development District. This was done on behalf of Northwestern State University for use by its Aviation Science Department. This lease is for the period March 1, 1997, through February 8, 1998. Lease agreements have non-appropriation exculpatory clauses that allow lease cancellation if the legislature does net make an appropriation for its continuation during any future fiscal period. Operating lease expenditures for fiscal year 1996-97 totaled $194,001. Operating leases are all leases that do not meet the criteria of a capital lease. Operating leases are 
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NORTHWESTE"RN STATE UNIVERSITY STA'rE OF LOUISIANA Notes to the Financial Statements (Continued) 
grouped by nature (i.e., office space, equipment, etc.) and the annual rental payments for the year.'; following June 30, 1997, are as follows: 
Airport space Classroom space Child Development Center 
"l"ota 

1997-1998 1998-1999 Tota $6,000 123,000 32.858 $2,000 $8,000 123,000 32.858 $161,858 $2,000 .$163,858 
The university does not have any other matedai operating or capital leases at June 30, 1997 12. LONG-TERM DEBT The following is a summary of bond transactions of the university for the year ended June 30 1997: 
Bonds payable at July 1, 1996 Bonds retired Bonds payable at June 30, 1997 

$4,484,583 _ (610,583) 
A detailed summary of all debt outstanding at June 30, 1997, including interest payments of $770,151, follows: 
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Issue 
Stu~lent Housing: Series A of 1960 Series B of 1960 Series C of 1961 Series A of 1964 Revenue Bonds of 1965 Series 1976-B, Recreational Complex Bonds General Obligation Bonds, Series 1993-B 
Tota 

Date of Issue Original Issue Outstanding June 30, 1996 Redeemed 
Oct. Oct. Oct. Apr. Apr. 
1960 $1,294,000 1960 524,000 1961 600,000 1964 2,000,000 1965 6.100.000 

Jan. l,1976 Feb. 1.1993 640,000 460.000 

$109,000 123,000 153,000 700,000 2.775.000 
$54,000 23,000 24,000 75,000 200.000 

219.583 219.583 405.000 15.000 $11,618,000 $4,484,583 $610,583 
The annual requirements to amortize all bonds outstanding at June 30, 1997, including interest of $770,151, are as follows: 
Issue 
Student Housing System Revenue Bonds: Series A of 1960 Series B of 1960 Series C of 1961 Series A of 1964 Revenue Bonds of 1965 General Obligation Bonds Series 1993-B Total 

1998 1999 2000 2001 
$55,756 27,734 28,095 97,487 294.050 
$26,953 29,220 94,637 360.025 

$26,172 28,310 91,787 349.575 
$25,391 29,365 88,938 363.650 

36.254 35.571 34.870 34.139 $539,376 $546,406 $530,714 $541,483 



Outstanding June 30, 1997 Maturities 
$55,000 100,000 129,000 625,000 2.575.000 
1997-1998 1997-2000 1997-2001 1997-2003 1997-2004 

nterest Rates 
2.750% 3.125% 3.500% 3.800-3.850% 3.800% 

Interest Outstanding June 30, 1997 
$756 6,250 11,428 92,581 443.175 

390,000 1997-2014 4.5-7.000% 215.961 

2002 

$25,438 110,588 376.775 

Subsequent Years Tota 

$234,144 1.274.100 
$55,756 106,250 140,428 717,581 3.018.175 38,264 426.863 605.961 $551,065 $1,935,107 $4,644,151 
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The following is a summary of the debt reserve requirements of the various bond issues outstanding at June 30, 1997: 

Housing System Revenue Bonds General Obligation Bonds Tota 

Cash Reserves Available $835,529 15.300 $850,829 

Reserve Requirements $835,529 15.300 $850,829 
The housing system revenue bond agreements provide that, after all required deposits have been made to the Housing System Revenue Bonds Retirement of Indebtedness Fund, a sum of $82,000 or such portion thereof that is available, be deposited in a Housing System Repairs and Replacement Reserve Fund until that reserve totals $1,050,000. During the year ended June 30, 1997, required deposits totaling $1,499 were made to the Housing System Revenue Bonds Retirement of Indebtedness Fund. In addition, $128,017 was deposited in the Housing System Repairs and Replacement Reserve Fund. The fund balance of the System Revenue Fund, included under the auxiliary enterprise fund group, is dedicated to payment of the housing system revenue bonds. The General Obligation Bonds, Series 1993-B, dated February 1, 1993, are general obligation bonds of the state serviced by the state treasury that are reimbursed by the university from vehicle registration fees. The reimbursement contract requires that the university deposit $3,825 in a reserve account with the state treasurer, annually, until the deposits total $38,250. At June 30, 1997, the reserve totals $15,300. 13. GENERAL FUND 
The General Fund contributed or provided general support to the athletic department totaling $1,939,184 for the year ended June 30, 1997. 14. FUND EQUI'~r (Deficit) Fund balances (deficit) at June 30, 1997, as shown on Statement A, are as follows 

