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NEBRASKA PUBLIC EMPLOYEES RETIREMENT SYSTEMS
STATE AND COUNTY EMPLOYEES RETIREMENT PLANS

BACKGROUND
The Public Employees Retirement Board (the Board) was created in 1971 to administer Nebraska
retirement plans for school employees, State employees, judges, and the State Patrol. The Board
assumed adminigration of the retirement system for Nebraska countiesin 1973.

The Board has seven members gppointed by the Governor, with legidative approvd, to five-year terms.
Membersinclude:

Three participants of retirement systems administered by the Board,
A retired participant of aretirement system administered by the Board;
Three public representatives who are not State employees or employees of its subdivisions, and
The State Investment Officer as anonvoting, ex-officio member.
All appointed members must be Nebraska citizens.
The Board meets monthly. Members are not paid, but are reimbursed for their expenses.
The Board hires a director to manage the day-to-day operations. Expenses are to be equitably

digtributed among the retirement sysems.  All expenses must be provided from invesment income
earned by various retirement funds, unless other fund sources to pay expenses are specified by law.

MISSION STATEMENT

The Nebraska Public Employees Retirement Systems recognizes the importance of a successful
retirement and is dedicated to providing the highest qudity service necessary to assst members in
achieving thisgod.
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SUMMARY OF COMMENTS

During our audit of the Nebraska Public Employees Retirement Systems (NPERS) - State and County
Employees Retirement Plans we noted certain matters involving the internd control over financid
reporting and other operationa matters that are presented here. Comments and recommendations are
intended to improve the interna control over financid reporting, ensure compliance, or result in
operationd efficiencies.

1.

County Plan Membership Eligibility: Seven of ten counties tested did not monitor part-
time employees to ensure mandatory enrollment requirements were being met. Eleven of eighty-
one employees tested were not properly contributing to the Plan. Two of thirty members tested
began participation in the Plan before dl digibility requirements were met.

I nadequate Resolution of Prior Audit Findings: Four calendar year 1999 prior audit
findings and three caendar year 2000 prior audit findings for the State Plan were not adequately
resolved. One cadendar year 2000 prior audit finding for the County Plan was not adequately
resolved.

Monitoring of Retirement Contributions. NPERS did not have adequate procedures to
ensure dl required contributions were properly remitted or were remitted timely. Three
employees missed required contributions and did not properly remit the additiona contribution
or did not remit the additiond contribution timely. Two of four members tested did not have a
retirement deduction on their final gross pay.

Unreasonable Travel Expenses: Nine Board or staff members were provided lodging while
less than 60 miles from the headquarter city. The State and counties would benefit through an
offsat of the required employer contribution if NPERS held their annud retreat in a more
economica location such as Lincoln or Omaha NPERS aso overpaid a vendor for their annua
retreat in the amount of $1,188.

Incorrect Dates: Two of forty State plan members tested had incorrect plan entry dates, and
one of forty members tested had an incorrect dternate vesting date in the OMNI System. Nine
of forty County plan members tested had incorrect plan entry dates, and one of nine members
tested had an incorrect dternate vesting date in the OMNI System.

Expense Allocation Method: Effective July 1, 2001, NPERS alocated expenses based on
daff edimates of time worked on each plan administered by the Board. There was no
comparison of actual time worked on each plan to the estimates. Therefore, there was no
verifiable evidence that the estimated time worked was consstent with the actua time worked
on each plan. We dso noted two documents in which the dlocation method was not
consstently applied.
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SUMMARY OF COMMENTS
(Concluded)

Receipt of Non-Contributing Member Forms: Five of thirty-nine County members tested
did not have Non-Contributing Member forms received timely and two of thirty-nine County
members tested did not have Non-Contributing Member forms on file with NPERS.

Enrollment Forms Not on File: NPERS' written procedures require an enrollment form
before benefits are paid. NPERS indicated they did not require enrollment forms for caendar
year 2001. Three of thirty-eight members tested did not have enrollment forms on file. There
was no documentation to indicate whether NPERS had verified the member was dligible for

Pan participation.

State Plan Policy Manual: NPERS is required by statute to provide education regarding the
retirement plans to the State agencies. An integral part of the education process is the
Nebraska State Retirement Systemm Manud for State Agencies. This manud has not been
updated since January 1997.

Policy for Starting Contributions When the Plan Entry Date isin the Middle of the
Pay Period: NPERS' policy was not clear regarding whether contributions should begin in the
pay period that included the effective date of enrollment, or the first full pay period following the
effective date of enrollment. State agencies and counties were not consistent when initiating
deductions for employees whose effective date fell in the middle of a pay period.

More detalled information on the above items is provided heresfter. It should be noted this report is
critical in nature since it contains only our comments and recommendations on the areas noted for
improvement and does not include our observations on any strong features of the NPERS.

Draft copies of this report were furnished to the NPERS to provide them an opportunity to review the
report and to respond to the comments and recommendations included in this report.  All forma
responses received have been incorporated into this report. Responses have been objectively evauated
and recognized, as appropriate, in the report. Responses that indicate corrective action has been taken
were not verified at thistime but will be verified in the next audit.

We appreciate the cooperation and courtesy extended to our auditors during the course of the audit.
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COMMENTSAND RECOMMENDATIONS

1. County Plan Member ship Eligibility

Neb. Rev. Stat. Section 84-1503(2)(b) R.S.Supp., 2001 stated, it shall be the duty of the Board, “To
determine the digibility of an individual to be a member of the retirement system and other questions of
fact in the event of a digpute between an individua and the individud’ s employer.”

Attorney General Opinion Number 01021, issued May 16, 2001, Stated, in part, “ Administration of the
retirement systems necessarily involves determining membership digibility issues Two of the most
important responghilities of the Retirement Board include determining digibility for membership and
determining entitlement to benefits in the retirement sysems administered by the Board . . . We think
that the Satutory duties of the Retirement Board necessarily require a determination of digibility for
membership on a continuing basis to assure that only employees qudified for membership are
participating in the retirement systems administered by the Board. On a continuing and ongoing basis,
the Public Employees Retirement Systems gpplies the satutory qudifications for membership in the
retirement sysems. Determining digibility for participation is necessary to safeguard the integrity of the
systems and to fulfill the Board's duty to administer dl sysems in a manner to maintain each plan's
gatus as aquaified plan pursuant to the requirements of the Interna Revenue Code.”

Neb. Rev. Stat. Section 23-2306(1) R.S.Supp., 2001 stated, “The membership of the retirement
system shdl be composed of (@) dl full-time employees who have been employees for a period of
twelve continuous months, except that full-time eected officids shal be members on taking office, (b) dl
ful-time or part-time employees who have atained the age of twenty-five, have been employed for a
totd of twelve months within a five-year period, and exercise the option to join the retirement system,
and (c) dl part-time eected officias who exercise the option to join the retirement system.”

Neb. Rev. Stat. Section 23-2301(6) R.S.Supp., 2001 stated, “Employees means al persons or officers
who are employed by a county of the State of Nebraska on a permanent basis. . . ”

Neb. Rev. Stat. Section 23-2301(8) R.S.Supp., 2001 stated, “ Full-time employee means an employee
who is employed to work one-haf or more of the regularly scheduled hours during each pay period.”

Neb. Rev. Stat. Section 23-2301(13) R.S.Supp., 2001 stated, “Part-time employee means an
employee who is employed to work less than one-hdf of the regularly scheduled hours during each pay

period.”

In addition to these statutory requirements, good interna control aso requires procedures to ensure al
eligible employees participate in the County Employees Retirement Plan as required by Statute.
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COMMENTSAND RECOMMENDATIONS

1. County Plan Membership Eligibility (Continued)

We noted the following related to County employee membership requirements:

1) We tested ten counties to determine compliance with Plan digibility requirements, including
determining whether dl digible employees were contributing to the Plan. We noted the
fallowing:

Seven of the ten counties tested did not adequately monitor their part-time employees to
ensure mandatory enrollment requirements were being met.

Nine of fifty-one employees tested were not properly contributing to the Plan as required by
datute. The nine employees were in five of the ten counties tested.

In the prior audit report, NPERS indicated they had reviewed 62% of the 91 counties in
2000 and “were pleased to conclude that there were no membership omissons in this
sampling.” Our response to NPERS in the prior audit report included a reference to the
American Inditute of Certified Public Accountants (AICPA) Professiond Standards
defining audit sampling. We flt the review performed by NPERS was ineffective since not
al counties remitted payroll information to NPERS, and therefore, did not have an
opportunity to be selected.

Four of the ten counties tested were reviewed by NPERS in caendar year 2000. We
noted three of twenty-one employees tested in two counties were not properly contributing
to the plan.

One employee began participation after the audit period, but the County had considered
her atemporary employee for over Sx years. Temporary employees are not dlowed to
participate in the County Plan. However, the County policy defined temporary
employees as those hired to complete a specific assgnment or for a specific amount of
time not to exceed sx months. It gppeared the employee should have begun Plan
participation sooner.

Two employees were classfied as part-time employees by their counties. However,
both employees worked over 1,300 hours during calendar year 2001 and did not enter
the Plan when required by statute.

We aso tested Sx counties that were not included in NPERS' 2000 review. We noted Six
of thirty employees tested in three counties were not properly contributing to the plan.

Two anployees were classified as “reserve’ employees and did not participate in the
Pan. They worked over 1,400 hours during calendar year 2001. Therefore, they did
not begin plan participation as required by satute.

-6-
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COMMENTSAND RECOMMENDATIONS

1. County Plan M ember ship Eligibility (Continued)

Another employee was a member of the County Plan at the gtart of the year, but was
classfied as a “reserve’ employee for the same county later during the year. The
member sopped contributing to the Plan in September 2001. The County completed a
Non-Contributing Member form to indicate the employee no longer worked for the
county. However, his employment with the county continued and he worked over

1,500 hours during calendar year 2001.

