








































objectives of an_internal control structure are to provide 
management with ie~Jonable, but not absolute, assurance that: 

--

assets are saf~guarded _ against loss from unauthorized use or 
disposition, ·:, ___ _ 
transactions are·-ex-ecuted in accordance with management's 
authorization, and • -
transactions are recorded properly to pennit the preparation 
of general purpose financial statements in accordance with 
generally accepted accounting principles. • 

Because of inherent limitations in any internal control 
structure, errors or irregularities may nevertheless occur and 
not be detected. Also, projection of any evaluation of the 
structure to future periods is subject to the risk that 
procedures may become inadequate because of changes in conditions 
or that the effectiveness of the design and operation of policies 
and pr~cedures may deteriorate. 

For the purpose of this report, we have classified the 
significant internal control structure policies and procedures 
in the following categories: 

Receipts/revenues 
Disbursements/expenditures 
Payroll 
Cash Management 

Our consideration of the internal control structure included all 
·of the control categories listed above. The purpose of our 
consideration of the internal control structure was to determine 
the nature, timing, and extent of the auditing procedures 
necessary for expressing an opinion on the general purpose 
financial statements. 

Our consideration of the internal control structure would not 
necessarily disclose all matters in the internal control 
structure that might be material weaknesses under standards 
established by the American Institute of Certified Public 
Accountants. A material weakness is a reportable condition in 
which the design or operation of one or more of the specific 
internal control structure elements does not reduce to a 
relatively low level the risk that errors or irregularities in 
amounts that would be material in relation to the general purpose 
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 structure and its operation that 
we consider to be material weaknesses as defined above. 
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LEGAL AND COMPLIANCE REPORTS 

The Minnesota Legal Compliance Audit Guide for Local Government 
covers five main categories of compliance to be tested: 
contracting and bidding, deposits and investments, conflicts of 
interest, public indebtedness, and claims and disbursements. Our 
audit included all of the listed categories. The results of our 
tests indicated that for the items tested the Commission complied 
with the material terms and conditions of applicable legal 
provisions. Further, for the items not tested, based on our 
audit, nothing came to our attention to indicate that the 
Commission had not complied with such legal provisions. 

Compliance with laws, regulations, contracts, and grants 
applicable to Region 5 Development Commission is the 
responsibility of Commission's management. As part of obtaining 
reasonable assurance about whether the general purpose financial 
statements are free of material misstatement, we performed tests 
of the Commissions compliance with certain provisions of laws, 
regulations, contracts, and grants. However, our objective was 
not to provide an opinion on overall compliance with such 
provisions. 

The results of our tests indicate that for the items tested, the 
Commission complied, in all material respects, with the 
provisions referred to in the proceeding paragraph. With respect 
to items not tested, nothing came to our attention that caused us 
to believe that the Commission had not complied, in all material 
respects, with those provisions. 

MANAGEMENT PRACTICES 

As part of our financial statement audit, we also reviewed 
certain management practices. Our review was not a detailed 
study of every system, procedure, and transaction. Accordingly, 
the item presented here may not be all-inclusive of areas where 
improvement may be needed. • 

ITEM ARISING THIS YEAR 

Board of Directors Travel Expenses 

To more effectively pay per-diem and travel expenses of the Full 
Commission and Board of Directors, the Regional Development 
Commission changed the method of paying these types of expenses 
effective January 1, 1990. 

Prior to January 1, 1990, Commission and Board of Directors 
per-diem and travel expenses were submitted on separate vouchers 
and approved by the Board. Subsequent to January 1, 1990, 
per- diem and travel expenses are paid through the~payroll 
accounting system which is approved only by the Executive 
Director of the Regional Development Commission. 
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The use of the payroll system to pay travel expenses lessens the 
controls management has over these expenses, as the Board would 
no longer review ah~ pay the travel expenses · of its own members. 
Without Board apprqval for travel claims, a travel expense item 
may be paid that the_board may have wished to set aside and not 
pay. -

·=~-~ 

We recommend that travel expenses be approved by the Board of 
Directors. 

Client's Response: 

"In the future, all Commission expense reimbursement claims will 
be attached to the monthly list of bills and approved by the 
Board of Directors. 11 

* * * * * • * 

This report is intended solely for the information of Region 5 
Development Commission, the cognizant audit agency--U.S. 
Department of Commerce, and other federal audit agencies. It 
should not be used for any other purpose. This restriction is 
not intended to limit the distribution of this report, which is a 
matter of public record. 

