ATTESTATION REPORT
OF THE
NEBRASKA STATE TREASURER
JULY 1, 2002 THROUGH JUNE 30, 2003 AND
FOR THE PERIOD JULY 1, 2003
THROUGH JANUARY 6, 2004 AND
OTHER AUDITORS REPORTSON THE
NEBRASKA EDUCATIONAL SAVINGSPLAN TRUST
DECEMBER 31, 2002

Thisdocument isan official public record of the State of Nebraska, issued by
the Auditor of Public Accounts.

M odification of this document may change the accuracy of the original
document and may be prohibited by law.



NEBRASKA STATE TREASURER

TABLE OF CONTENTS

Background Information Section
Background

Comments Section
Exit Conference
Summary of Comments
Comments Without Recommendations
1. Invedtigation of State Treasurer Byrd
2. Internd Control Structure
Comments and Recommendations
1. NebraskaInformation System
2. Payroll Pdlicies, Procedures, and Internd Controls

TIOMmMOOmP

Payroll Allocation/Compliance with A-87 Requirements
Timesheets - Employeesin the TM, UP, and NCSP Divisons
Lack of Segregation of Duties Over Payroll

Authorizationto Support Salary Rates

Authorization to Support Leave Used

Compensatory Time Recorded on NIS

One-Time Payments/Bonuses

Bdancing of Vacation Leave

Vacation Leave Payout

3. Expenditures
A. Lack of Supporting Documentation/Origina Invoices

L

ACTIO@TMMOUOW

Purchase of Scanners

Cost Allocation Between Programs
Prepayments

Use of DAS State Purchasing Bureau
Reconciliation of Disbursement Documents to the Genera Ledger
Contracts Not on File

Fees Per Invoice Do Not Match Fee Schedule
Questionable Expenditures

Invoices Not Paid Timely

Outstanding Warrants

Contracts

M. Contract Overpayment
4. Treasury Management Banking Functions

mmoow>

Review of Bank Activity

Bank Reconciliaions

Master Month-End Reconciliation
Pledged Collatera

Treasurer’s Report

Investment Interest for the SDU Fund

Begin on
Page

10
12

14
16
17
18
19
20
20
22
22
23
24
25
26
29
33
35
36
37
37
38
39
40
40
41
43

45
46
46
48
49
50



NEBRASKA STATE TREASURER

TABLE OF CONTENTS
(Continued)

Comments Section, Continued

5.

0.

Undamed Property

Public Sde of Unclamed Property
Trandfers Not Conducted Timely

Public Notice of Unclaimed Property
Claimant Proof of Ownership Not on File
Lack of Segregation of Dutiesin Unclaimed Property
Recording of Unclaimed Property Receipts
Reporting of Unclaimed Property
Unclaimed Property Securities

Unclaimed Property Safety Deposit Boxes
Outstandl ng Warrants

A. Outstanding Warrants Procedures Review
B. Outgtanding Warrants Report

C. Cumulative Warrant Register

D. Cancellation Procedures

Fixed Assets

A. Lack of Segregation of Duties Over Fixed Assets
B. Missng Assets/Assets Not Tagged

C. Disposd of Assets

State Disbursement Unit (SDU)

SDU Bank Reconciliaion

Reconciliation Processes

TIOMmMOOmP

Misapplied Payments
Daily Suspense Report
Federad Reporting
Transfers and Allocations

mmoow>

Financial Section
Independent Accountant’ s Report

Schedule of Revenues, Expenditures, and Changes in Fund Balances

for the Fiscd Y ear Ended June 30, 2003

Schedule of Revenues, Expenditures, and Changes in Fund Balances

for the Period July 1, 2003 through January 6, 2004

Nebraska Educationa Savings Plan Trugt - Statement of Assets and

Liabilities as of December 31, 2002

Nebraska Educationa Savings Plan Trust - Statement of Operations

for the Year Ended December 31, 2002

Nebraska Educational Savings Plan Trust - Statement of Changesin

Net Asseats for the Year Ended December 31, 2002

Beginon
Page

Bad Debt, Duplicate Warrants, and Cancelled Warrants

51
51
52
53

55
56
56
58
59
61
61

GRRY

65
66
67
67
67
69
70
75
77
79
80

82

85

90

96

97

98



NEBRASKA STATE TREASURER

TABLE OF CONTENTS
(Continued)
Begin on
Page
Financial Section, Continued
Notes to the Schedules 99
Nebraska Educational Savings Plan Trust - Notesto the
Financid Statements 112

Government Auditing Standar ds Section
Report on Compliance and on Interna Control Over
Financid Reporting Based on an Examination of
the Schedule of Revenues, Expenditures, and Changes
in Fund Balances Performed in Accordance with
Government Auditing Standards 140



NEBRASKA STATE TREASURER

BACKGROUND

The Nebraska State Treasurer, isacongitutiond officer, elected to aterm of four years, and can bere-
elected for a second consecutive term.  The State Treasurer receives and keeps all money of the State
as designated by law. The State Treasurer disburses these funds by eectronic means or by warrants
lawfully drawn upon the State Treasury. The State Treasurer kegps a comprehensive account of al

money received and disbursed. The State Treasurer determines al banking relationships for the State
and sdlects a custodia bank for the State for custody of al securities purchased. Cash management,
ensuring only lawfully drawn warrants are paid, and the administration of the Unclamed Property Act
are primary functions of the Agency. The State Treasurer o maximizes interest income by increasng
the amount of money available for investment through enhanced cash management procedures and by
increasing the eectronic movement of money. The State Treasurer is responsble for administering the
Nebraska College Savings Program. The State Treasurer is responsible for the receipting and
disbursement of child support as a pat of the datewide sysem for receipt, distribution, and
disbursement of child support. A portion of the cost of operating the Statewide child support system is
received from the federa child support program.



NEBRASKA STATE TREASURER

EXIT CONFERENCE

An exit conference was held April 6, 2004 with the Nebraska State Treasurer to discuss the results of
our examination. Those in attendance for the Nebraska State Treasurer were:

NAME TITLE

Ron Ross State Treasurer
Scott Yank Deputy State Treasurer




NEBRASKA STATE TREASURER

SUMMARY OF COMMENTS

During our examination of the Nebraska State Treasurer, we noted certain matters involving theinternd
control over financia reporting and other operational matters which are presented here.

COMMENTSWITHOUT RECOMMENDATIONS

1.

Investigation of State Treasurer Byrd: On August 20, 2003, the Nebraska State Patrol
initiated an investigation of State Treasurer Byrd regarding the issuance of State warrants within
the State accounting system that did not have the required documentation attached authorizing
the issue of such warrants. On November 26, 2003, State Treasurer Byrd plead guilty to one
count of Officia Misconduct. Treasurer Byrd was sentenced on December 23, 2003, to 300
hours of Community Service and resigned her position effective January 6, 2004.

Internal Control Structure: In gaining an understanding of the Control Structure of the State
Treasurer’s office for the fisca year ended June 30, 2003 and for the period July 1, 2003
through January 6, 2004 we concluded the Control Structure was not conducive to fair financia
presentation, as management (State Treasurer Byrd) chose to override certain internd controls,
as reflected in the Nebraska State Patrol investigation report summary.

COMMENTSAND RECOMMENDATIONS

Nebraska Information System: Significant areas of concern or areas where improvement to
the Nebraska Information System (NIS) is needed to ensure NIS integrity and operationd
efficiency were identified.