One employee was considered a temporary employee since November 1999. Only

permanent employees are dlowed to participate in the County Plan, per both section

23-2301(6) and the Nebraska County Retirement System Manua for County Clerks.

The County policy defined temporary employees as those employees who are hired

with the intent that the County’s need for their continuous employment will not exceed
one year. It gppeared the employee should have been participating in the Plan as

required by statute.

One employee had been apart-time employee for the county since the late 1970's. He
went to full-time status in August 1998. He was on call for 2,400 hours during calendar
year 2001. He had not contributed to the Plan as required by statute.

Another employee was on cdl for close to 2,500 hours during calendar year 2001, but
was not properly contributing to the Plan as required by datute. This employee

terminated after the audit period.

2) Two of thirty members tested separately did not begin plan participation as required by statute.
Both employees missed contributions for gpproximately one year because the counties
consdered the employees to be part-time. The employees worked over one-hdf of the
regularly scheduled hours.

3) NPERS did not have adequate procedures to ensure only eligible members had joined the Plan.
Two of thirty employees tested began participation in the Plan before they met the digibility
requirements. Both employees began participation one month prior to becoming digible. We
aso noted this comment in the prior audit report.

As indicated by the results of testing, without adequate procedures to ensure al digible employees
participate in the County Employees Retirement Plan as required by statute, the risk that employees are
not participating in the Plan increases Sgnificantly.

We continue to recommend NPERS implement procedures to ensure
county employees participate in the County Employees Retirement Plan
asrequired by Satute.
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COMMENTSAND RECOMMENDATIONS

1. County Plan M ember ship Eligibility (Continued)

NPERS Response: The audit of county payrolls resulted in questions as to whether counties are
properly classifying the “ status’ of their employees. Since each county may have their own
individual policy and definition regarding enployees that should be included in the various
employment categories, it is difficult for our office to make these determinations. Our Employer
Manual clearly states that “ employees who work one half or more of the regularly scheduled
work hours during each pay period” must enroll in the County Employees Retirement System.
The Manual also states that “temporary employees are not permitted to join the County
Retirement System.”

Five of the nine employees included in this audit exception were categorized by County
administrators as “ temporary” since no commitment had been made by either side regarding
hours, and the employee often was not receiving any other benefits. Their hours usually were
difficult to predict aswell astheir length of employment, and in most situations their employment
was anticipated to be short term. Therefore, they would never reach a vested status in the Plan,
and would not qualify for matching employer contributions.

Following discussions with the county regarding the first exception noted with over six years of
employment, in hindsight a status of part-time rather then temporary may have been more
accurate as she was working very few hours and it was uncertain how long her assistance would
be required. Hours worked during each of the six years questioned were 321, 102, 224, 513, 737
and 268, and it is obvious that participation was not mandatory. Thisindividual began working
more hours and became a permanent part-time employee in 01-2001. She entered the Plan one
year later, and we do not feel any adjustments are required for this member’s account. The
additional findings that were questionable temporary employees have fewer years of service and
will be reviewed to determineif they are still working and if adjustments are required.

The remaining four exceptions had part-time statuses and include two employees that have
terminated employment with less than five years of service, and therefore no further review is
warranted. One employee worked a short time in a part-time status and was later rehired in the
same part-time position that was increased to full time five months later. This member appears
to have entered the Plan at the appropriate date as his work experience prior to full time was at
less than half-time hours.

We will continue to remind the County administrators that they must monitor the hours and
employment time for both part-time and temporary employees to make certain they are within
their appropriate categories. Make-up agreements are always executed if it is determined that
member s should have entered the Plan at an earlier date.
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COMMENTSAND RECOMMENDATIONS

1. County Plan Membership Eligibility (Concluded)

NPERS Response, Concluded:

As a final comment on this point, NPERS s position is that it is the responsibility of the county to
make certain that all eligible employees are enrolled in the Plan. Our agency administers the
Retirement Plan and assumes responsibility for educating the counties on the specific
requirements of the statutes and assists them with interpretations in the event of dispute. We
cannot guarantee total compliance by each county, as we cannot monitor each and every
payroll. When an error occurs in the county reporting, the county is liable for that mistake and
appropriate adjustments can be made at that time.

Auditors Response:  As mentioned previoudy, Attorney General Opinion Number 01021,
issued May 16, 2001, stated, in part, “Administration of the retirement systems necessarily
involves determining member ship digibility issues. . . Determining digibility for participation
is necessary to safeguard the integrity of the systems and to fulfill the Board’'s duty to
adminigter all sysemsin a manner to maintain each plan’s satus as a qualified plan pursuant
to therequirements of the Internal Revenue Code.”

2. | nadequate Resolution of Prior Audit Findings

Good interna control requires the timely and thorough resolution of prior audit findings. Government
Auditing Standards paragraph 5.26] and the American Ingtitute of Certified Public Accountants
(AICPA) Professonal Standards AU 325.21 regard the failure to follow up and correct previoudy
identified interna control deficiencies to be a reportable condition.

We noted four findings from the cdendar year 1999 audit and three findings from the caendar year
2000 audit of the State Plan that were not adequately resolved during the current audit:

Cdendar year 1999 audit findings

= One employee was required to join the plan on October 1, 1998. However, the initia
contribution was not made until June 30, 2000. The employee had not made up the missed
required contribution in excess of $2,000.

= One employee was required to join the plan as of June 1, 1999. However, the initid
contribution was not made until April 30, 2000. The amount of additiona contributions
cdculated by the auditors did not agree to the amount of additiona contributions calculated by
the employer. The difference was $268.

= One employee did not make up missed contributions. The employee terminated employment in
March 2001 and was not vested in the Plan & termination. Since the amount of missed
employer contributions was not properly remitted, the required employer share was not actualy
forfeited in accordance with statutes. Forfeitures are first used to pay for the adminidrative
expenses of NPERS for the State and County Plans and then are used to offset the employer
(State) contribution.  The member missed $506 in employee contributions.  Therefore, the
employer share was $789.

-9-
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COMMENTSAND RECOMMENDATIONS

| nadeqguate Resolution of Prior Audit Findings (Continued)

One employee did not completely make up missed contributions.  The employee terminated
employment in May 2001 prior to meking al required contributions to the Plan. This employee
aso was not vested in the Plan at termination. Again, since the amount of missed employer
contributions was not properly remitted, the required employer share was not actudly forfeited
in accordance with statutes. The member missed $95 in employee cortributions. Therefore,
the employer share was $148.

Cdendar year 2000 audit findings

One employee was required to begin plan participation on February 1, 2000. The plan entry
date in the OMNI system was February 1, 1999 and had not been corrected. Theinitid
contribution was not made until March 2000. There was no documentation at NPERS that the
employee had made up the missed contributions of $141.

One employee was required to join the Plan as of June 1, 2000. However, the initid
contribution was not made until December 2000. The amount of additiona contributions
cdculated by the auditors did not agree to the amount of additiona contributions caculated by
the employer. The difference was $66. NPERS did not follow up on the discrepancy.

One employee's dternate vesting date in the OMNI System was incorrect.  The dternate
vesting date determined whether employees receive the employer share of contributions at
termination. The dternate vesting date for the member should have been May 1, 2000.
However the OMNI System till had April 1, 2000.

We noted a cdendar year 2000 audit finding for the County Plan that was not adequately resolved
during the current audit:

A member contributed to the Plan one month early since temporary service did not count
toward the 12-month service requirement in statute. The employee terminated employment and
was not vested in the Plan. NPERS was notified that the contribution needed to be returned to
the employee and county. However, NPERS did not adjust the excess contribution and the
excess County share was forfeited.

We noted a smilar comment in the previous two audit reports. In the prior audit response NPERS
indicated that due to the reorganization of the agency during 2000, severd changes in saff were made,
and followup was not completed on some of the required makeup contributions. NPERS aso indicated
they were now in a better podtion to monitor exceptions in a more timely manner, and will take
gopropriate action to resolve any current audit findings.

We continue to recommend NPERS implement procedures to ensure
prior audit exceptions are adequately followed up and resolved.

-10-
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COMMENTSAND RECOMMENDATIONS

2. | nadeqguate Resolution of Prior Audit Findings (Concluded)

NPERS Response: The prior year audit findings cited in this section relate to Make-up
Contributions. In most cases, state agencies had been notified regarding the deficiencies, but we
have not been able to receive the appropriate action. In the first exception cited, the agency
involved had personnel problems, and we could not reach resolution on the make-up situation
after repeated attempts. The employee responsible for these payroll issues has been terminated
and the agency has uncovered this pending item, as well as others, and is now assisting us in
resolving the issue. Agency personnel also express problems they encounter dealing with
members as they are often not in agreement with the make-up, or fedl it isa financial hardship to
absorb the additional deduction fromtheir paycheck.

The other three employee make-up deficiencies involve $268, $141 and $66, and, even though
the amounts are small, we will once again review these and notify the agencies if action is
required. We continue our position that in some cases the cost of the time spent in follow-up by
all parties involved is much more than the dollar amount of the adjustment and therefore the
amount of the adjustment should be considered before we pursue the deficiency.

The Vesting Date that is in error by one month will be corrected. You also included a finding
from the 2000 audit that involved a one month discrepancy and was not included in our Exit
Agenda, and therefore we are uncertain as to the specific exception information. Our response
to the 2000 audit included a comment that since the contribution for one month was an
insignificant amount and was for a prior year, the county had requested that no adjustment be
required, and our office did not feel it was necessary. That may have been the reason for lack of
follow up on that item. The remaining two findings relate to remittance of employer
contributions in make-up situations, and will be addressed in Comment 3.

During the audit, we attempted to convey to the auditors that 2001 was truly an intense year as
our staff was devoting an extraordinary amount of time to our Technology Project, sometimes
requiring 50-75% of our time. Taking that information into account, as well as the size and
significance of the discrepancies, we feel our staff has done a good job at maintaining the quality
of our administration.