23 



NORTHWESTERN STATE UNIVERSITY STATE OF LOUISIANA Notes to the Financial Statements (Continued) 
Unrestricted Current Funds: General ($1,401,907 Auxiliary Enterprises Restricted Noncurrent Funds: Student Loan Funds Endowment Funds Plant Funds: Unexpended Plant Renewals and Replacements Retirement of Indebtedness Total 

Internally Designated 

NONE 

Internally Externally Restricted Restricted Total 
$666,222 ($735,685 $1,062,334 1,062,334 2.219.281 386.189 2.605.470 2,530,254 1.313.332 802,185 891,160 850.829 

2,530,254 1.313.332 802,185 891,160 850.829 $2p885p503 $7,836,283 $9p319~879 AS shown on Staternent A, as of June 30, 1997, the General Fund has a deficit of $735,685 as a result of a prior year adjustment for compensated absences that had not previously been booked. This deficit will be liquidated with future financial resources. 
15. STUDENT LOAN FUNDS The fund balances of the student loan funds at June 30. 1997. are as follows Perkins Loans Nursing Student Loans Total 

$2,350,463 179.791 
16. PLANT FUNDS The restricted fund balances of the unexpended plant funds at June 30, 1997, are as follows 
Building Use F--ee Fund Vehicle Registration Fund Tota 

$640,615 161.570 
$802,185 In August 1987, the Financial Accounting Standards Board (FASB) issued Statement No. 93, Recognition of Depreciation by Not-for-Profit Organizations, which requires not-for-profit organizations, including colleges and universities, to recognize depreciation of their long-lived tangible assets in their financial statements. In January 1988, the GASB issued Statement No. 8, which addresses the implementation of FASB Statement No. 93. Codification of Gow;rnmental Accounting and Financial Reporting Standards Section C05.102 states that 



NORTHWESTERN STATE UNIVERSITY STATE OF LOUISIANA Notes to the Financial Statements (Continued) 
"Colleges and universities that follow the AICPA Industry Audit Guide, Audits of Colleges and Universities, should not change their accounting and reporting for depreciation of capital assets as a result ef FASB Statement No. 93; the GASB has several projects under way that may affect that report:ing." As reflected in note l-D, depreciation is not currently recognized by the university. As of June 30, 1997, the university has work-in-progress totaling $29,747, which is reported by Facility Planning and Control and not included in the university's financial statements. A summary of investment in plant follows 

Land Improvements Buildings Equipment Library books Livestock Total 

Balance July 1, 1996 $2,605,559 7,887,617 69,822,745 18,303,184 6,468,644 43.300 
($1,481,489) 1.481.489 

Balance July 1, 1996 $1,124,070 9,369,106 69,822,745 18,303,184 6,468,644 43.300 $105,131,049 NONE $105,131,049 In accordance with R.S. 39:321-332, the university has complied with the Louisiana movable property statutes. 17. AUXILIARY ENTERPRISES The university maintains various auxiliary enterprise funds that provide services to the university community. Segment information for the year ended June 30, 1997, follows: 
Food Services Net increase (decrease) in fund balances $278,142 Net income (loss) 300,751 Net assets 3,406,333 Outstanding principal and interest on debt Annual principal and interest on debt 
($527,110) (216,193) (3,524,272) 3,320,609 413.324 

$191,962 191,962 1.980.491 
The present accounting system does not provide for individual accounting of balance sheet and fixed assets accounts for each auxiliary enterprise. 
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Additions Deletions Balance June 30, 1997 $181,000 182,081 978,143 3,019,716 273,742 3.290 
$7,000 54.9,167 27,742 4.0.000 

$1,305,070 9,551,187 70,793,888 20,773,733 6,714,644 6.590 $4,637,972 $109,145,112 

Student Recreation Center Others Total ($167,920) 111,310 2:24.940 50.781 
$465,258 480,224 2,762,408 717,581 100.338 
($784,502) (702,502) (3,787,566) ($544,170) 165,552 1,062,334 4,038,190 564.443 



NORTHWESTERN STATE UNIVERSITY STATE OF LOUISIANA Notes to the Financial Statements (Continued) 
18. FOUNDATIONS The accompanying finan~-ial statements do not include the accounts of the Northwestern State University Foundation, Incorporated, or the Northwestern State University Alumni Association. The foundation is a separate corporation, and the alumni association is a branch of the foundation whose financial statements are subject to audit by independent certified public accountants. The foundation and alumni association were last audited for the fiscal year ended June 30. 1996. Operating expenses of the Northwestern State University Foundation, Incorporated, for the year (assumed by Northwestern State University and included in the General Fund expenditures) are summarized as follows: Salaries and related benefits Travel Operating services Supplies Capital outlay 
Tota 