Payroll Policies, Procedures, and Internal Controls: In our examination of payroll

expenditures of the State Treasurer’ s office we noted the following:

A. Payroll Allocation/Compliance with A-87 Requirements - The State Treasurer’s
office was in noncompliance with State or Federd laws or regulations.

B. Timesheets - Employees in the TM, UP, and NCSP Divisions - There were no
time records to support some employees worked 40 hours per week.

C. Lack of Segregation of Duties Over Payroll - We noted internal control should be
improved.

D. Authorization to Support Salary Rates - For 13 of 17 employees tested we were
unable to locate adequate documentation authorizing the sdary rates paid. In addition,
for 8 of the 13 employees we aso could not locate adequate documentation authorizing
their sdlary changes from January 2003 through December 2003.

E. Authorization to Support Leave Used - For 4 of 17 employees tested we were
unable to locate adequate documentation authorizing certain vacation or sick leave used.



NEBRASKA STATE TREASURER

SUMMARY OF COMMENTS
(Continued)

COMMENTSAND RECOMMENDATIONS, CONTINUED

2.

F.

G.

Compensatory Time Recorded on NIS - The State Treasurer does not use NIS to
record compensatory time earned and used.

One-Time Payments/Bonuses - The State Treasurer paid in excess of $70,000 in
bonuses which were processed incorrectly in the State accounting system, and we
found no supporting documentation the State Treasurer approved these bonuses.
Balancing of Vacation Leave - We found no supporting documentation to support
the carryover of excessive vacation hoursfor the Deputy State Treasurer.

Vacation Leave Payout - We found no supporting documentation to support vacation
hours used and earned for then-Deputy State Treasurer Byrd.

Expenditures: We examined, on a test bads, expenditures other than payroll expenditures.
We noted the following:

A.

Lack of Supporting Documentation/Original Invoices - The Sate Treasurer did
not have required documentation authorizing the issuance of some warrants.  Twenty-
two warrants totaling $363,546 were issued on February 21, 2003 and the mgority of
these warrants were cancelled on June 27, 2003, totaling $301,401. Three of the
twenty-two warrants totaling $24,560 were not cancelled until January 24, 2004. We
a so noted overpayments and payments being made from photocopies of invoices.
Purchase of Scanners - The State Treasurer did not use a competitive bidding
process to purchase two high-end scanners at a combined purchase price of $627,654
asrequired by State law and State purchasing policies. We aso noted:

No documentation to support the dlocation of this cost to the various State

Treasurer’ s programs,

The aosts of the scanners were recorded in the capital asset records incons stently

with the accounting records, and

Contractua and Federd reporting requirements were not met.
Cost Allocation Between Programs - No documentation was provided to support
the allocation of other expenditures to the various programs totaling $106,391.
Prepayments - We noted significant prepayments to numerous vendors well in advance
of the services actually being provided.
Use of DAS State Purchasing Bureau - Purchases of $417,243 in microcomputer
sysems/related peripherals and software were made by the State Treasurer, other than
the scanners noted above, without a formal bidding process being used as required by
State law and State purchasing palicies.
Reconciliation of Disbursement Documents to the General Ledger - There was
no documentation to support the State Treasurer’s office reconciled accounts payable
documents processed to the General Ledger.

-4-



NEBRASKA STATE TREASURER

SUMMARY OF COMMENTS
(Continued)

COMMENTSAND RECOMMENDATIONS, CONTINUED

3.

G.
H.

Contracts Not on File- Two contract documents were incomplete.

Fees Per Invoice Do Not Match Fee Schedule - The fee schedule to support
amounts paid to one vendor could not be found in the contract file, and dso could not
be supported by informeation from the vendor.

Questionable Expenditures - Questionable expenditures of nearly $6,500 were
identified.

Invoices Not Paid Timely - Thirteen invoices were not pad timdy. We noted
payments from afew days over the 45 day State statute requirement, to payments being
made on invoices that were nearly two years old.

Outstanding Warrants - The State Treasurer was not following up on old outstanding
warrants, and the money for expired Escheat Trust Fund warrants were incorrectly
deposited into the State’s Genera Fund.

Contracts - In atest of 18 of the State Treasurer’ s more significant contracts we noted:
three of the contracts were not sgned by al partiesinvolved; there was no evidence the
contract underwent alegd review for 16 of the contracts; two contracts were not on the
NIS database; and there was no documentation the services were bid out or had
goprova from Depatment of Adminidtrative Services (DAS) Materie Divison for not
following the bidding processfor 17 of the contracts.

Contract Overpayment - The State Treasurer overpaid a contract in the amount of
$338,373.

Treasury Management Banking Functions. The following are the items we noted during
our review of the Treasury Management’ s banking functions:

A.

B.

Review of Bank Activity - There was no documented independent review of bank
reconciliations performed by Treasury Management Steff.
Bank Reconciliations - For two of three reconciliations tested, reconciling items were
not cleared timdy (within a month). The reconciliation for State Street Bank, Medium
Term Investment Pool as of March 31, 2003, included reconciling items totaling $100
million that were older than one month. The reconciliation for US Bank, main account
as of December 31, 2003, included reconciling items totding $192,378 that were older
than one month.
Master Month-End Reconciliation - For the Master Month-End Reconciligtion we
noted the following:
- Recondiling items on the magter reconciliation for four of ten banks tested did not
agreeto the individua reconciliations performed by Treasury Management staff.
For one of ten banks selected, the Ledger balance did not agree to the Treasurer’s
Ledger as of November 30, 2003.

-5-



NEBRASKA STATE TREASURER

SUMMARY OF COMMENTS
(Continued)

COMMENTSAND RECOMMENDATIONS, CONTINUED

4.

C. e The month-end master reconciliation contained lines for reconciling items and a
NAS reconciliation that were no longer used by the Treasurer’s Office.

D. Pledged Collateral - The Treasurer's Office had insufficient pledged collatera to
cover the deposits at US Bank on March 25, 2003 of nearly $18 million. We aso
noted the Treasurer’s Office did not have procedures in place to ensure the securities
used as pledged collatera were dlowable per Satute.

E. Treasurer’s Report - The monthly Treasurer’s Report had not been fully completed
since February 2003.

F. I nvestment Interest for the SDU Fund - Fund 72640, the 1V-D Support Payment
Didributive Fund for the State Disbursement Unit (SDU), a fund of the Department of
Hedth and Human Services (HHS), was being credited for interest earned by the
Medium Term Invesment Pool. However, the Treasurer did not consder this fund
when determining amounts available for investmertt.

Unclaimed Property. During our review of unclaimed property we noted the following:

A. Public Sale of Unclaimed Property - There had been no public sde of uncamed
property conducted since February 1994, a period in excess of nine years.

B. Transfers Not Conducted Timely - One of six transfers was not calculated correctly.
The transfer from the separate trust fund to the Rrmanent School Fund was short
$2,745948. We dso noted three of six transfers were not transferred per the
timeframe required by State Statute 69-1317.

C. Public Notice of Unclaimed Property - The public notice and the letters sent to
potential damants did not contain certain information as required by State statute. We
aso noted there was no documentation to support the required letters were sent within
120 days asrequired by State statute.

D. Claimant Proof of Ownership Not on File - One of fifteen clams tested did not
have proof of ownership on file prior to payment of $8,625.