3. Monitoring of Retirement Contributions

Good interna control requires procedures to ensure al required contributions are properly remitted and
are remitted timely.

NPERS Rules and Regulations Title 303 NAC 18-002.08 dtates, “Insufficient contribution means an
employee contribution or employer contribution, or both, which is (a) less than the statutorily mandated
deduction from compensation, (b) less than the statutorily mandated matching contribution required of

-11-
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COMMENTSAND RECOMMENDATIONS

Monitoring of Retirement Contributions (Continued)

an employer, () not timely remitted, (d) not remitted due to adminigtrative errors on the part of the
employer, () not remitted due to the failure of the employer to enroll the employee in the retirement
system when such employee was required to be enrolled, or (f) due to aretroactive sdlary payment paid
pursuant to court order, arbitration, or litigation and grievance settlements.”

NPERS Rules and Regulations Title 303 NAC 18-004.01(i) states, “If NPERS determines that a
retirement system has received insufficient contributions from an active member or employer, or both,
NPERS shdl require the member and/or the employer to remit additiond contributions.”

We noted the following:

NPERS did not have adequate procedures in ether the State or County Plan to ensure all required
and dl insufficient contributions were properly remitted or remitted timely. This was noted in the
prior audit report.

NPERS aso did not have adequate procedures to ensure the amount of missed contributions were
caculated correctly by the counties or State agencies since NPERS did not verify the missed
contributions to the member’s sdary for the missed period. This was adso noted in the prior audit

report.

State Plan

Two of four terminated members tested did not properly remit the required contribution from
ther find pay. Both members were vested in the Plan upon termination and did not receive the
required State matching contribution of 156% of their employee contribution since their agencies
faled to remit the required contributions. The members did not receive $65 and $252,

respectively, for the employer share.

One of forty members tested was required to participate in the Plan effective May 1, 2001.

NPERS firg contacted the agency in June 2001 regarding the missed required contribution.

The initid contribution was remitted in August 2001. A Make Up Agreement was not on file a
NPERS until requested by the auditor in June 2002. The agency began remitting the missed
contributions in March 2002, which was not timely.

One of fifteen members tested was required to participate in the Plan effective October 1,

2001. NPERS contacted the agency in November 2001 regarding the missed required

contribution. The initia contribution was remitted in December 2001. A Make Up Agreement
was not on file a NPERS until requested by the auditor in June 2002. The agency initiated the
deduction of missed contributions effective June 2002, which was not timely.

-12 -
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COMMENTSAND RECOMMENDATIONS

3. Monitoring of Retirement Contributions (Continued)

County Plan
=  Oneof thirty members tested was required to participate in the Plan effective duly 1, 2001. The

initid contribution was remitted in August 2001. NPERS did not have procedures to determine
if required contributions were missed in the County Plan. Therefore, the county had not been
contacted regarding the missed required contribution and the missed contribution had not been
remitted.

=  Oneof ten counties tested did not remit required contributions timely. The contributions did not
post to the OMNI system for 41 days after the check date on the report. The members lose
interest when contributions are not posted to their accountstimely. The tota contributions were
$1,470.

Without adequate procedures to ensure required contributions are properly remitted and remitted
timely, the risk increases that members vested in the Plans will not receive dl possible benefits, and that
the Plans will not receive al possible forfeiture amounts for members who are not vested at termination.
The risk for errors in the determination of the missed required contribution amounts increases without
procedures to verify the employee' s sdlary for the period of missed required contributions.

We continue to recommend NPERS improve its procedures to ensure
al required and dl insufficient contributions are remitted and remitted
timely. We aso recommend NPERS verify the member’s sdary for the
time period a member has missed contributions to ensure the caculation
of the missed contribution is accurate. Findly, we recommend NPERS
ensure interest is posted to the members accounts for the county with
the late contribution, in accordance with NPERS Rules and Regulations.

NPERS Response. NPERS runs a NEIS payroll report after all payroll processing has been
completed for each month with defined selection criteria that should identify those employees
who have met dligibility requirements for the State Plan, and have not yet begun deductions.
This allows us to monitor the State Plan for eligibility, but clearly, review of the report,
necessary follow-up with agencies, and final determinations and notification cannot be
completed until two — three months following their eligibility date. We must then depend on the
agency personnel to take the steps necessary toward discussion of repayment options and
completion of the Makeup Agreement with the member, and beginning the makeup
contribution deductions. We will continue to monitor the process at a high level, but must state
that a three—six month time frame is not unusual.

Regarding insufficient Employer Make-up Contributions that were addressed in this comment as
well as Comment 2, we ask that the auditors review NPERS Rules and Regulations Title 303,

-13-
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COMMENTSAND RECOMMENDATIONS

3. Monitoring of Retirement Contributions (Concluded)

NPERS Response, Concluded:

Chapter 18-004.01(v). This rule states that “ Any additional employer contribution which is
dependent upon an additional employee contribution shall be made in conjunction with the
employee contribution.” Therefore, matching employer contributions cannot be requested if the
employee share has not been remitted. [If a vested member terminated employment prior to
completion of a make-up agreement, we would not want to provide Employer “ Matching”

Contributions for their account if no employee contributions were remitted.

Finally, one county was found to be more than one month late in remitting contributions due to
problems at the county with staffing as well as computer systems. The contribution file had been
submitted to the recordkeeper, but the county was unaware it had not been received until they
were notified at the end of the month. NPERSwill try to monitor these on a monthly basis, but it
is very difficult when counties are on varying payroll cycles.

4. Unreasonable Travel Expenses

The employer share of members accounts is forfeited when a member is not vested in the Plan. Prior
to April 18, 2002, vesting was attained after a totd of five years of (a) participation in the system plus
(b) digibility and vesting credit. Forfeitures are first used to pay for the adminigrative expenses of the
State and County Employees Retirement Plans. The remainder of the forfeited amount shal be used to
reduce the employer (State or County) contribution. In other words, the State and counties benefit
when adminigtrative expenses of NPERS are lower.

The following travel expenses of the Board were unreasonable. If more economica decisons were
made regarding travel expenses, the State and counties would have more funds available to offset
required employer contributions.

Unreasonable Lodging Expenses

Nebraska Department of Adminigtrative Services (DAS) specifies in the Nebraska Accounting System
(NAS) Manual, Section number CONC-005 — Travel Expense Policies “that a person must be more
than 60 miles from his or her workplace in order to be digible for lodging.”

Good internd control requires procedures to ensure lodging expenses are reasonable and economical.

The Board held aretreat in Nebraska City August 19 — 20, 2001. This location was less than 60 miles
for 9 of the 11 Board members or NPERS employees who attended. Six participants were from
Lincoln, two participants were from Omaha, and one participant was from Papillion. These nine
individuas stayed overnight in Nebraska City at a total lodging cost of $585. One of these nine
participants stayed overnight and did not attend the second day of the retreat. NPERS did not provide
any cost-benefit analyss to document the economic factors considered when making the decison to
hold the retreat in Nebraska City.
-14 -
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4, Unreasonable Travel Expenses (Continued)

Without adequate procedures to ensure travel expenses are reasonable and in accordance with DAS
policies, the risk that plan assets are used to pay for unreasonable expenses increases. As areault, the
amount available to the State and counties to offset employer contributions decreases.

We aso noted the Board has scheduled its annual retreat for August 2002, in Nebraska City, after this
finding was brought to their attention.

We recommend NPERS congder holding its annud retreat in a more
economica location such as Lincoln or Omaha to reduce the cost of
lodging. With the reduction in travel codts, the State and counties
would have more funds available to offset employer contributions.

Overpayment of Lodging Expense

Good internal control requires adequate procedures to ensure payments for expenses are accurate.
NPERS performed its own pre-audit function during the year. DAS specified in the NAS Manud,
Section PREA-002, that an agency with pre-audit authorization is entrusted with the responshility to
ensure payments made are “for goods or services provided to a State agency . . . to ensure the
disbursement of cash . . . had actualy occurred within the guidelines of laws, regulations and standards,
and to ensure the agency has correctly followed the procedure steps for payment to a vendor, NAS
Manual, section PROC-035.”

NPERS overpaid the Lied Conference Center in Nebraska City for the same Board retreat noted
above, in the amount of $1,188. The Board was given a contract rate for lodging per person.
However, the Lied Conference Center a0 billed NPERS for each individud attending the retreet in
addition to the contract amount. The disbursement document was stamped with “ Agency Pre-Audit” to
indicate it had been subjected to NPERS' pre-audit procedures.

Without proper pre-audit procedures to review expenses for payment, the risk of an incorrect payment
increases.

We recommend NPERS review their pre-audit procedures to ensure
they are being performed in accordance with the guiddinesin the NAS
Manud and make any necessary improvements to ensure correct
disbursements are made. We further recommend NPERS request
rembursement for the overpayment.
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4, Unreasonable Travel Expenses (Continued)

Other Unreasonable Expenses

We dso noted one Board member with unreasonable travel expense reimbursements:.

=  One Board member left for the August 19™ retreat on August 17" and was rembursed for
August 17" and 18" med expenses. It is reasonable that a member traveling from western
Nebraska would be reimbursed one day of travel prior to the retreat. However, the member
was reimbursed for two medls totding $33 on August 17" and two medls totding $44 on
August 18", In addition to the unreasoreble reimbursement of meals for one of the days, the
reimbursements on both days exceeded the IRS guiddine for meals in Nebraska, $30.

= The Board member was aso resmbursed for two acoholic beverages as part of one med on
August 17", The rambursement of acoholic beveragesis strictly prohibited by DAS policy.

This document was aso subject to NPERS' pre-audit.

Without an adequate review of expense reimbursement requests by NPERS' pre-audit, there is an
increased risk that unreasonable payments will be made that are not in accordance with DAS policies.

We recommend NPERS review its procedures to ensure expenses
clamed are reasonable and necessary and are dlowable per DAS

policy.