19. LOUISIANA STATE UNIVERSITY AGRICULTURAL CENTER 

$190,318 3,635 39,974 997 _ 6,694 

For the year ended June 30, 1997, funds were appropriated to the Louisiana State University Agricultural Center, of which $147,010 was used at Northwestern State University for the operation of a River Water Research Station in Louisiana. This amount is included in the Restricted Funds' revenues and expenditures. 20. RED RIVER WATERWAY COMMISSION On November 3, 1994, the university entered into a cooperative endeavor with the Red River Waterway Commission to construct, maintain, and operate the Red River Water Research Station in Louisiana to conduct research on the feasibility of using water for aquaculture, agriculture, and related endeavors such as sport fishing and conservation of wildlife. The terms of occupancy of the property by the university shall be for a pedod of 99 years from the date of the agreement. 



NORTHWESTERN STATE UNIVERSITY STATE OF LOUISIANA Notes to the Financial Statements (Continued) 
21. CONSULTANT FEES FOR FEASIBILITY STUDIES AND OTHER SPECIAL REPORTS The university made no payments for professional services for consultant fees for feasibility studies and other special reports, in compliance with Senate Concurrent Resolution No. 35 of the Extraordinary Session of 1974. 22. NATIONAL PARK SERVICE 
Under Section 4022 et seq. of Public Law 102-575, the Department of the Interior established the National Center for Preservation Technology and Training at Northwestern State University. The center was created for the purpose of (1) developing and distributing preservation and conservation skills and technologies for the identification, evaluation, treatment, monitoring, and interpretation of prehistoric and cultural resources; (2) developing and facilitating training for federal, state, tribal, and local cultural resource professionals, cultural resource managers, technicians, and others working in the preservation field; (3) applying technology benefits from research by other agencies and institutions to the preservation field; (4) facilitating the transfer of preservation technology among federal agencies, state, tribal, and local governments, universities, international organizations, and the private sector; and (5) cooperating with related international organizations. Cooperative activities require substantial involvement by both parties, including collaboration on, and joint participation in, the management of individual projects in connection with the National Center for Preservation Technology and Training. 23. DEFERRED COMPENSATION PLAN Certain employees of the university participate in the Louisiana Deferred Compensation Plan adopted under the provisions of Internal Revenue Code Section 457. Complete disclosures relating to this statewide plan are available in the financial statements of the State of Louisiana. 24. HOUSING FAC.ILITY AGREEMENT 
The university entered into a Ground Lease Agreement for 8.38 acres of university property with Housing Partnership I, LTD. The purpose of this lease is to develop and construct a Student Housing Facility for Northwestern students. The housing facility will consist of 10 buildings, which include approximately 160 apartment units and related facilities. The cost of construction along with maintenance and management of the Student Housing Facility is the responsibility of Housing Partnership I, LTD. The term of the lease is 40 years and will expire at midnight September 1, 2034. Construction of the Student Housing Facility began during the spring of 1994 and was completed by August 1994. The housing facility was available to students for the 1994 fall semester. Compensation for the land lease will be based upon section 3.01 and 3.02 of the lease agreement described as follows: 
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2 
Base Rent (section 3.01) - Lessee will pay an annual base rent of $1,000 payable to the university on September 1, 1994, and like installment due on each anniversary thereafter during the term of the lease. Percentage Rent (section 3.02) - Lessee will pay to the university commencing with the academic year ending August 31, 1995, and for each academic year thereafter during the term of the lease, a percentage rent in an amount equal to the product of (a) 25 percent and (b) net cash flow less an amount equal to the 5 percent of net cash flow payable to the improvements owner pursuant to the Improvement Lease. By way of example, if net cash flow during an academic year was $100,000, the percentage rent would be $23,750 [25% X ($100,000 - 5%) = 25% X $95,000 = $23,750]. Percentage rent shall be paid to the university no later than 45 days after the close of each academic year. If there is no percentage rent due for any such academic year, any net loss shall be borne solely by lessee and shall not be carried forward in determining percentage rent for the next academic year. 25. ON-BEHALF PAYMENTS FOR FRINGE BENI-'FITS AND SALARIES On-behalf payments for fringe benefits and salaries are direct payments made by one entity to a third-party recipient for the employees of another legally separate entity. On-behalf payments include pension plan contributions, employee health and life insurance premiums, and salary supplements or stipends. For example, a non-governmental fund-raising foundation affiliated with a governmental university may supplement salaries of certain university faculty. Those payments constitute on-behalf payments for purposes of reporting by the university if they are made to the faculty members in their capacity as employees of the university (GASB 24). There were no on-behalf payments for fringe benefits and salaries included in the accompanying financial statements for fiscal year 1997. 26. FEDERAL GRANTS 

The university participates in a number of federally assisted grant programs reported in the Restricted Fund. These programs are subject to program compliance audits by the grantors, but all such audits for 1997 have not been conducted. The amount, if any, of expenditures that may be disallowed by the granting agencies cannot be determined at this time. Based on prior experience, the university's management feels such disallowance, if any, will be immaterial. 
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NORTHWESTERN STATE UNIVERSITY STATE OF LOUISIANA SUPPLEMENTAL INFORMATION SCHEDULES As of and for the Year Ended June 30, 1997 
The following supplemental information schedules present the Schedule of Individual Agency Fund Balances and Schedule of Individual Endowment Fund Balances for amounts included in the totals presented on Statement A for the Agency Funds and Endowment Funds, respectively. 