E. Lack of Segregation of Duties in Unclaimed Property - There was a lack of
segregation of duties in the Unclaimed Property Division.

F. Recording of Unclaimed Property Receipts - Two of thirty-two deposits were not
coded to the proper fund and account.

G. Reporting of Unclaimed Property - The State Treasurer did not enforce State
statutes requiring businesses to report dl unclaimed property. Reporting was on a
voluntary basis.

H. Unclaimed Property Securities - We noted the following during the testing of
unclaimed securities:

One of ten holder reports was not on file with the State Treasurer.
Thirteen of eighty-two securities were not properly recorded in the Wagers System.

-6-



NEBRASKA STATE TREASURER

SUMMARY OF COMMENTS
(Continued)

COMMENTSAND RECOMMENDATIONS, CONTINUED

5.

H.

We noted 9 of 40 holder reports had aggregate amounts reported by the State
Treasurer even though the detail was available to record the property separately by
owner.

We noted 4 of 40 holder reports had aggregate amounts that did not have the
owner’s information reported.

Unclaimed Property Safety Deposit Boxes - We noted the following during the

testing of safety deposit boxes:

One of six safety depost boxes did not have a physicd inventory documented upon
receipt.

One of gx safety deposit boxes did not contain al of the property listed on the
physica inventory sheet.

There were 143 safety deposit boxes received in 2003 that were not entered on the
Unclaimed Property system or the safety deposit box spreadsheet maintained by the
Divison.

There was not an adequate safeguarding of safety deposit boxes kept in the
basement vault.

There was not an independent physica inventory conducted.

Outstanding Warrants In our examingion of outstanding warrants we noted the following:

A.

B.

Outstanding Warrants Procedures Review - There was a lack of documentation to
indicate al procedures were performed.

Outstanding Warrants Report - The June 30, 2003 outstanding warrants report was
not accessible on the State Treasurer’ s website until March 2004, even though the State
Treasurer obtained the report from DAS in October 2003.

Cumulative Warrant Register - There has not been a report generated in NIS to
replace the NWR Cumulative Warrant Regigter.

Cancellation Procedures - DAS did not send 2 of 35 cancelled warrants tested to
the State Treasurer on atimely basis. Also, the State Treasurer did not verify that dll

cancelled warrants were received from DAS to be retained in their vaullt.

Fixed Assats: In our examination of the State Treasurer’s fixed assets records we noted the

fallowing:
A.

B.

Lack of Segregation of Duties Over Fixed Assets - Interna controls need to be
improved.

Missing Assets/Assets Not Tagged - One laptop computer was missng and
nuMmerous assets were not tagged as “ Property of the State of Nebraska.”



NEBRASKA STATE TREASURER

SUMMARY OF COMMENTS
(Continued)

COMMENTSAND RECOMMENDATIONS, CONTINUED

7. C. Disposal of Assets - Unused capita assets were not properly disposed of, or were not
stored in a secure area.

8. State Disbursement Unit (SDU): In our examination of the records of the SDU we noted:

A. SDU Bank Reconciliation - A reconciliation of the Fund 72640 baance per the
accounting records to the balance per the bank records had not been performed and a
$892,133 variance was noted at January 6, 2004.

B. Reconciliation Processes - There are three mgjor systems the State of Nebraska uses
to account annudly for hundreds of millions of dollars of receipts and disbursements of
child support (CHARTS, KidCARE, and NIS). We noted there are limited
reconciliation procedures of these systems to ensure dl activity is properly accounted
for and the systems are in balance.

C. Bad Debt, Duplicate Warrants, and Cancelled Warrants - The State Treasurer's
office did not record bad debt, duplicate warrantsissued in error, and cancelled warrant
activity for the period on NIS, overstating the 1V-D Support Payment Digtribution -
SDU Fund 72640 cash baance. General Funds totaling $353,712 were used for bad
debt and subsequent recoveries were not deposited back to the General Fund.

D. Misapplied Payments - Procedures regarding the proper recording and recovery of
misapplied payments need to be improved. The State General Fund provided
$249,535 to the SDU for misapplied payments.

E. Daily Suspense Report - The Dally Suspense Report dated October 14, 2003
showed 198 payments to the SDU, totaing $150,163, which had not been matched to
arecipient.

F. Federal Reporting - The State Treasurer’s office expended $305,254 more in
Federd letter of credit funds than they reported to the Hedth and Human Services
Sysem.

0. Transfers and Allocations: In our examination of the cigarette allocations made by the State
Treasurer’s office we were unable to determine if the dlocation had been correctly made
because changes made in State statutes are unclear whether the amounts are to be distributed
October 1 through September 30, or whether the alocation should continue on a fiscal year
bass, duly 1 through June 30.

More detailed information on the above items is provided hereafter. It should be noted this report is
critica in nature dnce it contains only our comments and recommendations on the areas noted for
improvemen.



NEBRASKA STATE TREASURER

SUMMARY OF COMMENTS
(Continued)

Draft copies of this report were furnished to the Treasurer to provide them an opportunity to review the
report and to respond to the comments and recommendations included in this report.  All formad
responses received have been incorporated into this report. Where no response has been included, the
Treasurer declined to respond. Responses have been objectively evaluated 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 examination.

We appreciate the cooperation and courtesy extended to our staff during the course of the examination.



NEBRASKA STATE TREASURER

COMMENTSWITHOUT RECOMMENDATIONS

1. I nvestigation of State Treasurer Byrd

On August 20, 2003, the Nebraska State Patrol initiated an investigation of State Treasurer Byrd
regarding the issuance of State warrants within the State accounting system that did not have the
required documentation attached authorizing the issue of such warrants. As the investigation continued,
additional issues were brought to the attention of the State Patrol. The origind State Patrol investigation
was completed on October 20, 2003. On November 26, 2003, State Treasurer Byrd plead guilty to
one count of Officia Misconduct, after being cited on November 25, 2003, as a condition of a plea
agreement with the Attorney General. The Attorney Genera had been prepared to charge the
Treasurer with 13 Class |1 misdemeanors for her actions. One count was for the failure to use a bid
process in the purchase of two scanners and the remaining twelve counts related to the issuance of
twelve warrants without documentation. State Treasurer Byrd was sentenced on December 23, 2003,
to 300 hours of Community Service and resigned her pogition effective January 6, 2004. The following
summarizes the results of the State Patrol investigation.

(Note: The references to comments relate to the Comments and Recommendations prepar ed
based on the Auditor of Public Accounts’ examination, which can be found in the Comments
and Recommendations section of thisreport).

A. The Treasurer issued State warrants that did not have the required documentation attached
authorizing the issue of such warrants.  Twenty-two warrants were issued on February 21,
2003, totaling $363,546. A magjority of these warrants were cancelled on June 27, 2003,
totaing $301,440. This is in violation of State of Nebraska, Department of Adminigretive
Services (DAS) accounting policy PROC-35, paragraph 15.b., as authorized by Neb. Rev.
Stat. Section 81-1110.01 R.R.S. 1999, which dated, in part, “Attach to the Disbursement
Document . . . origina invoices, or contract and a copy of the Purchase Order, if gpplicable.”

Based on this evidence, the State Attorney Generd brought officid misconduct charges againgt
State Treasurer Byrd under Neb. Rev. Stat. Section 28-924 R.R.S. 1995, which tates, in part,
“A public servant commits dficia misconduct if he knowingly violates any datute or lawfully
adopted rule or regulation rdating to his officid duties. . . .”