NPERS Response: This comment begins with the point that a retreat discussed and approved by
our Board was unreasonable. Members of the Public Employees Retirement Board (PERB) are
appointed by the Governor and volunteer their time in service to our agency. In order to assist
them in making the crucial decisions that they encounter with their Board responsibilities, we
make every attempt to provide training and information regarding our Plans and the NPERS
organization. The retreat is our way of providing this training to the Board members as well as
giving them the time for interaction that is so critical to efficient and effective functioning as a
Board. Board members find the retreat to be an extremely valuable experience, and so much
more is accomplished than in a one day meeting. Therefore, the retreat was again approved by
the Board for the 2002 year.

The fact that the retreat begins on a weekend (Sunday) made it extremely difficult to “ pool”

member s involved into one vehicle, as the auditors are recommending. Snceit did interfere with
personal schedules, attendees needed their own transportation to meet varying time
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COMMENTSAND RECOMMENDATIONS

4, Unreasonable Travel Expenses (Concluded)

NPERS Response, Concluded:

commitments. We also feel the room cost, with the meal subsidy, was very reasonable, and in
most cases lower than in Lincoln or Omaha. It is unfortunate that due to complications and
misunder standings in the billing method, the initial invoice for the 2001 retreat was overpaid.

The additional finding regarding reimbursements for meals amounting to $33 and alcoholic
beverages are isolated instances as we feel agency reimbursements for expenses are thoroughly
monitored and reviewed.

Auditors Response: We agree with the need to train and educate NPERS Board members.
However, as noted in the comment, we recommend the NPERS find a more economical
location for the retreat, such as Lincoln or Omaha. These locations would be more efficient
since lodging, personal vehicle mileage, and meal costs would be significantly lower.

5. Incorrect Dates

Good interna control requires procedures to ensure the accuracy of information entered into the OMNI
System (the computer software used by the record keeper).

The plan entry and dternate vesting dates recorded in OMNI are critical to determine whether a
member is vested in aplan. When a member is vested, there is an entitlement to the employer share of
contributions to the account. If a member is not vested, the employer share of contributions to the
account isforfeited to the State or County Plan.

State Plan

We noted 2 of 40 members tested had incorrect plan entry dates in OMNI. The dates were different
by one and two months. We aso noted one member with an incorrect dternate vesting date. The
difference was three months.

A dmilar comment was noted in the previous two audit reports. Inaccurate information in OMNI
increases the risk that a benefit payment will be incorrectly processed.

County Plan

NPERS instructed the record keeper to have OMNI default the plan entry date to the firgt of the month
in which OMNI records the member’s first contribution. NPERS indicated this was done to correct a
previous audit finding reating to voluntary participants plan entry dates. However, it appears the
default date has caused more plan entry dates to be inaccurate.

Nine of forty members tested had incorrect plan entry dates in OMNI, ranging from three days to over
one year. We aso noted one of nine members had an incorrect aternate vesting date. The difference
was 5 years.
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COMMENTSAND RECOMMENDATIONS

5. | ncorrect Dates (Concluded)

A smilar comment was noted in the prior audit report. Again, inaccurate information in OMNI
increases the risk that a benefit payment will be incorrectly processed.

We continue to recommend NPERS implement procedures to ensure
the accuracy of the retirement data entered into the OMNI system to
ensure benefit payments are correctly processed.

NPERS Response: As discussed in your comment, NPERS developed a process of automating
the entry date function based on prior year audit comments which stated that entry dates were
occasionally in advance of the date deductions were initiated and contributions were actually
received by the recordkeeper. In a number of cases this process has resulted in deductions taken
from one month’s payroll being received and processed by the system the following month with
an entry date of the following month. This one month difference would only have a negative
impact to a member if termination occurred within one month of their five-year anniversary of
participation, and it was concluded that the member was non-vested.

The audit findings include seven discrepancies of one month or less, and two differences of two
and three months. The remaining two county discrepancies noted of longer duration were not
due to the above situation, but due to eligibility interpretations, and were already included and
addressed under Comment 1.

As stated above, the risk that the one month difference would negatively impact a member would
occur only at distribution time. At termination, vesting is initially reviewed before distribution
paperwork is forwarded to the member. All distribution requests are again verified, and vesting
checked, by NPERS prior to their release to Ameritas for processing of the payment. Vesting is
also checked at Ameritas by comparing the dates within the OMNI system against the
distribution request. Ameritas frequently contacts our office if there is any question regarding
the vesting status before payout is completed. NPERS feels our extensive review process should
affirm that a member’ s vesting status is accurate before any payout of employer contribution is
completed. Therefore, we do not feel the one month discrepancies in the entry dates has caused
an adverse impact to plan administration, and we have not discovered errors in vesting
calculations upon distributions.  With the automation of the system under our Technology
Project, we will continue to use system-generated dates and also monitor any distribution with
termination dates that are within three month of vesting.

Auditors Response: The process described by NPERS related to Ameritas procedures for
verifying vesting dates was not included in Ameritas Report on Service Organizations.
NPERS dso did not perform any work at Ameritas to verify whether the procedure they
described was in place and operating effectively. In order to rely on procedures in place at
the record keeper, the procedures should be included in the Report on Service Organizations,
or NPERS should perform procedures at the record keeper to determine whether the
proceduresarein place and operating effectively.

- 18-
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COMMENTSAND RECOMMENDATIONS

6. Expense Allocation M ethod

Neb. Rev. Stat. Section 84-1503(1)(c) R.S.Supp., 2001 required NPERS “to provide for an equitable
alocation of expenses among the retirement systems administered by the board.”

Sound accounting practice requires an equitable method to allocate expenses of the NPERS to each
retirement plan it administers. Good interna control also requires consistent application of the alocation
method.

NPERS changed its alocation method effective July 1, 2001. The new alocation method was based on
NPERS employees estimates of time spent on each retirement plan. These estimates were reviewed
and approved by each NPERS employee’'s manager. The percentages were reviewed quarterly and
adjusted, if needed. There was no comparison of actud time worked on each plan to the estimate.
Therefore, no verifiable evidence existed to indicate the estimates used were consstent with the actua
amount of time worked on each plan.

We dso noted 2 of 13 documents tested in which the alocation method was not consstently applied.

= The current monthly master lease payments were alocated using the old alocation percentages
of 18% to the State Plan and 8% to the County Plan. The master lease payments are a
ggnificant portion of the plans expenses each month.

= The cost of an Internet program used by both the State and County plan members was
dlocated equaly to each retirement plan. However, the State plan had a membership nearly
two times the membership of the County plan.

Without verifiable evidence that the estimated time worked on each plan is consstent with the actud
time worked on each plan, the risk that expenses are not alocated equitably between the plans
increases.

In order to be in compliance with State Statutes, we recommend
NPERS compare the estimated time spent on each plan to actud time
worked. We aso recommend the percentages used to dlocate
expenses are gpplied consigtently.

NPERS Response: Based on audit results from prior years indicating that member fees were
increasing disproportionately among plans, we felt a review of our current internal cost
allocation process was required. We began by reviewing payroll since it represents almost 60%
of NPERS costs. There appeared to be volatility in the cost allocations that were currently
being allocated at the employee level, and some were difficult tojustify. Thiswas due to the fact
that employees were asked to carefully track their work time per plan for one week in each
guarter. If they worked exclusively on one project for only one plan, all of their time would be
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6. Expense Allocation M ethod (Concluded)

NPERS Response, Concluded:

allocated to that plan, even though normally they may spend time working on all plans. For
example, our education staff may be doing seminars for the School members during the week of
their tracking, and their time allocation would appear as though they only support the school
plan. In reality, they spend time doing seminars for all NPERS plans. Accounting staff simply
averaged these time tracking reports each quarter with other weeks reported and prepared
payroll allocations exclusively from these reports, isolated from any further analysis as to
whether amounts reported were truly representative. The time tracking method required a
significant amount of time for both the employee and the accounting staff, and yet was
producing extremely volatile and undependable results.

In response to the above concerns, new time allocation sheets were prepared for each employee.
They were asked to estimate the percentage of time spent on work for each plan during the
quarter, or, if appropriate, the year if that time frame is more representative, as is the case with
education staff. Most employees did not find it difficult arriving at this percentage breakdown as
many of them work exclusively on one to three plans only. Managers were also asked to review
and sign-off on all allocations prepared by their staff. Questionable areas were subjected to a
mor e thorough review that included estimates of calls involved and paperwork processed. The
overall result from the allocations was reviewed, justified by comparing it to membership
numbers, and results appeared to be very reasonable. It was decided that most agency
administrative expenses would be allocated based on these payroll percentages, as it seems
logical that overhead costs should match the time being spent by the employees working on the
plans. The study has been a significant improvement over the previous process, and the resulting
costs per plan have been justifiable, dependable and less volatile. NPERS feels the method is
definitely more equitable than the previous process, and that the cost allocations are reliable.

Cost allocations for the Master Lease payments are currently being re-reviewed, as the scope of
the Technology Project continues to evolve. We may make adjustments in that cost allocation.

Auditors Response: When estimates are used to allocate expenses to the various Plans, we
recommend a periodic comparison of the estimate to the actual time worked. This
recommendation was made to NPERS in previous audit reports and resulted in the quarterly
employee time tracking mentioned by NPERS. Without a periodic comparison, the risk that
expenses are not allocated equitably between the Plans increases.

7. Receipt of Non-Contributing Member Forms

Neb. Rev. Stat. Section 23-2301(24) R.S.Supp., 2001 stated, “The county shal notify the board
within two weeks after the date such atermination is deemed to have occurred.”

The Nebraska County Retirement Sysem Manud for County Clerks states, “If the employee
terminates or retires, you have two weeks from the date the employee ceases employment to submit
this [NonContributing Member] form to our office.”
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7. Receipt of Non-Contributing Member Forms (Continued)

Good interna control requires procedures to ensure the Non-Contributing Member form is received
timely. The purpose of the Non-Contributing Member form was to verify the employee had terminated
employment. The receipt of the Non-Contributing Member form aso initiated the benefit payment
process a NPERS. When NPERS received the form, they sent the member a disbursement packet,
which included information about payment options and the request for disbursement form.