We are available throughout the year to assist you in 
implementing any of our suggestions. 

We would like to express our appreciation to the Board and the 
staff for their cooperation and assistance during the audit. 

December 14, 1990 
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REPORT ON INTERNAL CONTROL AND COMPLIANCE FOR SPECIFIC 
AND GENERAL REQUIREMENTS FOR FEDERAL FINANCIAL ASSISTANCE 

Board of Directors 
Region 5 Development Commission 

296-2551 

The Single Audit Act of 1984 and Office of Management and 
Budget's ' Circular A-128 require that audits be conducted of 
federal financial assistance in conjunction with the audit of the 
Region 5 Development Commission's general purpose financial 
statements. This report contains our observations, based on our 
audit, of the internal control structure and of compliance with 
the specific and general requirements of the Commission's major 
and nonmajor federal financial assistance programs. 

INTERNAL CONTROL--MAJOR FEDERAL FINANCIAL ASSISTANCE PROGRAMS 

We have audited the general purpose financial statements of 
Region 5 Development Commission for the year ended June 30, 1990, 
and have issued our report thereon dated December 14, 1990. As 
part of our audit, we made a study and evaluation of the internal 
control systems, including applicable internal administrative 
controls, used in administering federal financial assistance 
programs to the extent we considered necessary to evaluate the 
systems as required by generally accepted auditing standards; 
Government Auditing Standards, issued by the Comptroller General 
of the United States; the Single Audit Act of 1984; and the 
provisions of the Office of Management and Budget Circular A-128, 
Audits of State and Local Governments. For ·the purpose of this 
report, we have classified the significant internal accounting 
and administrative controls used in administering federal 
financial assistance programs in the following categories: 

Accounting Controls 
Receipts/revenues 
Disbursements/expenditures 
Payroll 
Cash management 

Administrative Controls 
Indirect cost allocation system 
Federal grant eligibility 
Cash management 
Civil rights 
Davis-Bacon Act · 
Political activity 
Federal financial reports 

44 

AN EQUAL OPPOF'T'TT'II.Tlry EMPLOYER 

-~ -21-



The management "of Region 5 Development Commission is responsible 
for establishing a~d maintaining internal control systems used in 
administering federal financial assistance programs. In 
fulfilling that re~ponsibility, management must make estimates 
and judgements that ~ssess the expected benefits and related 
costs of control proceaures .. The objectives of internal control 
systems used in administering federal financial assistance 
programs are to provide management with reasonable, but not 
absolute, assurance, with respect to federal financial assistance 
programs, that: 

resource use is consistent with laws, regulations, and 
policies 
resources are safeguarded against waste, loss, and misuse, 
and 
reliable data are obtained, maintained and fairly disclosed 
in reports. 

Because of inherent limitations in any system of internal 
accounting and administrative controls used in administering 
federal financial assistance programs, errors or irregularities 
may nevertheless occur and not be detected. Also, projection of 
any evaluation of the systems to future periods is subject to the 
risk that procedures may become inadequate because of changes in 
conditions or that the degree of compliance with the procedures 
may deteriorate. 

Our study included all of the applicable control categories 
listed above. During the year ended ~une 30, 1990, the 
Commission expended 100 percent of its total federal financial 
assistance under a major federal financial assistance program and 
the following nonrnajor federal financial assistance programs: 

Area Agency on Aging 
USDA reimbursement CFDA No. 10.550 
Social services CFDA No. 13.633 
In-home frail elderly CFDA No. 13.641 

Economic Development 
Administration CFDA No. 11.302 

With respect to internal control systems used in administering 
these major and nonrnajor federal financial assistance programs, 
our study and evaluation included considering the types of errors 
and irregularities that could occur, determining the internal 
control procedures that should prevent or detect such errors and 
irregularities, determining whether the necessary procedures are 
prescribed and are being following satisfactorily, and evaluating 
any weaknesses. 
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Our study and evaluation was more limited that would be necessary 
-to express an opinion on the internal control systems used in 
administering the federal financial assistance programs of the 
Region 5 Development Commission. Accordingly, we do not express 
an opinion on the internal control systems used in administering 
the federal financial assistance programs of the Region 5 
Development Commission. Further, we do not express an opinion on 
the internal control systems used in administering the major 
federal financial assistance program of Region 5 Development 
Commission. 

However, our study and evaluation and audit disclosed no 
condition that we believe to be a material weakness in relation 
to a federal financial assistance program of the Region 5 
Development Commission. 