As noted above, State Treasurer Byrd plead guilty to one count of Officid Misconduct. (See
Comment 3A.)

B. The Treasurer purchased two high-end scanners from Imaging Business Machines, Limited for a
total purchase price of $627,654. No Request for Proposal (RFP) or bid process was used.
Thiswas in violaion of Neb. Rev. Stat. Section 81-1118 (5)(a) R.R.S. 2002, which dates,
“The date purchasing bureau shdl be responsible for dl purchases by dl state agencies other
than the University of Nebraska. The materid divison shdl adminigter the public notice and
bidding procedures and any other areas designated by the Director of Adminidtrative

-10-



NEBRASKA STATE TREASURER

COMMENTSWITHOUT RECOMMENDATIONS
(Continued)

| nvestigation of State Treasurer Byrd (Continued)

Services to carry out the lease or purchase of persona property. All purchases of and
contracts for materids, supplies, or equipment and al leases of persond property shal be made
in the following manner except in emergencies gpproved by the Governor: (a) By acompetitive
forma seded bidding process through the materiel divison in dl cases in which the purchases
are of etimated vaue in the amount of ten thousand dollars or more.”

Terms of payment were changed from 100% due at order to 50% due with purchase order and
50% due prior to shipment because State Treasurer Byrd no longer had access to the budget
resources to pay the entire cost a one time. There seems to have been no need for such high-
end scanners a the SDU, and no need for two scanners. Payments of $313,827 were made on
June 27, 2003 and August 25, 2003 for the scanners. (See Comment 3.B.)

The following additiona concerns were noted.

C.

State Treasurer Byrd distributed approximately $73,000 in additiond pay to employees from
March 2003 through August 2003. These bonuses do not appear to be acrimind violation, but
rather an accounting practice that seems questionable. Additiona pay was not recorded on
NIS as bonuses, but was instead recorded as a one-time increese in regular pay. (See
Comment 2.G.)

Numerous checks were received by the SDU that were made out to other individuds or
businesses. The Daily Suspense Report dated October 14, 2003 shows 198 payments to the
SDU, totding $150,163, which had not been matched to a recipient. This was a possble
violation of banking rules covered by the Uniform Commercid Code regulations. (See
Comment 8.E.)

Numerous purchases of computer hardware were made and billed to the SDU unit. This
resulted in 66% of the costs being paid from Federal funds. Concerns were raised whether al
the computer items were related to SDU functions, as it gppears some items were placed in the
Capitol office and not at the SDU office. Purchases were made during the months of April
2003 through June 2003, at a tota of $119,030. This was a possible violation of Federa
regulations. (See Comment 3.C.)

Salaries of full-time SDU employees were being paid with Federa dollars when they actualy
spent time working on Unclamed Property or Information Technology issues at the Capitol
office. The State Treasurer indicated there was a tradeoff of hours with some non-SDU
employees performing SDU work. However, the State Treasurer was unable to offer any
documentation that accurately tracked the trading of hours. This was a possible violation of
Federd regulations. (See Comment 2.A.)

-11-



NEBRASKA STATE TREASURER

COMMENTSWITHOUT RECOMMENDATIONS
(Continued)

1 | nvestigation of State Treasurer Byrd (Concluded)

G. Employees did not adequately understand whether or not they were sadaried employees or
hourly wage employees. This affected how the employees were paid when they were sent
home early and whether they could earn and use compensatory time. Other concerns were
made over the State Treasurer’s methods of treating employees. Thiswas a possible violation
of Federa labor laws. (Not addressed specifically in this examination report)

The current State Treasurer has been made aware of the Nebraska State Petrol’ s Investigation report.

2. Internal Control Structure

In conducting an audit of an entity’s financid Statements in accordance with Generdly Accepted
Government Auditing Standards (GAGAS) an auditor is required to gain an undergtanding of that
entity’ sinterna control components. Interna control conssts of the following components:

Control Environment. The control environment sets the tone of an organizaion, influencing
the control-consciousness of its people. It isthe foundation for al other components of internd
control.

Risk Assessment. This control component deds with how management is identifying risk,
conddering ther ggnificance, the likdihood of their occurrence, and how they should be
managed.

Control Activities. Control activities are the policies and procedures that help ensure
management directives are carried out.

Information and Communication. This control component deals with whether or not an
entity’ sinformation and communication processes (accounting system, records, and reports) are
adequate to provide assurance information is available to management to make appropriate
decisons in managing and contralling the entity’s activities and to pepare rdidble financid
reports.

Monitoring. This control component dedl's with how management is monitoring its controls to
ensure they are operating as intended and are modified as gppropriate for changes in conditions.
Based on this understanding the auditor then makes a decision on what, how much, and when to
test transactions for financid statement purposes and for compliance with laws and regulations.

-12 -



NEBRASKA STATE TREASURER

COMMENTSWITHOUT RECOMMENDATIONS
(Continued)

2. | nternal Control Structure (Concluded)

In gaining an understanding of the Control Structure of the State Treasurer’s office for the fiscd year
ended June 30, 2003 and for the period July 1, 2003 through January 6, 2004 we concluded the
Control Structure was not conducive to fair financia presentation, as management (State Treasurer
Byrd) chose to override certain interna contrals, as reflected in the investigation report summarized
above. Because of management’s gpparent override of certain controls, the Report on Compliance and
on Interna Control Over Financia Reporting Based on an Examination of the Schedule of Revenues,
Expenditures, and Changes in Fund Baances Performed in Accordance with Government Auditing
Standards will include thisinterna control weakness as a reportable condition and materia weakness.

-13-



NEBRASKA STATE TREASURER

COMMENTSAND RECOMMENDATIONS

Treasurer’s Response — General: The Treasurer’s Office would like to acknowledge the hard
work and thoroughness of the State Auditor’s staff. We recognize the need for improvements,
several of which have been implemented. We will have a continuous improvement process in
place to make the necessary changes.

1. Nebraska | nfor mation System

Good internd control requires a plan of organization, procedures, and records, designed to safeguard
assets and provide reliable financid records. Without adequate training, written procedures, and
controls, there is a risk that employees may unintentiondly corrupt critical data, and that errors could
occur and go undetected.

During the fisca year ended June 30, 2003, the State of Nebraska implemented significant components
of anew information system called the “Nebraska Information System” (NIS). Two mgor components
were the Payroll component, which went live on January 3, 2003, and the Financid component, which
went live on March 1, 2003. All Nebraska Accounting System (NAYS) financid data from July 1, 2002
through February 28, 2003 (excluding payroll from January through February as NIS payroll went live
January 3, 2003) was converted to NIS as of March 1, 2003. NIS affects al Nebraska State
agencies.

A conaultant hired by the Auditor of Public Accounts (APA) with expertise in studying large computer
systems performed a study of NIS processes and controls prior to June 30, 2003. The APA aso
performed a preliminary examination of internd controls as of June 30, 2003 at dl State agenciesin July
and August of 2003. In addition, while performing examination procedures the APA has identified
other concerns related to NIS.