NORTHWESTERN STATE UNIVERSITY STATE OF LOUISIANA AGE'NCY FUNDS Schedule of Individual Agency Fund Balances For the Year Ended June 30, 1997 
Argus Artist Series Fee Club Sports Fee Current Sauce Drama KNWD Potpourri Rodeo Team Rowing Team Shreveport - Student Government Association Student Government Association SGA Speaker Program Student Union Programs Student Intramurats Student Trust Fund Union Board Drama Warrington Campus Council SGA Loan Fund Tota 

Schedule 1 

$8,698 1,312 50,742 33,763 1,684 20,837 25,408 2,127 3,596 60,984 35,837 309 51,276 9,597 78,710 21,072 22,837 65.296 $494,085 



NORTHWESTERN STATE UNIVERSITY STATE OF LOUISIANA ENDOWMENT FUNDS Schedule of Individual Endowment Fund Balances For the Year Ended June 30, 1997 
Noble Morrison Endowed Professorship in Applied Management Fund NSU Coughlin-Saunders Endowed Professorship for Nursing and Allied Health Fund Joanna Magale Endowed Professorship of Music Carolyn-Cone Saunders Endowed Professorship for Nursing and Allied Health Richard Lounsbery Foundation Endowed Professorship of Chemistry Fund Clyde M. Bostick, Jr. Endowed Professorship of Social Studies David Morgan United Teacher Associates Insurance Company Endowed Professorship in Business NSU-Coughlin-Saunders Endowed Professorship for Nursing and Allied Health #2 Fund NSU-Coughlin-Saunders Endowed Professorship for Nursing and Allied Health #3 Fund Freeport McMoRan Endowed Professorship in Pluralistic Education Donald F. Derby Endowed Professorship for Crc~ative and Performing Arts Ann Splon Coughlin Endowed Professorship for Nursing and Allied Health Library Trust Fund 
Tota 
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Schedule 2 