Five of thirty-nine County members Non-Contributing Member forms tested were not received timely.
Two of thirty-nine County members NonContributing Member forms tested were not on file with
NPERS.

NPERS indicated they reviewed the “ Participants with no Contributions’ report from the record keeper
on amonthly basis A member was listed on this report in any month in which they had a retirement
contribution in the previous month, but not for the current month. NPERS indicated they contacted the
county for any member on the report who did not have a NonContributing Member form on file
However, NPERS did not review this report consstently. NPERS began the review in July 2001 and
then only reviewed September and October 2001.

NPERS is unaware that an employee has terminated employment when a Non-Contributing Member
form is not received. As aresult, the disbursement packet is not sent to the member timely, causing the
entire benefit payment process to be delayed.

We recommend NPERS implement procedures to ensure Non-
Contributing Member forms are received timely. We aso recommend
NPERS congder requesting a legidative change to the statute in order
to implement a required time period consgent with their current
practice.

NPERS Response: Our agency has required additional information from agencies and counties
in order to properly process distributions from accounts upon member termination. No payout
occurs until NPERS receives proper notification of the termination, retirement or death from the
employer. Satute currently includes a requirement that this notification is provided to NPERS
within two weeks, but the time frame was intended to be a guide and a reminder to the
employers that they must not delay. The entire reason for this statute was to “ require” the non-
contributing notice and facilitate the payment process to the member. If the employer islate in
filing the form, there is no enfor ceable penalty that we could assess, and virtually no recourse.

If a report is not received from an employer and a request for distribution has been received
from the member, we always contact the employer for confirmation prior to payout. We are very
proactive about contacting employers when a member files their request for distribution; that is
and should be our focusin this process, and not the date the formis received.
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7. Receipt of Non-Contributing Member Forms (Concluded)

NPERS Response, Concluded:

Additionally, the new system we are designing as part of the Technology Project has the
capability of receiving termination dates directly from employer payrolls through the automated
employer reporting process. Therefore, this statute may not be relevant in the future. This
change in functionality was al so discussed with the auditors.

Auditors Response:  As noted in the comment, two of thirty-nine County members Non-
contributing Member forms were not on file ata NPERS. There was no additional
documentation to support another notification of the termination or retirement.

8. Enrollment Forms Not on File

Good interna control requires procedures to ensure members were digible for participation in the Plan.
NPERS' written county disbursement procedures indicate an enrollment form is required before benefits
are distributed.

NPERS indicated they did not require enrollment forms for calendar year 2001. They used the record
keeper's OMNI System to verify if a member was digible for Plan participation. The plan entry date
was automaticaly loaded into the OMNI System from the date of the member’s first contribution.
NPERS compared the plan entry date to the date of hire before benefits were processed; however,
they did not document the verification process. We discussed documentation of the verification of
digibility in the prior audit report.

Three of thirty-eight members tested in the County Plan did not have an enrollment form on file. There
was no documentation to indicate NPERS had verified the members were igible for Plan participation.
This comment was adso noted in the previous two audits.

Additiondly, there is an increased risk that a benefit payment will be made to an indigible member,
without proper documentation of the verification.

We recommend NPERS document the verification of the member’'s
digibility for Plan participation. We also recommend NPERS consider
revisng their written procedures to be consgtent with their current
practice.

NPERS Response: As stated in Comment 1, agencies and counties are responsible for eligibility
determinations, and enrollment forms are no longer required at NPERS. Before any benefit
payment is made to a terminated member, proper notification (as stated in Comment 7) is
received from the employer. The fact that enrollment forms were not on file is not an exception
to our current procedures as they are not longer required, and will not be required under our
Technology Project system. This was clearly communicated to the audit staff, and they were
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8. Enrollment Forms Not on File (Concluded)

NPERS Response, Concluded:

informed that it would be more efficient to revise written procedures after our Technology
Project is completed. The only risk to the systemin this defined situation would be payment of a
benefit to an “ineligible” member that included an employer contribution. The member would
have to be falsely classified as eligible for five years for this to occur. Also, when NPERS
reviewed the member at time of termination and discovered the ineligibility, no payment of
employer contributions would be made.

Auditors Response: The exceptions noted in this comment were for employees who
terminated prior to the time NPERS changed their proceduresregarding enrollment forms.

9. State Plan Policy M anual

Neb. Rev. Stat. Section 84-1305.01(2) R.S.Supp., 2000 dates, “The director shal develop and
implement an employer education program using principles generaly accepted by public employee
retirement systems so that al employers have the knowledge and information necessary to prepare and
file reports as the board requires.” The Nebraska State Retirement System Manud for State Agencies
is an essentid part of the compliance with this gatute. The Manua is designed to provide State
agencies with guidance on completing forms, new member digibility requirements, sarting retirement
contributions, laws, and adminigrative requirements.

NPERS had not updated the Nebraska State Retirement System Manud for State Agencies since
January 1997.

The risk that agencies are unaware of new procedures and laws increases if the Manual is not updated
inatimdy manner.

We recommend NPERS implement procedures to ensure the Manual is
updated timely in order to comply with the employer education
requirements of section 84-1305.01(2).

NPERS Response: Limited changes have occurred in administrative procedures related to the
Sate Plan, and we feel the manual has been reliable for most functions. Any changes to current
procedures were clearly communicated to agency contact staff through memos and emails.
Auditors were also informed that manuals would not be updated until completion of our current
Technology Project as the system changes will greatly affect the procedures required of the
agencies.
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10. Policy for Starting Contributions When the Plan Entry Dateisin the Middle of the Pay
Period

The Nebraska State and County Retirement Systems Manuas each State, “It is your respongbility as
the [employer] to ensure that contributions to the retirement plan commence within the first pay period
following the effective date of enrollment.” The effective date of enrollment is the first of the month
following the employee' s dection to join the plan under voluntary membership, but must be no later than
the firg of the month following the date the employee satisfies the mandatory participation requirements.

NPERS policy did not state whether contributions should begin in the pay period that included the
effective date of enrollment, or the fird full pay period following the effective date of enrollment. We
noted State agencies and counties handled the first contribution inconsistently.

We recommend NPERS develop a cear policy for beginning
contributions when the participation date fdls in the middle of a pay
period to ensure agencies and counties handle the Stuation consstently.

NPERS Response: As guidance to employers on contribution start dates, our current Manual
states that “ contributions to the retirement plan commence within the first pay period following
the effective date of enrollment.” We have encountered many differing interpretations of the
above phase, such as questions regarding the meaning of “ within” and “ period following.” Our
goal is to make a reasonable interpretation of the statute that can easily be followed by all
employersinvolved. Since employer reporting from state agencies and counties represents many
different and often very unigue payroll periods, we have also attempted to maintain a flexible
policy regarding the initial period of contributions in order to accommodate the various payroll
periods. We are also considering a “ tolerance period” , as we do not want employers faced with
insignificant make-up contributions.

Defining this start date as “the pay period that included the effective date” may result in
contributions before the member is actually eligible, and yet stating that it should be “ the first
full pay period following the effective date” opens questions as to whether a monthly pay period
beginning on the first would meet the definition of following. Rather than attempt to define to all
agencies and counties exactly which bi-weekly or semi-monthly pay period contributions must
begin, we have instructed them to begin contributions in the month that the member becomes
eligible.

NPERS Overall Response: In conclusion, we are very pleased that no “ material instances of
noncompliance” or “ material weaknesses in internal control” were disclosed during this very
thorough audit of the Sate and County Plans. Considering the time commitment our staff has
made to the Technology Project during the 2001 plan year, we are reassured that proper
procedures are in place to protect the system, even in times of excessive workloads.
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NPERS Overall Response, Concluded:

We also must express our concern for the amount of time that was expended by your staff, and
required by our staff, to complete this audit. There does not appear to be consideration or
recognition of the time and cost constraints our agency is faced with in maintaining the vast
amount of data for which we are responsible. We would appreciate open communication in
attempting to resolve some of these fairly inconsequential findings.

Auditors Response: Although no material weaknesses were reported, several reportable
conditions were noted. Reportable conditions involve matters coming to our attention relating
to significant deficiencies in the design or operation of the internal control over financial

reporting. During the course of our audit, other matters may also come to our attention

involving internal control or compliance. When findings are noted, additional audit hours are
often needed to investigate the problems and determine any additional procedures needed.

Our audits are conducted in accordance with generally accepted auditing standards and
Government Auditing Standards. Audits include deter mining whether financial information is
fairly presented in accordance with generally accepted accounting principles, whether the
entity has adhered to compliance requirements, and whether the internal controls are suitably
designed and implemented. State Statute requires an annual audit of the State and County
Retirement Plans. Wefed the time expended by our staff to complete thisrequired audit was
very reasonable considering the problems encountered, the amount of dollars involved, and

thefiduciary nature of the Plans. We are aware of thetime and effort expended by your staff
in the completion of the audit, and appreciate your cooperation and assistance.
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NEBRASKA PUBLIC EMPLOYEES RETIREMENT SYSTEMS
STATE AND COUNTY EMPLOYEES RETIREMENT PLANS

INDEPENDENT AUDITORS REPORT

We have audited the accompanying Statements of Plan Net Assets of the Nebraska
Public Employees Retirement Systems (NPERS) - State and County Employees
Retirement Plans as of December 31, 2001, and the related Statements of Changes
in Plan Net Assats for the year then ended, as listed in the Table of Contents.

These financid satements are the responsbility of the NPERS management. Our
respongbility is to express an opinion on these financid statements based on our
audit.