From these studies and examinations, the APA has identified concerns and areas where improvement to
NISisneeded. The following are the more significant concerns or areas where improvement is needed
to ensure NIS integrity and operationd efficiency:

a. The reconciliation between the State Treasurer’s actual bank statements and records, the
NASNIS accounting records, and the related dispostion of reconciling items was not
completed for November 2002 through December 2003 in a timely manner. Subsequent to
December 2003, the Department of Adminidrative Services (DAS) Accounting Divison
performed some reconciliation procedures. As of April 28, 2004, the June 30, 2003
reconciliation indicates an unknown variance between the bank records and the accounting
records of $3,654,783, with the bank being short compared to the accounting records. The
monthly reconciliations during the audit period and subsequent months indicate fluctuations in the
variance amounts. Complete and timely reconciliation procedures between bank records and
accounting records provide control over cash and accurate financid information. The
reconciliation procedures should be done timey and on a monthly basis to ensure al financid
information is correct in NIS,
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(Continued)

Nebraska | nfor mation System (Continued)

. Two key financia reports to be prepared and presented by the DAS Accounting Divison were
not completed in atimely manner. The Annua Budgetary Report as of June 30, 2003 was not
completed until January 2004. The Comprehensve Annua Financid Report has yet to be
completed for the fisca year ended June 30, 2003. Timey reporting of the State's financid
information is key to dl users of such information, especidly State policy makers, when making
informed policy decisons.

. Asof June 30, 2003 a comprehengive written NIS policy and procedures manua had not been
prepared. Subsequent to June 30, 2003, DAS Accounting Division has made some progressin
updating the prior Nebraska Accounting System (NAS) and Nebraska Employees Information
System (NEIS) policy and procedures manuals to incorporate NIS policies. However, as of

the date of this report these policy updates are not complete. With hundreds of users of NIS, it
becomes imperative the State has a comprehensive policy and procedure manua to help ensure
consstent and accurate accounting of the State' s financia transactions.

. Labor digribution - The NIS payroll application is not adlocatiing sdaries and benefits
gopropriatdy to sdaried employees who incur hours that are digtributed across multiple
business units. This appliesto most agencies funds, programs, and grants.

. A deailed andyss has not been performed to determine whether users received adequate
traning to enable them to gppropriately perform ther job functions. Training provided for the
implementation of NIS was limited to navigationd training and did not include explanaory
informationd training.

A records retention policy has not been implemented to ensure an adequate audit trail is
maintained for NIS information. The records retention schedules only dates, “Obsolete with
implementation of NIS.”

. The payroll component is not designed to promote an effective segregation of duties.

Critical function access rights - Access to senstive Generd Accounting functions has been
provided to individuas who may not require such access as a part of their job responsihilities.

Information security procedures - The State has not documented or formaized comprehensve
information security procedures for NIS.
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1 Nebraska | nfor mation System (Concluded)

J.  Busness continuity planning - The State has not implemented a formal, comprehensive business
continuity or disaster recovery plan that comprehends both NIS and its supporting
infrastructure.

The issues identified above are the responshbility of the Depatment of Adminidrative Services
Accounting Divison and NIS Functionad Team as they relate directly to NIS; however, they directly
affect dl Nebraska State agencies financid information and must be disclosed in this report. The
results of the consultant’s study of NIS were communicated in a separate report to the Department of
Adminigrative Services, who is responsible for NIS. Letters to each State agency communicated the
results of the APA’s preliminary examination of interna controls at the State agency leve. Additiona
concernsidentified by the APA were communicated to the appropriate State officids.

Treasurer’s Response:  The Treasurer’s Office is willing and able to work collaboratively with
the Nebraska Information System.

2. Payroll Policies, Procedures, and Internal Controls

The State Treasurer’s Office was comprised of four Divisions during the examination of fisca year
ended June 30, 2003 and for the period of July 1, 2003 through January 6, 2004: Treasury
Management (TM), Unclaimed Property (UP), the Nebraska College Savings Plan (NCSP) and Child
Support Payment and Disbursement Center (SDU).

The number of employees for these Divisions as of June 30, 2003 and January 6, 2004 were as follows:

Number of Employees Number of Employees

Divison Asof June 30, 2003 As of January 6, 2004
™ 6 6
uP 6 4
NCSP 1 1
SDU 40 45
Tota 53 56

During the fiscal year ended June 30, 2003 the TM Division was funded by the State' s general fund and
funds were appropriated by the Legidature under Rogram 503. During the period July 1, 2003
through January 6, 2004 the TM Divison was funded by a cash fund (revenues generated from specific
activities), again appropriated by the Legidature under Program 503. The UP and NCSP
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COMMENTSAND RECOMMENDATIONS
(Continued)

2. Payroll Policies, Procedures, and Internal Controls (Continued)

Divisons were funded by cash funds and funds were appropriated by the Legidature in Programs 512
and 505 for the entire period. The SDU Division was funded 34% by the State Genera Fund and 66%
by Federal funds and gppropriated by the Legidature in Program 24 for the entire period.

Our examination of the State Treasurer’s payroll records, policies, procedures, and interna controls for
the fisca year ended June 30, 2003 and for the period July 1, 2003 through January 6, 2004 noted
noncompliance with polices and procedures, noncompliance with Federa requirements, and a lack of
interna controls. Our testing noted the following:

A. Payroll Allocation/Compliance with A-87 Requir ements

The United States Office of Management and Budget (OMB) Circular No. A87 — Cost
Principles for State, Local, and Indian Triba Governments, Attachment B, Section 11.h (3)
requires, “where employees are expected to work solely on a single Federal award or cost
objective, charges for their sdlaries and wages will be supported by periodic certifications that
the employees worked solely on that program for the period covered by the certification. These
certifications will be prepared at least semi-annualy and will be sgned by the employee or
supervisory officid . . . .”

Section (4) adso sates, “Where employees work on multiple activities or cost objectives, a
digribution of their sdaries or wages will be supported by personnd activity reports or
equivadent documentation . . . Section (5) dates the following, “Personne activity reports or
equivalent documentation must meet the following standards. (a) They must reflect an after-the-
fact digtribution of the activity of each employee, (b) They must account for the tota activity for
which each employee is compensated, (¢) They must be prepared a least monthly and must
coincide with one or more pay periods, and (d) They must be signed by the employee.”

There was no periodic certification, nor was it noted on their timesheets that the employees at
the SDU worked 100% of ther time solely on a Federal program.

In addition, 24 employees worked in severad Divisons, which are funded by the Legidature
through appropriations in the programs noted above. Each of hese employee s time was
dlocated between various divisongprogramsffunds (incduding the SDU Divison, which is
funded 66% with Federal funds), however, we found no documentation to support the
alocation of these costs between the various divisions/programs/funds.
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Payroll Palicies, Procedures, and Internal Controls (Continued)

A. Payroll Allocation/Compliance with A-87 Requir ements (Concluded)

In addition, good interna controls require a method of dlocaing time spent by
divison/program/fund and preparing and maintaining documentation to support actua time spent
by divison/program/fund.

When OMB Circular A-87 required certifications were not completed the State Treasurer was
in noncompliance with Federa regulations and thereis a greater risk that Federa sanctionswill
be levied againg the office.

In addition, when documentation is not prepared and maintained to support alocation of payroll
cogsthereisincreased risk: 1) the dlocation of costs between division/program/fund will not be
done correctly, 2) records will not be avalable to support costs charged to
divison/program/fund in accordance with legidative gppropriation requirements, and 3) the
State Treasurer will have questioned costs related to Federal noncompliance with Federd laws
and regulations.

Thiswasaprior audit finding in our fiscal year ended June 30, 2002 audit report.