$106,591 105,057 111.128 
104,300 103,906 
102,214 
101.242 101.242 
101.242 100.000 
100.000 100,000 76.410 $1,313,332 
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We have audited the financial statements of Northwestern State University, a component unit of the State of Louisiana, as of and for the year ended June 30, 1997, and have issued our report thereon dated October 21, 1997. We conducted our audit in accordance with generally accepted auditing standards and the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States. Compliance As part of obtaining reasonable assurance about whether Northwestern State University's financial statements are free of material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and grants, 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, accordingly, we do not express such an opinion. The results of our tests disclosed the following instances of noncompliance that, although not material to the financial statements, are required to be reported under Government Auditing Standards. Payroll and Personnel Control Weaknesses Northwestern State University does not have adequate internal controls to ensure compliance with applicable payroll and personnel policies and procedures. An adequate system of internal controls should ensure that the university is in compliance with established policies and procedures of the university and the University of Louisiana System Board of Trustees (ULS). Our audit of the payroll expenditures disclosed the following: 
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ULS Chapter III Section XXI (C)(3), (F) requires that: Attendance and leave records shall be maintained for all faculty and unclassified employees. These records shall be signed by the employee and the supervisor and reported to the appropriate office at the end of each pay period. Time sheets were not submitted by 122 unclassified employees that were paid $206,456 for the fall semester of 1996. University Staff Handbook Chapter II requires that Employees earning compensatory time must submit the Request for Overtime Work Form for approval from his supervisor. Once approved by the supervisor the form must be approved by the employee's vice president at least 48 hours prior to the work being performed. Seven of 11 employees tested worked from 2~ to 84 hours of ow:rtime without receiving prior approval. The appropriate form was approved for five of the seven up to 10 working days after the overtime was worked. The remaining two never obtained the required approval on the appropriate form. Employees request annual and compensatory leave in advance, except in emergency situations. In an emergency situation, employees are to receive verbal approval and complete the appropriate leave form immediately upon returning to work. Eight of 17 employees tested took leave and received approval from 4 to 14 days after the leave was taken instead of receiving prior approval or receiving approval immediately after returning to work. Continuing probationary and tenure contract faculty shall be provided contracts of employment for the ensuing academic or fiscal year after ULS approval of the fiscal year budget. Thirteen Athletic Department personnel with combined salaries of $458,393 were employed from 2 to 6 months before a contract or appointment letter was signed. In addition, as of June 2, 1997, 3 of the 13 did not have a contract to continue their employment when their existing contract ended during the 1996-97 fiscal year. 
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Good business practices require that: Detailed documentation supporting payroll expenditures be maintained. Student time cards and sign-in and out sheets were destroyed by student supervisors in the Creative and Performing Arts and Institutional Research departments. Employee supervisors should never certify an employee's time and attendance in advance. Five of 49 employees tested revealed that the supervisor certified the time sheet from one to seven days before the last day that the employee worked in the pay period. Management has not emphasized to its employees the consequences of not complying with these policies and procedures. As a result, established policies and procedures were circumvented and public assets may have been disbursed improperly. Northwestern State University should take the steps necessary to ensure that employees and management personnel comply with existing policies and procedures. Management should also review existing controls to determine if these controls need to be revised or additional controls implemented. Appropriate disciplinary action should be considered against employees or management personnel that repeatedly circumvent established policies and procedures. In a letter dated June 17, 1997, Dr. Randall J. Webb, President, stated that he concurred with the finding and has already taken action to correct these issues. nadequate Controls Over Camps and Other Events Northwestern State University is not adequately accounting for activities related to camps and other events promoted as university events. In addition, controls are not in place to ensure that facility use fees are properly and consistently charged for all non- university functions. A good internal control system requires that controls be in place to ensure that all activities promoted as university programs are recorded, summarized, and reported in the records of the university. The Louisiana Constitution of 1974, Article VII, Section 14 provides that the funds, credit, property, or things of value shall not be loaned, pledged, donated to or for any person, association, or corporation, public or private. We reviewed the controls over 21 camps and events and noted the following weaknesses: 
EXHIBIT A 
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We tested six of nine accounts maintained in the Northwestern State University Foundation (NSU Foundation) that used university assets to generate income of $47,821 during the current fiscal year. The income was from pool rental fees, band camp fees, instructor fees, and the sale of various items. These funds are collected by university employees and deposited in the foundation to be used at the discretion of the employees for their departments. The university is not reimbursed for the use of its facilities by the NSU Foundation. Persons responsible for collecting registration fees for the camps are not reconciling the number of campers registered to the budget unit's monthly financial account statements to ensure that all receipts are being accounted for and coded to the proper account. The person responsible for recording the transactions for the Cheerleader Camp was not sufficiently trained and failed to properly defer $15,835 of revenues received in 1996. This resulted in an understatement of revenues for the 1997 fiscal year and an overstatement for the 1996 fiscal year. The university should match the revenues generated for a camp with its corresponding expenditures. The university processed its Camp Discovery charge card receipts through the NSU Foundation for all of the July 1996 camps. As a result, the revenues for the 1996 fiscal year were overstated by $10,100 and the 1997 fiscal year revenues are understated by the same amount. In addition, the foundation charged the university a $700 administrative fee for this service. The university solicited and received $9,625 in donations for its Camp Discovery between Apdl and July 1996 to be used as scholarships. The donations were deposited in the NSU Foundation. The foundation remitted $6,225 of this to trle university in August 1996, but the balance of $3,400 was not remitted until November 1996, which is not considered timely. Projected proceeds of $37,079 from five sports camps tested were deposited into the NSU Athletic Association, a nonprofit entity, even though these camps were advertised as university camps. The university was only paid $100 for each of the camps for the use of its facilities. 