We conducted our audit in accordance with auditing standards generally accepted
in the United States of America and the standards goplicable to financid audits
contained in Government Auditing Standards issued by the Comptroller Generd
of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financid Statements are free of
materid mistatement. An audit incdludes examining, on a test bass, evidence
supporting the amounts and disclosures in the financid statements. An audit dso
includes assessing the accounting principles used and sgnificant estimates made by
management, as well as evauding the overdl financia statement presentation. We
believe that our audit provides a reasonable basis for our opinion.

As discussed in Note 1, the financid statements present only the Nebraska Public
Employees Retirement Systems - State and County Employees Retirement Plans
and are not intended to present fairly the financid position and results of operations
of the Nebraska Public Employees Retirement Systems in conformity with generaly
accepted accounting principles.

In our opinion, the financia Statements referred to above present farly, in al
materid respects, the financid pogtions of the Nebraska Public Employees
Retirement Sysems - State and County Employees Retirement Plans as of
December 31, 2001, and the results of each Plan’s operations for the year then
ended in conformity with accounting principles generdly accepted in the United
States of America
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In accordance with Government Auditing Standards, we have aso issued our report dated July 18,
2002 on our consderation of the Nebraska Public Employees Retirement Systems - State and County
Employees Retirement Plans internd control over financid reporting and on our tests of each plans
compliance with certain provisons of laws, regulaions, and contracts. That report is an integral part of
an audit performed in accordance with Government Auditing Standards and should be read in
conjunction with this report in considering the results of our audit.

Our audit was performed for the purpose of forming an opinion on the financid satements of the
Nebraska Public Employees Retirement Systems - State and County Employees Retirement Plans
taken as awhole. The accompanying supplementary schedule is presented for purposes of additional
andyss and is not a required part of the financid statements of the Nebraska Public Employees
Retirement Sysems - State and County Employees Retirement Plans.  Such information has been
subjected to the auditing procedures gpplied in the audit of the financid statements and, in our opinion,
isfairly sated, in al materid respects, in rdation to the financial statements taken as awhole.

(i Redime, COA

July 18, 2002 Assigtant Deputy Auditor
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NEBRASKA PUBLIC EMPLOYEES RETIREMENT SYSTEMS
STATE AND COUNTY EMPLOYEES RETIREMENT PLANS
STATEMENTS OF PLAN NET ASSETS
AS OF DECEMBER 31, 2001

STATE COUNTY
ASSETS

Deposits with State Treasurer $ 514 $ 747

Receivables:
Contributions 7,902 446,378
Interest 732,911 176,085
Investments, at fair value (Note 3) 568,706,035 135,626,846
Guaranteed investment contracts, at contract value (Note 3) 173,557,599 41,730,963
Invested securities lending collateral (Note 3) 4,622,192 1,108,454
Total assets 747,627,153 179,089,473

LIABILITIES

Administration expense payable 43,158 19,291
Accrued compensated absences (Note 6) 24,424 14,308
Investment fees payable 98,598 23,600
Obligations under securities lending (Note 3) 4,622,192 1,108,454
Total liabilities 4,788,372 1,165,653
Net assets held in trust for pension benefits $ 742,838,781 $ 177,923,820

See accompanying notes to the financial statements.
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NEBRASKA PUBLIC EMPLOYEES RETIREMENT SYSTEMS
STATE AND COUNTY EMPLOYEES RETIREMENT PLANS
STATEMENTS OF CHANGES IN PLAN NET ASSETS
FOR THE YEAR ENDED DECEMBER 31, 2001

STATE COUNTY
Additions:
Additions to net assets attributed to:
Investment income:
Net income (loss) from investing activities (11,399,591) $ (2,526,806)
Securities lending income 87,986 21,100
Securities lending expense (75,942) (18,212)
Total net investment income (11,387,547) (2,523,918)
Contributions:
Employee 19,754,172 5,715,809
Employer (Note 4) 30,065,496 8,127,922
Total contributions 49,819,668 13,843,731
Total additions 38,432,121 11,319,813
Deductions:
Deductions from net assets attributed to:
Benefits paid to participants 41,118,137 7,924,949
Administrative expenses 826,910 403,034
Total deductions 41,945,047 8,327,983
Net increase (decrease) (3,512,926) 2,991,830
Net assets held in trust for pension benefits:
Beginning of year 746,351,707 174,931,990
End of year 742,838,781 $ 177,923,820

See accompanying notes to the financial statements.
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NEBRASKA PUBLIC EMPLOYEES RETIREMENT SYSTEMS
STATE AND COUNTY EMPLOYEES RETIREMENT PLANS

NOTESTO FINANCIAL STATEMENTS

For the Y ear Ended December 31, 2001

Background

The Nebraska Public Employees Retirement Systems was restructured by the Legidature in 1971 to
adminigter the existing Nebraska retirement systems.  Currently, NPERS is respongble for the
adminidration of five retirement plans and the Deferred Compensation Plan.  The five retirement plans
administered are as follows:

Name Type
School Employees Retirement Defined Benefit
State Patrol Retirement Defined Benefit
Judges Retirement Defined Benefit
State Employees Retirement Defined Contribution
County Employees Retirement Defined Contribution

NPERS is a part of the State of Nebraska reporting entity. The five retirement plans are classfied asa
pension trust fund type and the Deferred Compensation Plan is classified as an expendable trust fund
type in the State of Nebraska Comprehensive Annua Financid Report.

Separate reports have been issued for the School Employees, Judges, and State Patrol Retirement
Plans and the Deferred Compensation Plan.

The financid statements reflect only the two defined contribution plans, the State and County Employees
Retirement Plans and do not reflect dl activity of the Nebraska Public Employees Retirement Systems.

1. Plan Descriptions

The following summary description of the NPERS is provided for generd information purposes.
Participants should refer to Neb. Rev. Stat. Section 84-1301 through 84-1333, R.R.S. 1999,
R.S.Supp. 2000, and R.S.Supp. 2001 for the State Employees Retirement Plan, and Neb. Rev.
Stat. Sections 23-2301 through 23-2335, R.R.S. 1997, R.S.Supp. 2000, and R.S.Supp. 2001
for the County Employees Retirement Plan for more complete information.

A. Nebraska State Employees Retirement Plan - Defined Contribution

This single employer plan became effective by statute on January 1, 1964, and is a
defined contribution plan that covers State employees.
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Plan Descriptions (Continued)

Prior to April 18, 2002, participation in the State Employees Retirement Plan was
required for al permanent full-time employees (working one-hdf or more of the
regularly scheduled hours) upon reaching the age of 30 and completion of 24 months of
continuous service. Voluntary participation was permitted upon reaching age 20 and 12
months of permanent, full or part-time (less than one-haf of regularly scheduled hours)
servicewithin afive-year period.

2002 Neb. Laws LB 687, Section 13, effective April 18, 2002, requires al permanent
full-time employees who have 12 continuous months of service to begin participation in
the retirement sysem. All permanent full-time or permanent part-time employees who
have 12 months of service within a five-year period, and who have attained the age of
20, may exercise the option to begin participation in the retirement system.

Each member contributes 4.33 percent of his or her monthly compensation until $364
has been contributed and 4.8 percent of pay for the rest of the cdendar year. The State
matches a member’s contribution at a rate of 156 percent. The employee's and
employer’ s contributions are kept in separate accounts.

The employee's account is fully vested. Prior to April 18, 2002, the employer’s
account was fully vested after five years plan participation plus digibility and vesting
credit, or at retirement. Legidative Bill 687 changed the vesting requirement to a total
of three years of participation in the system, including the twelve month digibility period
or credit for participation in another governmenta plan prior to actua contribution to the
Man.

The amount contributed by the State for terminated employees who are not fully vested
is forfeited and used to reduce NPERS expenses and then reduce employer
contributions.  As of December 31, 2001, there were 12,750 active members and
2,070 inactive members,

Nebraska County Employees Retirement Plan - Defined Contribution

In 1973 the State L egidature brought the County Employees Retirement Plan under the
adminidration of the Board. This multiple-employer plan is a defined contribution plan
that covers employees of 91 of the State's 93 counties. Douglas and Lancaster
counties have separate retirement plans for their employees as listed in Neb. Rev. Stat.
Section 23-2301(6) R.S.Supp., 2001.
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Plan Descriptions (Concluded)

Paticipation in the County Employees Retirement Plan is required of dl full-time
employees upon the completion of 12 months of continuous service and of dl full-time
eected officids upon teking office. Full-time or part-time employees (working less than
one-hdf of regularly scheduled hours) may eect voluntary participation upon reaching
age 25 and completing atotal of 12 months service within afive-year period. Part-time
elected officids may exercise the option to join.

Prior to January 1, 2003, county employees and eected officias contribute 4 percent
and commissoned law enforcement personnd (for participating counties with an excess
of eghty-five thousand inhabitants) contribute 6 percent of their total compensation,
respectively. In addition, the County contributes 150 percent. The employee's and
employer’s contributions are kept in separate accounts. Neb. Rev. Stat. Section 23-
2307 R.S.Supp., 2001, operative January 1, 2003, will change the amount the county
employees and elected officials contribute to 4.5 percent of their total compensation.

The employee's account is fully vested. Prior to April 18, 2002, the employer’s
account was fully vested after five years of plan participation plus digibility and vesting
credit, or at retirement. Legidative Bill 687 changed the vesting requirement to a total
of three years of participation in the system, including the twelve month digibility period
or credit for participation in another governmental plan prior to actua contribution to the
Pan.

The amount contributed by the County for terminated employees who are not fully
vested is forfeited and used to reduce NPERS expenses and then reduce employer
contributions. As of December 31, 2001, there were 5,983 active members and 1,083
inactive members.

Summary of Accounting Palicies

Basis of Presentation. The accompanying financid statements of NPERS - State and County
Employees Retirement Plans, have been prepared in conformance with generally accepted
accounting principles (GAAP) as applied to governmenta units. The Governmenta Accounting
Standards Board (GASB) is the accepted standard- setting body for establishing governmental
accounting and financia reporting principles.
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2. Summary of Accounting Palicies (Concluded)

A. Basis of Accounting

The State and County Employees Retirement Plans' financid statements were prepared
on the accrua basis. Investments are presented at fair value or contract vaue, as noted
below, revenues are recorded when earned, and expenditures are recorded at the time
ligbilities are incurred.