We recommend the State Treasurer develop polices and procedures to
ensure certifications required by OMB Circular A87 are prepared,
documented, and maintained. We further recommend the State
Tressurer prepare and maintain written documentation to support
dlocation of payroll costs by division/program/fund to ensure costs are
appropriately charged, and ensure compliance with State and Federal
laws and regulations. The documentation for the dlocation of these
costs should be reviewed periodicaly to ensure payroll costs continue
to be dlocated correctly.

Treasurer’s Response: The Treasurer’s Office has established policies and procedures in
an effort to ensure the allocation of payroll costs is proper and in compliance with State
and Federal laws and regulations.

B. Timesheets - Employeesin the TM, UP, and NCSP Divisions

At June 30, 2003 and at January 6, 2004 the State Treasurer employed 13 and 11 employees
respectively in the TM, UP, and NCSP Divisons. These employees were not required and did
not maintain time records to support they worked 40 hours per week. All employees did accrue
vacation and sick leave. Employees were required and did maintain leave dips to support leave
taken.
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Payroll Policies, Procedures, and Internal Controls (Continued)

B. Timesheets - Employeesin the TM, UP, and NCSP Divisions (Concluded)

Neb. Rev. Stat. Section 84-1001(1) R.R.S. 1999 dates, “All sate officers and heads of
departments and their deputies, assdtants, and employees, except permanent part-time
employees, temporary employees, and members of any board or commission not required to
render full-time service, shal render not less than forty hours of labor each week except any
week in which a paid holiday may occur.” In addition, sound business practices, as well as
good interna control, would require hours actualy worked be adequately documented, for
example, via timeshesets, time logs, etc., and such documentation be kept on file to provide
evidence of compliance with the requirements of Section 84-1001. Furthermore, good internd
control aso requires that whenever employees accrue vacation and Sck leave adequate
documentation should be maintained to support the employees having “earned’ the amounts
recorded in the leave records by documenting the amount of time worked each week.

Without accurate records of time worked and leave used being kept via timesheets, time logs,
etc, supporting the amount of time employees worked each week the State Treasurer was not in
compliance with State Statute 84-1001(1); there was an increased risk of incorrect caculation
of payroll; and vacation and sick leave ba ances were not supported.

We recommend the State Treasurer keep timesheets for dl employees.
The timesheets should include an accurate account of hours worked per
day as well asleave used per day. The timesheets should be signed by
the employees, approved by their supervisors, and kept on file for
future review.

Treasurer’s Response:  The State Disbursement Unit already maintains timesheets for all
employees. The employees in other divisons under the Treasurer’s supervision are
currently tracking their hours on timesheets.

C. L ack of Segregation of Duties Over Payroll

As of June 30, 2003 and January 6, 2004 seven employees were authorized to both prepare
and approve al payroll transactions in NIS as they were st up in NIS security as Code 22
under the HR/Payroll functiond security matrix. This security access gave those employees
access to dl HR/Payroll functions and thus did not provide for an adequate segregetion of
duties.

Good interna controls require an adequate segregation of duties to ensure no sngleindividud is
in apogtion to both perpetrate and conceal errors or irregularities.
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Payroll Policies, Procedures, and Internal Controls (Continued)

C. L ack of Segregation of Duties Over Payroll (Concluded)

Without a proper segregation of duties, there is an increased risk of loss or misuse of State
funds.

We recommend the Treasurer review the functiond marix for
HR/Payroll and assign each employee the coding that represents those
duties for which they are responsible.

Treasurer’s Response:  The functional matrix for payroll was reviewed and adjustments
were made to the level of access for certain individuals within the Treasurer’s Office to
limit the number of individuals that have access to higher payroll functions.

D. Authorization to Support Salary Rates

For 13 of 17 employees tested we were unable to locate adequate documentation authorizing
the sdary rates paid. In addition, for 8 of the 13 employees we aso could not locate adequate
documentation authorizing their sdary changes from January 2003 through December 2003.

Documentation found, if any, congsted of handwritten notations with no documentation found of
management’ s approval of these rates.

Good internd controls require adequate documentation authorizing sdaries pad. Without
adequate documentation authorizing sdary rates there was an increased risk in loss or misuse of
State funds.

We recommend the State Treasurer prepare and maintain adequate
documentation authorizing sdary rates. This documentation should, a a
minimum, include the sdary rate, the effective date, and management
approvd of the sdary rate.

Treasurer’s Response:  The Treasurer and Deputy State Treasurer currently approves all
salary increases.

E. Authorization to Support L eave Used

For four of seventeen employees tested we were unable to locate adequate documentation
authorizing certain vecation or dck leave used.  We were unable to find adequate
documentation for the following leave used:

1. For one employee 8 hours of vacation and 2.75 hours of sick leave used for the pay
period April 30, 2003.

-20-



NEBRASKA STATE TREASURER

COMMENTSAND RECOMMENDATIONS
(Continued)

Payroll Palicies, Procedures, and Internal Controls (Continued)

E. Authorization to Support L eave Used (Concluded)

2. For one employee 33.25 hours of vacation and 47.25 hours of sick leave used for the
pay period April 30, 2003 (APA was told these hours reflect the hours used January
2003 through April 2003).

3. For one employee 54.80 hours of vacation and 40 hours of sick leave used for the pay
period April 30, 2003 (APA was told these hours reflect the hours used January 2003
through April 2003).

4, For one employee 6.75 hours of sick leave used for the pay period October 31, 2003.

The State Treasurer’s policy required leave dips to be submitted, sgned by employee, and the
employee' s immediate supervisor. Documentation found for these four employess, if any,
conssed of handwritten notations. However, no leave dips were found, nor was
documentation found of management’s approva for this leave being recorded as used on NIS.
In addition, the State Treasurer did not require approved timesheets to record the leave used.

Good internd controls require adequate documentation authorizing leave used. The leave used
should reflect the hours used during the pay period.

When adequate documentation authorizing leave was not prepared and maintained there was
greater risk leave records were not accurate, and a possible loss of Sate resources due to the
improper payment of vacation and sick leave.

We recommend the State Treasurer properly document and authorize
leave used. This can be accomplished by having leave dips approved
by the supervisor authorizing the leave to be taken, and the recording of
the leave used on timesheets, sSgned by the employee and the
employee simmediate supervisor for the leave actudly taken

Treasurer’ s Response: Leave dips are presently being used by the Treasurer’s Office with
the appropriate supervisor authorizing the leave. See also our response to 2.B. above.
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F. Compensatory Time Recorded on NIS

The State Treasurer does not use NIS to record compensatory time earned and used. Instead
of uang NIS, the State Treasurer kept manual records (Excel spreadsheets) of compensatory
time earned and used for each employee.

NIS was established by the Legidature as the officia personnd data and payroll processing
system for the State of Nebraska. It has the capabilities to maintain compensatory time
balances, earnings, and usage.

When manua records are kept there is an increased risk of inaccurate compensatory time being
kept, resulting in a greater possibility of loss of State resources due to the improper payment of
this type of leave to employees. In addition, the purpose of a Satewide system is to have
information that provides information for al Sate agencies, and when this informetion is not
available for al Sate agenciesit makesit more difficult for users of satewide information (DAS
Accounting Divison) to get thisinformation.

Thisis a prior comment from our June 30, 2002 audit report in which the State Treasurer did
not keep compensatory time on the statewide accounting system.