EXHIBIT A 
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Twelve of the 23 university athletic staff members that participated in the sports camps were paid $5,125 by the NSU Athletic Association in addition to being paid their regular salary by the university. These employees did not take any type of leave while conducting these camps. The university allowed out-of-state sponsors to use university facilities for a quiz bowl camp from Ju~y 19 through 21, 1996, without charging a facility use fee. The registration fees of $110 per camper were mailed directly to the sponsors. In addition, the sponsors paid the expenses (housing and meals, etc.) connected with the camp directly without involving the university. University records did not indicate that the university expended any funds for this camp. However, we noted that the university paid the printing and postage amounting to $109 to mail the brochures out to the prospective campers for the camp scheduled to be held from July 13 through 16, 1997. The university does not have a mechanism in place to ensure that it will recover all of its direct cost when leasing its facilities to outside organizations. At the present time, the university is not recovering its direct cost and there is no consistent application of facility use fees. In addition, the university does not have a formal written policy that defines or provides guidance on what is an outside organization. Management personnel responsible for these areas have not placed the emphasis necessary on developing controls to ensure that all transactions are properly recorded, summarized, reported, and comply with applicable laws and regulations. As a result, transactions relating to the university were not recorded in the proper period, if at all. The donation of university assets violates Article VII, Section 14 of the Louisiana Constitution of 1974. Northwestern State University should develop and implement an internal control system to ensure that all revenues and expenditures from camps and other activities promoted as university events are recorded, summarized, and reported in the books of the university. These controls should also ensure that revenues are reconciled to supporting documentation and that the university is in compliance with all applicable laws. Finally, the university should develop a mechanism that captures the information necessary to ensure that it will recover all of its direct cost when leasing facilities to outside organizations. There should also be a formal written policy that defines or provides guidance on what is to be considered an outside organization. Once the policy is adopted it should be consistently applied to all organizations leasing university facilities. In a letter dated August 29, 1997, Dr. Randall J. Webb, President, concurred 
EXHIBIT A 
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with the finding and recommendations. Dr. Webb also provided an outline of actions taken or to be taken to correct the issues discussed in the finding. 
Lease to Foundation The Northwestern State University Foundation (foundation) is subleasing property that it has leased from the university for a nominal amount to generate revenues. This property was subleased without the prior written consent and approval of the University of Louisiana System Board of Trustees (board). Louisiana Revised Statute 17:3365 provides that such consent and approval be obtained, in writing, before any portion of leased property or improvements thereon may be assigned or subleased. The statute further states that the terms and conditions of any assignment or sublease are to be authorized by the board. On September 1, 1988, Northwestern State University and the foundation entered into a lease agreement for 1.72 acres with all buildings and improvements. The lease is for 99 years with annual payments of $10 to the university. In November 1991, the foundation advertised the property for lease and on January 1, 1992, subleased the properties to a local veterinarian for five years with an option for an additional 5 years. This veterinarian is the son of a university employee, the present Director of Alumni Affairs and Development. The foundation receives $300 a month or $3,600 a year for the sublease. The sublease agreement states that the lessor (foundation) is responsible for maintaining the roof and exterior walls. During the current fiscal year, the Division of Administration, Office of Facility Planning and Control, re-roofed one of the leased buildings at a cost of $11,835. The foundation has not reimbursed the Division of Administration for the cost of re-roofing the building. 
The board did not provide prior written consent and approval for the sublease nor was the president of the university aware of the sublease agreement. The Director of Alumni Affairs and Development is of the opinion that since the building belongs to the state then it is the state's responsibility to repair the roof. Management's lack of knowledge of the sublease and failure to properly monitor the lease has resulted in the possible misuse of the property and the loss of state assets. Northwestern State University should inform the foundation that it did not have the authority to sublease the properties without prior written consent and approval of the board. In addition, the university should contact the board to determine whether the lease with the foundation should be renegotiated. In addition, the university should seek reimbursement from the foundation for the re-roofing of the building and forward the reimbursement to the Division of Administration. In a letter dated July 14, 1997, Dr. Randall J. Webb, President, stated that the university concurred with the finding 
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and has contacted the University of Louisiana System office attorney and requested he review the finding and propose recommended action. Additional Comments: In our exit conference on October 21, 1997, we were informed by management that plans were underway to terminate the lease with the foundation and place the sublease directly with the university. In addition, the foundation has agreed to reimburse the Division of Administration, Office of Facility Planning and Control, for a portion of the re-roofing costs. Internal Control Over Financial Reporting 