REPORTS ON COMPLIANCE FOR MAJOR AND NONMAJOR 
FEDERAL FINANCIAL ASSIS~ANCE PROGRAMS 

SPECIFIC REQUIREMENTS - MAJOR PROGRAMS 

We have audited Region 5 Development Commission's compliance with 
the requirements governing types of services allowed or 
unallowed; eligibility; matching, level of effort, or earmarking; 
reporting; claims for advances and reimbursements; and amounts 
claimed or used for matching that are applicable to its major 
federal financial assistance program, identified in the 
accompanying schedule of federal financial assistance for year 
ended June 30, 1990. The management of Region 5 Development 
Commission is responsible for the Commission's compliance with 
those requirements. Our responsibility is to express an opinion 
on compliance with those requirements based on our audit. 

We conducted our audit in accordance with generally accepted 
auditing standards; Government Auditing Standards, issued by the 
Comptroller General of the United States; and Office of 
Management and Budget Circular A-128, Audits of State and Local 
Governments. Those standards and 0MB Circular A-128 require that 
we plan and perform the audit to obtain reasonable assurance 
about whether material noncompliance with the requirements 
referred to above occurred. An audit includes examining, on a 
test basis, evidence about the Commission's compliance with those 
requirements. We believe that our audit provides a reasonable 
basis for our opinion. 

In our opinion, Region 5 Development Commission complied, in all 
material respects, with the requirements governing types of 
services allowed or unallowed; eligibility; matching, level of 
effort, or earmarking; reporting; claims for advances and 
reimbursements; and amounts claimed or used for matching that are 
applicable to its major federal financial assistance program for 
the year ended June 30, 1990. 
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SPECIFIC REOUIREMENTS--NONMAJOR PROGRAMS 

In connection witb~our audit of the 1990 general purpose 
financial statemen:,ts of Region 5 Development Commission and with 
our study and evaluation of the Commission's internal control 
systems used to adrniniR,ter federal financial assistance programs, 
as required by Office cif Management and Budget Circular A-128, 
Audits of State and Local Governments, we selected certain 
transactions applicable to each of its nonrnajor federal financial 
assistance programs for the year ended June 30, 1990. 

As required by 0MB Circular A-128, we have performed auditing 
procedures to test compliance with the requirements governing 
types of services allowed or unallowed; eligibility; and matching 
or level of effort applicable to these transactions. Our 
procedures were substantially less in scope than an audit, the 
objective of which is the expression of an opinion on the 
Commission's compliance with these requirements. Accordingly, we 
do not express such an opinion. 

With respect to the items tested, the results of those procedures 
disclosed no mate r ial instances of noncompliance with the 
requirements listed in the preceding paragraph. With respect to 
items not tested, nothing came to our attention that caused us to 
believe that Region 5 Development Commission had not complied, in 
all material respects, with those requirements. 

GENERAL REOUIREMENTS--MAJOR PROGRAMS 

We have applied procedures to test Region 5 Development 
Commission's compliance with the following requirements 
applicable to its major federal financial assistance program, 
which is identified in the schedule of federal financial 
assistance, for the year ended June 30, 1990: 

Indirect cost allocation system 
Federal grant . eligibility 
Cash management 
Civil rights 
Political activity 
Federal financial reports 

Our procedures were limited to the applicable procedures 
described in the Office of Management and Budget's Compliance 
Supplement for Single Audits of State and Local Governments. Our 
procedures were substantially less in scope than an audit, the 
objective of which is the expression of an opinion on Region 5 
Development Commission's compliance with the requirements listed 
in the preceding paragraph. Accordingly, we do not express such 
an opinion. 
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With respect to the items tested, the results of those procedures 
• disclosed no material instances of noncompliance with the 
requirements listed in the first paragraph of this section. With 
respect to the items not tested, nothing came to our attention 
that caused us to believe that Region 5 Development Commission 
had not complied, in all material respects, with those 
requirements. 

* * * * * * * 

This report is intended solely for the use of management, the 
cognizant audit agency--U.S. Department of Commerce, and other 
federal audit agencies and should not be used for any other 
purpose. This restriction is not intended to limit the 
distribution of this report, which is a matter of public record. 

We are available throughout the year to answer any questions you 
may have. 

We would like to express our appreciation to the Board and the 
staff for their cooperation and assistance during the audit. 

I 
1/ . 
• State Auditor 

December 14, 1990 
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