We recommend the State Treasurer use NIS to record compensatory
time balances, earnings, and usage.

G. One-Time Payments/Bonuses

The Payroll system for the State of Nebraska, starting January 1, 2003, was part of NIS. This
sysdem has the capabilities to process one-time payments/bonuses for employees. We
examined NIS and the State Treasurer’ s payroll records for the period January 1, 2003 through
December 31, 2003 for one-time paymentsbonuses for al employees. Our examination, as
well as the invedigation summary in the Comments Without Recommendations section of this
report, reveded the following:

1 The State Treasurer paid one-time payments/bonuses to 44 of 52 employees, primarily

during the months of March 2003 through August 2003. These one-time
payments/bonuses totaed in excess of $70,000.
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G. One-Time Payments/Bonuses (Concluded)

2. We found no documentation that the State Treasurer approved these one-time
payments/bonuses. (However, we were told the State Treasurer was fully aware of
these payments). The only indication we found in the payroll records that these one-
time payments/bonuses were paid was handwritten notations on the State Treasurer’s
payroll registers. In addition, we found no documentation supporting the reasons for the
one-time payments/bonuses.

3. The one-time payments/bonuses were incorrectly processed and coded. These one-
time payments/bonuses were processed as ae-time overrides and coded as regular
sdaries’'wages. These payments should have been processed and coded as bonuses in
NIS as this more accurately reflects the true nature of the transactions. By processing
these transactions as one-time overrides and coding them as regular salaries'wages it
gppears on the Payroll Register that the employee received a sdary increase.  In
addition, the only way the one-time paymentsbonuses could be identified was by
looking a the detailed information in NIS. No NIS reports reflected the true nature of
these transactions as the State Treasurer processed them.

Good interna controls require documentation authorizing and supporting the basis for one-time
payments’bonuses. In addition, good accounting practices would require these payments be
recorded in NIS to reflect the true nature of the transactions.

Without proper documentation to support sdary changes there was an increased risk in loss or
misuse of State funds. In addition, when transactions are miscoded the financid records of the
State are inaccurate and mideading.

We recommend the State Treasurer document and approve al one-
time paymentsbonuses. In addition, this type of transaction should be
recorded in NIS as a bonus.

Treasurer’s Response: The current administration will not have onetime
payments/bonuses to employees.

H. Balancing of Vacation L eave

At December 31, 2002 the Deputy State Treasurer, Mary Brock, had a vacation leave baance
of 324.22 hours. The State Treasurer’s Personnel Policy stated, “All employee' s accumulated
vecdion time in excess of thirty-five days (280 hours) shdl be forfeited as of
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H. Balancing of Vacation Leave (Concluded)

December 31 of each caendar year . . . excess carryover leave may be approved by the State
Treasurer.” We found no documentation that the State Treasurer approved the carryover of
excessve hours of 44.22, nor were the excess hours |gpsed.

The State Treasurer was in noncompliance with its own personnel policies. In addition, if it is
determined these excess hours should have been lapsed; the Deputy Treasurer upon her
termination January 6, 2004, may have been overpaid for her vacation leave.

We recommend the State Treasurer comply with its personne policies
and lapse excessve vacaion hours a year-end or properly approve
them for carryover. We aso recommend the State Treasurer determine
if the amount of vacation termination pay of the Deputy State Treasurer
was proper.

Treasurer’s Response:  Personnel polices of the Treasurer’s Office have been updated
with the assistance of an employee task force and input from the Treasurer, Deputy Sate
Treasurer and the Business Manager. These policies serve as a guide to be followed
consistently and applied to all employees within the Treasurer’s Office.

[ Vacation L eave Payout

Prior to becoming State Treasurer, Lorelee Byrd was the Deputy State Treasurer. On
October 1, 2001 she was appointed State Treasurer. As a result, she moved from a State
position where she earned vacation hours to a State position where she did not. At the time she
became State Treasurer, she had vacation hours of 370 (280 from prior year and 90 hours of
current year). The change in positions required a vacation payoff under Neb. Rev. Stat. Section
81-1328 R.R.S. 1999 and the State Treasurer’s personnel policies. Lorelee Byrd, Deputy
State Treasurer, was paid $7,000 for her vacation baance.

Based on our review of the payout records we noted the following exceptions:

1 We saw no leave request forms in her personnd file that would indicate vacation was
ever used. Therefore, it would be difficult to say whether the baance paid was
accurate. There was no support to verify vacation hours used.

2. Deputy State Treasurer Byrd did not keep timesheets to support she rendered 40 hours
of labor each week to accrue full-time vacation earnings, therefore, there are no records
to support vacation earnings.
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l. Vacation L eave Payout (Concluded)

Neb. Rev. Stat. Section 84-1001(1) R.R.S. 1999 sates, “All sate officers and heads of
departments and their deputies, assgtants, and employees, except permanent part-time
employees, temporary employees, and members of any board or commission not required to
render full-time service, shal render not less than forty hours of labor each week except any
week in which apaid holiday may occur.” In addition, sound business practices, as well as good
interna control, would require hours actualy worked be adequately documented, for example,
via timesheets, time logs, etc., and such documentation kept on file to provide evidence of
compliance with the requirements of Section 84-1001. Furthermore, good internal control aso
requires that whenever employees accrue vacation and sick leave, adequate documentation
should be maintained to support the employees having “earned” the amounts recorded in the
leave records by documenting the hours worked each week.

The State Treasurer’s Personnd Policies stated, “Employees who leave state government
employment for any reason shdl be paid for any unused accumulated vacation leave earned (but
not in excess of 35 days unless authorized by the State Treasurer in his sole discretion),
caculated on their base hourly rate.”

Good interna controls require proper authorization to support leave used and earned.

Without proper documentation to support leave used and earned it is not possible to determine
if the vacation hours paid to then Deputy State Treasurer, Lorelee Byrd, were correct.

We recommend the current State Treasurer review the records of this

payout and determine if the vacation payout to former Deputy State
Treasurer Byrd requires any adjustments.

Expenditures

Our examination of expenditures covered the four Divisons of the State Treasurer’s office during the
examination of the fisca year ended June 30, 2003 and for the period of July 1, 2003 through
January 6, 2004. Those four Divisons were Treasury Management (TM), Unclaimed Property (UP),
the Nebraska College Savings Plan (NCSP) and Child Support Payment and Disbursement Center
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During the fiscd year ended June 30, 2003 the TM Division was funded by the State’ s general fund and
funds were appropriated by the Legidature under Rogram 503. During the period July 1, 2003
through January 6, 2004 the TM Divison was funded by a cash fund (revenues generated from specific
activities), again appropriated by the Legidature under Program 503. UP and NCSP Divisions were
funded by cash funds and funds were gppropriated by the Legidature in Programs 512 and 505 for the
entire period. The SDU Divison was funded 34% By the State Genera Fund and 66% by Federa
funds and gppropriated by the Legidature in Program 24 for the entire period.

Totd operating, travel, and capitd outlay expenditures from those Ovisons for the fiscd year ending
June 30, 2003 totaled $3,487,150, of which $1,799,358 was subject to testing during our examination.
For the period July 1, 2003 through January 6, 2004, those expenditures totaled $889,907, of which
$797,445 was subject to testing during our examination. Our examination of expenditures noted the
following:

A. L ack of Supporting Documentation/Original 1nvoices

Good internal control should include procedures to ensure adequate origind supporting
documentation is attached to each disbursement document.