In planning and performing our audit, we considered Northwestern State University'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 assurance on the internal control ow,=r financial reporting. However, we noted certain matters involving the internal control over financial reporting 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 financial reporting that, in our judgment, could adversely affect Northwestern State University's ability to record, process, summarize, and report financial data consistent with the assertions of management in the financial statements. Electronic Data Processing Control Weaknesses 
For the second consecutive audit, Northwestern State University has deficiencies relating to access to its electronic data processing (EDP) system and data files. An adequate internal control structure requires that individuals be permitted access only to the data files and programs necessary to perform their duties. Duties should be segregated so that no one employee Js Jn a posJtion to both JnitJate and conceal errors or irregularities. During our review of the EDP controls, we noted the following types of control deficiencies that were identified in the last audit and still have not been resolved: The Director of Student Financial Aid has write access to data files that is incompatible with his job responsibilities. Eleven of 22 employees tested had access to the system from 2 to 39 days after they were terminated or transferred. Two employees went on extended leave until their effective dates of resignation. Access to the system was not denied these two employees 
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until their effective dates of resignation, which allowed them to have access to the system, and data files for 11 and 26 days while they were on leave before their resignation. Management feels that since the Director of Student Financial Aid works directly with students he should have write access to the data files. The personnel department failed to notify the Security Administrator in a timely manner of employees that were terminating as required by university policy. Furthermore, the policy does not address who is required to notify the Security Administrator when an employee is going on leave before termination or transfer. Inadequate segregation of duties and failure to restrict access to the system in a timely manner places the information in the system at risk of unautherized access and/or the alteration of information that may not be detected in a timely manner, if at all. 
Management of Northwestern State University should review the security reports periodically to ensure that access is compatible with job responsibilities and that access is being denied promptly upon separation from the university. Furthermore, management should amend its current policy to ensure that it addresses who is responsible for notifying the Security Administrator when an employee is going on leave before actual termination or transfer. In a letter dated May 15, 1997, Dr. Randall J. Webb, President, stated he concurred with the portion of the finding concerning employees having access to the system after they were terminated or transferred or went on extended leave until their effective dates of resignation. On May 8, 1997, the university revised its policy to require the budget unit head/supervisor to notify Business Affairs and the Computer Center Director immediately after the employee officially advises the university that he will leave. However, the university believes it is necessary for the Director of Student Financial Aid to have write access to data files even though he works directly with students. The university is currently reviewing its operations in the Financial Aid Office to determine if the director should continue to have write access. This evaluation will be completed before July 1, 1997. Additional Comments: Our audit of the records in the Student Financial Aid Office disclosed several adjustments and/or changes to student records that were made by the director without the required supporting documentation. The entries made by the director increased the total cost of education for certain students, which allows those students to apply for and receive additional financial aid. Because the documentation was not available, we cannot determine whether the entries were appropriate. The entries appear to be questionable, and, in some cases, resulted in overawards or questioned costs as covered in a separate finding. 
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During our exit conference held on October 21, 1997, we were informed by management that the Director of Student Financial Aid had been restricted to read access only, effective July 1, 1997. Weaknesses in Controls Over Scholarships and Other Awards For the second consecutive year, Northwestern State University does not have adequate controls in place to ensure that scholarships and fee exemptions/waivers are awarded to eligible students in accordance with applicable criteria. An adequate internal control system would provide formal written policies and procedures to ensure that only eligible students meeting university and other governing entities' established criteria receive financial assistance. The control system should also ensure that all assistance is properly recorded, reported, and reconciled. The Rules of the University of Louisiana System Board of Trustees Chapter IV, Section V, Part N outlines the requirements students must meet to receive an out-of-state fee waiver. It also requires the institution to request System office approval for each student approved for an out- of-state waiver. Moreover, this rule states that the university shall submit to the board a report of waivers granted and exercised. Our tests of scholarships and fee exemptions/waivers disclosed the following control weaknesses and policy violations: The university did not formally adopt the specific guidelines of the Louisiana Tuition Assistance Plan and the Louisiana Honors Scholarship Program. The university did not have scholarship applications or current award letters on file for 4, or 16.6 percent, of the 24 recipients tested. The four scholarships were awarded for the debate team and the university newspaper. Three, or 12.5 percent, of the 24 recipients' files did not indicate that students met the requirements necessary to receive the debate team or NSU scholarship. Our examination identified additional control weaknesses and noncompliance issues in the current year as follows: The university did not reconcile the financial awards reported in the financial aid subsidiary records to the general ledger accounts. 
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The university does not coordinate all scholarships and fee exemption/waiver awards through the financial aid office. The university provided a list of 11 such awards totaling $438,134. The university awarded 3 students, who were not athletes, footba scholarships totaling $7,057. The university awarded 253 out-of-state Tuition Performance Waivers totaling $301,624 without obtaining the required approval from the University of Louisiana System office. Furthermore, there is no documentation in the files to indicate that the students granted these waivers met the established criteria. The university awarded 383 out-of-state Academic and Performance Waivers totaling $456,638 as of April 30, 1997, that were not reported each semester, including the summer sessions, to the University of Louisiana System Board of Trustees, as required by board policy. "i-he university does not have adequate controls in place to ensure that National Guard Exemptions are accurately posted to student records. Two, or 40 percent, of the 5 students tested were each charged $60 more than the amount authorized. Management has implemented some controls relating to certain awards, but not always in a consistent and uniform manner. Management has not reviewed and evaluated the controls over all awards, nor is there one office where all awards are required to be reported to ensure that the award meets established criteria. As a result, management has violated applicable rules and regulations and some students receiving awards may not have been qualified recipients. Northwestern State University should review the controls over all scholarships and fee exemptions/waivers awarded by the university. It should then establish the formal written policies and procedures necessary to ensure that only qualified students receive awards and that the university complies with all applicable rules and regulations. These policies and procedures should be strictly adhered to and consistently applied. In a letter dated August 29, 1997, Dr. Randall J. Webb, President, stated that the university concurred with the finding and has provided information relating to steps taken or to be taken to correct these matters. 