B. | nvestments

2002 Neb. Laws LB 407, Section 19, authorizes the State Investment Officer to invest
the State’ s funds in accordance with the prudent man rule. LB 407, Sections 4 and 56
detall investment options for the County Employees Retirement Plan and the State
Employees Retirement Plan, respectively, and require the stable return account to be in
one or more guaranteed investment contracts. Under Neb. Rev. Stat. Section 23-
2301(11) R.S.Supp., 2001, and 84-1301(10) R.S.Supp., 2000, guaranteed investment
contract means “an investment contract or account offering areturn of principa invested
plusinterest at a specified rate.”

Investments, which are held by outsde investment firms, are carried a fair vaue to
properly reflect the asset vaues of the funds at December 31, 2001. Investments are
vaued a quoted market price (closing price) on the last business day of the caendar
year. Guaranteed Investment Contracts are carried at contract value as reported to the
Nebraska Investment Council by the investment fund manager.

Although the assets of the plans are commingled for investment purposes, each plan’'s
assets may be used only for the payment of benefits to the members of that plan, in
accordance with the terms of the plan.

3. I nvestments and Securities L ending

Upon enrollment in the plans, a participant may direct employee contributions in five- percent
increments in any of severd investment options. Employer contributions are required by datute
to be invested in the Employer Fund. There are three pre-mixed funds in which the members
could dlocate their employer account. The following are the invesment options available to
members.

Stable Fund — Funds invested primarily in Guaranteed Investment Contracts (GICs),
Synthetic Investment Contracts (SICs), and other money market instruments. GICsare
deposits with afinancid inditution, usudly an insurance company, who agrees to repay
the principd plus interest a maturity with a guarantee againg capita loss due to the
changing market conditions.
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3. | nvestments and Securities L ending (Continued)

Bond Market Index Fund — Funds employed a passive bond indexing strategy by
investing in awell diverdfied portfolio that is representative of the broad domestic bond
market.

Conservative Premixed Fund — Funds invested in a combination of 25% stocks and
75% fixed income investments. The fund conssted of a mixture of some of the other
investment options in the Plan, including the Bond Market Index Fund, the Money
Market Fund, the S & P 500 Stock Index Fund, the Internationa Stock Fund, and the
Smdl Company Stock Fund.

Moderate Premixed Fund — Funds invested in a combination of 50% stocks and
50% fixed income investments. The fund congsts of a mixture of some of the other
investment options in the Plan, including the Bond Market Index Fund, the S & P 500
Stock Index Fund, the Money Market Fund, the International Stock Fund, and the
Smdl Company Stock Fund.

Aggressive Premixed Fund — Funds invested in a combination of 75% stocks and
25% fixed income investments. The fund consgts of a mixture of some of the other
investment options in the Pan, including the S & P 500 Stock Index Fund, the Bond
Market Index Fund, the Money Market Fund, the Internationd Stock Fund, and the
Smal Company Stock Fund.

S & P 500 Stock Index Fund — Funds invested to replicate the returns and
characterigtics of the S & P 500 Index. The S & P 500 Index is a broad based index
comprised of 500 common stocks representing 90 industries and over 70% of the
capitaization of the U.S. equity market.

Large Company Growth Stock Index Fund — Funds invested to replicate the returns
and characteristics of the Russell 1000 Growth Index. The Russall 1000 Index includes
the 1,000 largest U.S. domiciled stocks based on market capitdization. Growth
characterigtics consgst of higher historica earning and revenue increases per share as
well as higher price ratios to earnings and book values.

Large Company Value Stock Index Fund — Funds invested to replicate the returns
and characterigtics of the Russdll 1000 Vaue Index. The Russdl 1000 Index includes
the 1,000 largest U.S. domiciled stocks based on market capitdization. Vadue
characterigtics consst of lower price ratios to earnings and book vaues for stocks
currently out of favor in the marketplace or with lower forecasted growth rates.
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3. | nvestments and Securities L ending (Continued)

Small Company Stock Fund — The fund objective is capitd gppreciation through
investment in smdl capitdization domestic common stocks. The fund tries to capture
the returns and diversfication benefits of a broad cross-section of smal U.S
companies.

International Stock Fund — Funds invested in established stocks of companies based
outsde of the United States.

Money Market Fund — Funds invested in a diversified portfolio of high qudity, short-
term instruments such as U.S. government and agency obligations, commercid paper,
repurchase agreements, bankers acceptances, certificates of deposits, time deposits,
and corporate bonds.

Employer Conservative Fund — Funds invested in a combination of 25% stocks and
75% fixed income investments. The fund condsts of a mixture of some of the other
investment options in the Pan, including the Bond Market Index Fund, the Money
Market Fund, the S & P 500 Stock Index Fund, the Small Company Stock Fund, and
GICs.

Employer Moderate Fund — Funds invested in a combination of 50% stocks and
50% fixed income investments. The fund conssts of a mixture of some of the other
investment options in the Plan, including the S & P 500 Stock Index Fund, the Bond
Market Index Fund, the Money Market Fund, the Small Company Stock Fund, and
GICs.

Employer Aggressive Fund — Funds invested in a combination of 75% stocks and
25% fixed income investments. The fund conssts of a mixture of some of the other
investment options in the Plan, including the S & P 500 Stock Index Fund the Bond
Market Index Fund, the Smal Company Stock Fund, and GICs.

GASB Statement Number 3 requires government entities to categorize invesments for the
purpose of giving an indication of the level of risk assumed by the entity at year-end. Category
1 includes investments that are insured or registered, or for which securities are held by the
System or its agent in the name of the System. Category 2 includes uninsured or unregistered
investments for which securities are held by the bank’s trust department or agent in the name of
the System. Category 3 includes uninsured and unregistered investments for which the securities
are held by the broker or dedler but not in the System’s name.

Neb. Rev. Stat. Section 72-1243 R.R.S. 1996, authorizes the State Investment Officer to
direct the invesment and reinvestment of money in dl State funds not currently needed
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| nvestments and Securities L ending (Continued)

and order the purchase, sale, or exchange of securities for such funds. The State Investment
Officer participates in securities lending transactions, where securities are loaned to broker-
deders and banks with a smultaneous agreement to return the collatera for the same securities
in the future. The NPERS cudgtodid bank administers the securities lending program and
receives cash, United States Government or government agency obligations, or convertible
bonds at least equd in vaue to the market vaue of the loaned securities as collatera for
securities of the type of loan at year end. Securities lent at year-end for cash collateral are
presented as unclassified in the following schedule of custodid risk. Securities lent for securities
collaterd are classfied according to the category for the collateral. At year-end NPERS had no
credit risk exposure to borrowers because the amounts NPERS owes the borrowers exceed
the amount the borrowers owe NPERS. There are no redrictions on the amount of securities
that can be loaned, and there were no losses resulting from borrower default during the year.

Generdly, either NPERS or the borrowers can terminate securities loans on demand. Cash
collaterd isinvested in one of the lending agent’s short-term investment pools that had average
durations of 68 and 75 days. Because loans were terminable at will, their duration did not
generdly match the duration of the investments made with cash collaterd. There is no loss
indemnification provided to NPERS by the contract with the custodian.

Short-term investments are invested in State Street Globa Advisors Short Term Investment
Fund, which is a money market fund. Mutud funds are not categorized securities and are not
required to be categorized for GASB Statement Number 3.

Stae and County Employees Retirement Plans have severa contracts with insurance
companies. The accounts are credited with interest earnings and charges for plan withdrawals
and expenses as stated in the contract. The contracts are included in the financid statements a
December 31, 2001 at contract value as reported to the Nebraska Investment Council by the
investment fund manager. Contract vaue represents contributions made under the contract,
plus earnings, less withdrawas, and expenses. The December 31, 2001, baance was
$173,557,599 for the State Employees Retirement Plan and $11,730,963 for the County
Employees Retirement Plan.  Activity is recorded in the Stable Fund and the Employer Funds.
GlCsare not required to be categorized per GASB 3.

The S & P 500 Stock Index Fund, Internationad Stock Fund, Money Market Fund, Bond
Market Index Fund, Large Company Growth Stock Index Fund, Large Company Vaue Stock
Index Fund, and Small Company Stock Fund are investments held in externd pools. The
| nternationd Sock Fund is regigered with the  Security  Exchange
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| nvestments and Securities L ending (Concluded)

Commisson (SEC). The other externd pools are bank-registered funds regulated by bank
examiners. Thefar vaue of their position in the poal is the same as the vadue of the pool shares.

The following is a summary of the type of investments at carrying vaue a December 31, 2001.:

Not Categorized

Investments held in externd pools $ 704,332,881
Guaranteed Investment Contracts 144,503,268
Synthetic Investment Contracts 65,154,531

Investments held by broker-deders Under Securities
Loan with Cash Collaterd

Synthetic Investment Contracts 5,630,763
Securities Lending Short-Term Collatera Investment Pool 5,730,646
TOTAL $ 925,352,089

State County Total
Investments,  fair vdue $568,706,035 $135,626,846 $704,332,881
Guaranteed Investment Contracts 173,557,599 41,730,963 215,288,562
Invested Securities Lending Colleaterd 4,622,192 1,108,454 5,730,646
Tota Investments $746,885,826  $178,466,263  $925,352,089

Employer Contributions

Employer contributions are reported net of forfeitures. Forfeitures result when a member
terminates prior to vedting in the employer contribution portion of his or her account. In
accordance with Neb. Rev. Stat. Sections 23-2319.01(1) R.S.Supp., 2000, and
84-1321.01(1) R.S.Supp., 2000, forfeitures are first used to pay administrative expenses of the
Boad. The remaning baance shdl then be used to reduce State and County employer
contributions respectively.  The balance of the forfeiture accounts a December 31, 2001 was
$974,954 for the State Plan and $300,039 for the County Plan.