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Accounts Not: Reconciled 
Northwestern State University has not reconciled its employee state group health and life insurance payable accounts or its third party scholarship receivable account for several years. A good internal control system requires that all account balances be periodic;ally reconciled to ensure that errors and/or fraud are detected timely and for the fair presentation of financial information. Management did not ensure that the necessary records were maintained and the reconciliations were properly prepared in a timely manner. Our audit revealed the following: The university did not reconcile state group health and life insurance premiums to employee deductions in the payroll subsidiary records or to the state group insurance payable account in the general ledger. As a result, the university has overpaid the group insurance program by $87,552. The group insurance program requires that any discrepancies be cleared within six months to be refunded for overpayments. Because the reconciliations were not done timely, the university has incurred expenditures totaling $87,552 for which there is no record of premiums collected. The university did not reconcile its third party scholarship receivable account because it did not maintain subsidiary records, in all cases, identifying the parties. The term "third party scholarships" refers to scholarships sponsored and paid for by individuals, groups, or organizations outside the university. The receivable is recorded based upon a letter or other documentation from third party donors stating their intention to provide a scholarship to a particular student. At the same time, the university records the revenue (fees) and gives the student credit for paying the fees. As of June 30, 1997, the third party scholarship receivable account included $27,142 for which no collections had been received. Of that amount, the university had given credit to students for $21,031 for fees. As a result, the university has funded private scholarships with public funds and incurred unauthorized expenditures for the $21,031 for which there is no record of the third parties' payments. Management's failure to closely monitor the maintenance of records and the reconciliation process resulted in additional expenditures totaling $108,583 that should have been reimbursed through premiums or donations. 
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Management should require periodic reconciliation of all asset and liability accounts. Policies and procedures should be developed and implemented detailing what subsidiary records need to be maintained for each of these accounts. In a letter dated October 2, 1997, Dr. Randall J. Webb, President, concurred with the finding and outlined steps taken to ensure the timely reconciliation of these accounts. Controls Over Ati~letic Revenues and Expenditures Northwestern State University has a lack of control over accountability of athletic revenues and expenditures. An adequate internal control structure requires those revenues to be deposited in the proper account and expenditures to be made in accordance with applicable laws and regulations. During our audit, we noted the following: $36,871 of football guarantee funds were received and deposited into the NSU Athletic Association, a nonprofit organization, instead of the university's account, although the check was made payable to and originally endorsed for deposit to Northwestern State University. This amount represents the balance remaining from a $75,000 guarantee agreement between Boise State University and Northwestern State University. The game guarantee was reduced by the cost of Northwestern's airfare to the game, which was paid by Boise State University. The NSU Athletic Association deposited the $36,871 in its account and used these funds to pay for the university's air charter services to another football game in Youngstown, Ohio. Because the expenditures for university travel were handled through the NSU Athletic Association and by Boise State University, we cannot ensure that state purchasing and travel regulations were followed. Ticket proceeds from the sale of 8 'VIP' football tickets at $42 each, totaling $336, were deposited into the NSU Athletic Association, a nonprofit organization. These tickets were purchased by persons making donations to the NSU Athletic Association. We were not provided with supporting documentation to determine that these ticket proceeds were remitted back to the university. There has been a high turnover in key personnel in the athletic department and a lack of supervision from upper management. As a result, the former business manager and the former assistant athletic director decided to deposit $36,871 of guarantee funds into the NSU Athletic Association and to use the funds to pay for air charter services that were not bid as required by state purchasing regulations. Also, the ticket manager 
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failed to bill the NSU Athletic Association for $336 of football ticket proceeds deposited into its account. In addition, the university's total intercollegiate athletic revenues and expenditures are not properly reflected in the university's financial statements. Management of Northwestern State University should develop and implement policies and procedures to ensure that all athletic revenues and expenditures of the university are accounted for. The procedures should include reconciling game guarantee contract amounts to deposits and accounting for ~ny differences. In addition, these procedures should require the depositing of all ticket proceeds into university accounts. In a letter dated October 23, 1997, Dr. Randall J. Webb, President, stated that the university concurred with the finding and has implemented controls to resolve deficiencies noted in our finding. A material weakness is a condition in which the design or operation of one or more of the 

misstatements 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. Our consideration of the internal control over financial reporting would not necessarily disclose all matters in the internal control that might be reportable condition.,; and, accordingly, would not necessarily disclose all reportable conditions that are also considered to be material weaknesses. However, we believe none of the reportable conditions described previously are material weaknesses. Other Reports Issued by the Legislative Auditor 
In an investigative report dated July 29, 1997, the Legislative Auditor reported that the Coordinator for the Academic Advising Center at Northwestern State University was paid at leasl $1,146 as a result of falsified student time sheets. She was also paid $3,480 for classes she did not teach, and at least $408 for mileage she did not drive. Of this amount, she paid $770 to other individuals to teach these classes for her, thereby retaining $3,118 to which she was not entitled. She has resigned and the appropriate authorities have been notified. 
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Our comments on compliance with laws and regulations and internal control structure are intended for the information and use of management of the university. By provisions of state law, this report is a public document, and it has been distributed to appropriate public officials. 

WJR:MAN:d 
/~.~~pectfully submit~ Daniel G. Kyle, CPA, CFE Legislative Auditor 
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