Contingencies and Commitments

Obligations Under Other Financing Arrangements. The State of Nebraska, through the
Department of Adminigrative Services (DAS) — Accounting Divison, has a Master Lease
Agreement to be used by various agencies to purchase equipment. In December 2000, the
Board first used this financing arrangement to finance the acquisition and ingdlation of certain
information technology equipment.
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Contingencies and Commitments (Concluded)

The first Master Lease Agreement was for $1,597,620 including interest costs of $262,620. A
summary of the future minimum contractua obligetions for the first agreement, induding interest
at arate of 5.239% as of December 31, 2001, isasfollows:

Y ear Principa Interest Total
2002 171,591 56,640 228,231
2003 180,800 47,431 228,231
2004 190,504 37,727 228,231
2005 200,728 27,503 228,231
2006 211,501 16,730 228,231
Thereefter 203,833 5,379 209,212

The second Magter Lease Agreement, in November 2001, was for $2,166,847 including
interest codts of $241,847. A summary of future minimum contractua obligations for the
second agreement, including interest a a rate of 3.245% as of December 31, 2001, is as
follows

Y ear Principa Interest Totd
2002 250,596 60,454 311,050
2003 259,239 51,811 311,050
2004 268,180 42,870 311,050
2005 277,429 33,621 311,050
2006 286,997 24,053 311,050
Theresfter 552,114 18,143 570,257

Litigation. The potentid amount of liability involved in litigation pending againg the Board, if
any, could not be determined a this time. However, it is the Board's opinion that find
Settlement of those matters should not have an adverse effect on the Board's ability to
administer current programs. Any judgment againgt the Board would have to be processed
through the State Claims Board and be approved by the Legidature.

Compensated Absences

All permanent employees working for NPERS earn sick and annud leave and are dlowed to
accumulate compensatory leave rather than being paid overtime. Temporary and intermittent
employees and Board members are not digible for paid leave.

NPERS employees accrue vested annud leave at a variable rate based on years of service.
Generaly, accrued annua leave cannot exceed 35 days at the end of a calendar year.
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Compensated Absences (Concluded)

Employees accrue sick leave at a variable rate based on years of service. In generd, accrued
sck leave cannot exceed 180 days for employees under the Nebraska Classified System
Personne Rules and Regulations. In generd, there is no maximum limit on the accumulation of
sck days for employees under alabor contract. Sick leave is not vested except upon death or
upon reeching the retirement digibility age of 55, & which time the State is liable for 25 percent
of the employee's accumulated sick leave. Employees under labor contracts can be paid a
maximum of 50 days.

Both plans recognize the expense and accrued liability when vacation and compensatory leaveis
earned or when sick |eave becomes vested.

The liability for the vested portion of compensated absences for each plan at December 31,
2001, isasfallows

State County
Employees Employees
Annud Leave $ 16,095 $ 9,429
Sick Leave 8,122 4,758
Compensatory Leave 207 121
$ 24424 % 14,308

Subsequent Events

Cash Balance Plan

2002 Neb. Laws LB 687, Sections 1, 3, and 6 discuss changes to the State and County Plans.
In January 2000, the Public Employees Retirement Board and the Nebraska Retirement
Systems Committee of the Legidature recommended a coordinated strategy be developed for
long-term management of the Nebraska Public Employees Retirement Systems.  The strategy
included a review of benfits, funding, and investment management. Among cther things, the
study found that state and county retirement systems do not meet adequacy needs and that such
systems rank below median in the amount of initid norma retirement benefit and thet, as defined
contribution plans, such plans are dependent upon significant investment performance and
subgtantia contributions, even though such plans are dso subject to sgnificant volatility in the
delivery of such benefits.

Legidative Bill 687 made the following changes (in addition to changes mentioned previoudy),
effective January 1, 2003:
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Subseguent Events (Concluded)

State and county employees are provided with a choice between a traditiond defined
benefit plan or cash baance plan, and the current defined contribution plan. The cash
balance benefit means a member’s retirement benefit that is equa to an amount based
on annua employee contribution credits plus interest credits and, if vested, employer
contribution credits plus interest credits.

Members of the State and County Employees Retirement Plan must make an dection whether
to enter the new cash baance plan or remain in the defined contribution prior to January 1,
2003.

Madger L ease Agreement

A third Master Lease Agreement was entered into by NPERS in July 2002. The contracted
amount of $6,029,861 includes interest payments of $644,861. Theinterest rate is 3.129%.
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SCHEDULE OF SERVICE EFFORTS AND ACCOMPLISHMENTS

1997 1998 1999 2000 2001
STATE
Members:
Active 13,165 13,025 12,840 12,861 12,750
Inactive 1,570 1,438 1,656 1,828 2,070
Total Members 14,735 14,463 14,496 14,689 14,820
Administrative Expenses: (1)
PERS $ 287,779  $ 249879 $ 263,287 $ 523,675 $ 342,389
Total Expenses (3) $ 448,702 $ 435,124 % 440,278 $ 804,471 § 727,002
Average Administrative Expense
Per Member (2) $ 30 S 30 S 30 S 55 % 49
COUNTY
Members:
Active 6,038 6,071 5,840 5,921 5,983
Inactive 864 810 877 951 1,083
Total Members 6,902 6,881 6,717 6,872 7,066
Administrative Expenses: (1)
PERS $ 160,842  § 137,693 $ 158,164  $ 292,074 $ 167,475
Total Expenses (3) $ 290,474 $ 224,447 $ 241,613  $ 425,022 $ 351,980
Average Administrative Expense
Per Member (2) $ 42 3 33 % 36 S 62 S 50

(1) Administrative Expenses are on a Cash Basis.
(2) Calculated: Total Administrative Expenses/Total Members=Avg. Admin. Expense
(3) Total administrative expenses included NPERS expenses paid from forfeitures and record keeper fees charged to Plan

members.
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$60
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$50
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State $30 $30 $30 $55 $49
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NEBRASKA PUBLIC EMPLOYEES RETIREMENT SYSTEMS
STATE AND COUNTY EMPLOYEES RETIREMENT PLANS
REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER
FINANCIAL REPORTING BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

We have audited the financid satements of the Nebraska Public Employees
Retirement Systems - State and County Employees Retirement Plans as of and for
the year ended December 31, 2001, and have issued our report thereon dated July
18, 2002. The report was modified to emphasize that the financid Statements
present only the Nebraska Public Employees Retirement Systems - State and
County Employees Retirement Plans. We conducted our audit in accordance with
generaly accepted auditing standards and the standards applicable to financid
audits contained in Government Auditing Standards, issued by the Comptroller
Generd of the United States.

Compliance
As part of obtaining reasonable assurance about whether the Nebraska Public

Employees Retirement Systems - State and County Employees Retirement Plans
financid datements are free of materid misstatement, we performed tests of its
compliance with certain provisons of laws, regulations, contracts and grants,
noncompliance with which could have a direct and maerid effect on the
determination of financid satement amounts. However, providing a opinion on
compliance with those provisons was not an objective of our audit and,
accordingly, we do not express such an opinion. The results of our tests disclosed
no instances of noncompliance that are required to be reported under Gover nment
Auditing Standards. We noted certain immateria instances of noncompliance that
we have reported to management of the Nebraska Public Employees Retirement
Systems - State and County Employees Retirement Plans in the Comments Section
of this report as Comment Number 1 (County Plan Membership Eligibility),
Comment Number 3 (Monitoring of Retirement Contributions), Comment Number
4 (Unreasonable Travel Expenses), and Comment Number 7 (Receipt of Non-
Contributing Member Forms).
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Internal Control Over Financid Reporting

In planning and performing our audit, we consdered the Nebraska Public Employees Retirement
Sysems - State and County Employees Retirement Plans interna control over financid reporting in
order to determine our auditing procedures for the purpose of expressng our opinion on the financid
gatements and not to provide assurance on the interna control over financia reporting. However, we
noted certain matters involving the internal control over financid reporting and its operation that we
congder to be reportable conditions. Reportable conditions involve matters coming to our attention
relating to sgnificant deficienciesin the design or operation of the interna control over financid reporting
that, in our judgment, could adversdy affect the Nebraska Public Employees Retirement Systems -
State and County Employees Retirement Plans ability to record, process, summarize and report
financid data consgent with the assertions of management in the financid datements. Reportable
conditions are described in the Comments Section of the report as Comment Number 1 (County Plan
Membership Eligibility), Comment Number 2 (Inadequate Resolution of Prior Audit Findings),
Comment Number 3 (Monitoring of Retirement Contributions), and Comment Number 5 (Incorrect
Dates).

A materid weakness is a condition in which the design or operation of one or more of the internd

control components does not reduce to ardatively low leve the risk that misstatements in amounts that
would be materid in rdation to the financid statements being audited may occur and not be detected
within a timely period by employees in the norma course of performing their assgned functions. Our
congderation of the internd control over financid reporting would not necessarily disclose dl mattersin
the internal control that might be reportable conditions and, accordingly, would not necessarily disclose
al reportable conditions that are dso consdered to be materiad weaknesses. However, we consider
none of the reportable conditions described above to be materiad weaknesses. We also noted other
matters involving internd control over financid reporting that we have reported to management of the
Nebraska Public Employees Retirement Systems - State and County Employees Retirement Plansin the
Comments Section of the report as Comment Number 4 (Unreasonable Travel Expenses), Comment
Number 6 (Expense Allocation Method), Comment Number 7 (Receipt of NorContributing Member
Forms), and Comment Number 8 (Enrollment Forms Not on File).

This report is intended for the information of management and State regulatory agencies. However, this
report isamatter of public record and its digtribution is not limited.

(i Redime, COA

July 18, 2002 Assgant Deputy Auditor
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