NAS Manual, PROC-035, Section 15(b), states origina invoices are to be attached to the
disbursement document. PROC-035 aso states that to write a warrant and record a payment,
dl origind payment requests including invoices, contracts, and any other necessary
documentation is to be included. In addition, per NAS Manua, PREA-002, Section 4(a)(ii),
the pre-audit review should verify that an origind itemized billing from the vendor is attached to
the disbursement document. These same requirements would apply to documents processed
under NIS aswell.

OMB Circular A87, Attachment A, section C(1)(j) requires expenditures under a Federa
award to be adequately documented.

As noted in the investigation summary in the Comments Without Recommendations section of
this report, State Treasurer Byrd issued State warrants that did not have the required
documentation attached authorizing the issue of such warrants.  Twenty-two warrants were
issued on February 21, 2003, totaling $363,546. A mgority of these warrants were cancelled
on June 27, 2003, totaling $301,440.

The APA’ s examindion supports the above investigation finding.
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Expenditur es (Continued)

A.

Lack of Supporting Documentation/Original | nvoices (Continued)

Included in the 22 warrants mentioned above, three warrants totaling $24,560 were not
cancedlled until January 24, 2004. For further information on these warrants see the first bullet of
this comment.

Besdes the lack of documentation for the warrants identified in the investigation the APA’s
examination of expenditure documents noted the following:

1.

The State Treasurer made payments without any invoices or supporting documentation,
or without origina invoices. We noted seven documents where the document was
processed and warrants were drawn before the invoice had been received, and the
warrants were dlegedly held by the State Treasurer for a consderable amount of time
before being sent to the vendor. Three of these warrants were never sent, and were
kept locked up n the vault at the Treasurer's dfice. These warrants were cancelled
immediately after the APA notified the current State Treasurer.  All documents posted
on February 21, 2003. An additiona document that was not tested during the
examination but was observed by APA gaff during the time of the investigation was also
held for a consderable amount of time before being sent. The warrants that were being
held were to the following vendors. two to the U.S. Postmaster for $3,042 and
$1,044, two to Wagers & Associates for $4,000 each, two to First Financial Computer
Services for $16,975 and $11,760, one to Datastor Inc. for $4,560, and one to
Politzer and Haney for $16,000.

Good nternd control requires warrants to be written only after the invoice has been
received, and warrants be sent immediately to the vendor once they have been written.

We noted two origind invoices that had been dtered, without any documentation
indicated who made the changes or why the changes had been made. Thefirg invoice
was an invoice from Datastor Inc. for $3,600. The vendor was asked to send us a
copy of the origind invoice they had sent to the State Treasurer in order to verify that an
dteration had been made. This change had no effect on the amount that was paid. The
second invoice was an invoice from Fairfax Imaging for $179,975. A charge for annua
maintenance was removed from the origind invoice, as well as one other minor detall
change. Nather of these changes appears to have had an effect on the amount due or
actudly paid.
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A.

2.

L ack of Supporting Documentation/Original | nvoices (Continued)

Payment was made by the State Treasurer for post office box fees for the SDU for the
period May 31, 2003 through May 30, 2004. Hedth and Human Services dso paid
for four of these same post office boxes a few days later for the period May 31, 2003
through November 29, 2003. The receipts for both of these payments were attached
to the disbursement document. This resulted in an overpayment of $458. Only one of
the boxes had an origind invoice, four boxes had copied invoices, and five boxes had
no invoice a dl. If aily origind invoices would have been used for payment, this
duplicate payment may not have occurred.

Billings from First Nationa Bank of Omaha for processing service fees related to child
support credit card payments were incomplete. This payment was for the period June
through December 2002, and each monthly merchant statement was a photocopy and
was missing the second page of three. It appears this was because when the statements
were photocopied, the backside of page one did not get copied. Because of this, we
were unable to verify that the fees charged were correct. It aso appears nobody was
reviewing these statements to ensure the correct amount was being paid.

When payments are made from non-origina invoices, warrants are drawn and held by an
agency, origind invoices are dtered by an agency, or when documentation attached to a
disbursement document is inadequate, there is an increased risk in loss or misuse of State and
Federd funds.

We recommend the State Treasurer establish internd control
procedures to ensure the following:
Only origind invoices are used to make payments (this may
include samping originds as they arrive in the mail);
Documents and warrants are only processed after an invoice
has been received;
Warrants get sent drectly from DAS to the vendor and not
back to the State Treasurer first;
Origind invoices ae not being dtered without proper
documentation; and
All necessary supporting documentation be attached to the
disbursement document before the document is processed.
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Expenditur es (Continued)

A. L ack of Supporting Documentation/Original | nvoices (Concluded)

We further recommend the State Treasurer work with HHSS to
determine if a credit was ever received for the duplicate payment to the
U.S. Postmadter.

Treasurer’s Response: The Treasurer’s Office is working with HHSS to determine if
credit was received for the duplicate payment to the U.S. Postmaster.

B. Pur chase of Scanners

As noted in the investigation summary in the Comments Without Recommendations section of
this report State Treasurer Byrd purchased two high-end scanners at a total purchase price of
$627,654. The investigation aso noted there was no Request for Proposd (RFP) or bid
process used by the State Treasurer in this purchase and that thiswasin direct violation of Neb.
Rev. Stat. Section 81-1118(5)(a) R.R.S. 2002, which dtates. “The state purchasing bureau
shdl be responsible for dl purchases by al sate agencies other than the University of Nebraska.
The materid divison shal adminiger the public notice and bidding procedures and any other
aress designated by the Director of Adminidirative Services to carry out the lease or purchase
of persond property. All purchases of and contracts for materias, supplies, or equipment and
al leases of persond property shal be made in the following manner except in emergencies
approved by the Governor: (a) By a competitive forma seded bidding process through the
materid divison in dl cases in which the purchases are of estimated vaue in the amount of ten
thousand dollars or more.”

The APA’s examination supports the above investigation finding. We were unable to locate any
documentation indicating an RFP had been prepared or documentation to support a bid process
was used in the purchase of the scanners.

When large purchases are made without bidding processes being followed in accordance with
gtatutory requirements there isless assurance the State will receive the required equipment at the
best possble price.

The investigation aso noted there seems to have been no need for such high-end scanners a the
SDU Divison The APA’s discusson with current staff and the current State Treasurer seems
to support that position. Based on discusson with saff the following was noted:

1 An upgrade to the scanner at the SDU Divison was perhaps needed but a much less
expendve modd would have adequately met their needs;
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B. Pur chase of Scanners (Continued)

2. One scanner was being used by the SDU Divison (and other divisons) but only for a
short period of time each day; and

3. The other scanner is not being used &t dl.

There was evidence obtained in the invedtigation to support the scanners were perhaps
purchased by State Treasurer Byrd to be used in a centralized receipting system. A centraized
receipting system by the State Treasurer was brought before the Legidaure in a previous
legidative sesson but they took no action to gpprove such a system.

As part of the costs of the scanners were charged to the SDU Divison which is 66% federaly
funded, the APA dso consdered OMB Circular A 87, which dates that for a cost to be
dlowable, it must “be necessary and reasonable for proper and efficient performance and
adminigtration of Federd awards.”

The APA aso obtained documentation giving the State Treasurer’s office agpprova to purchase
one scanner to be used by the SDU Divison in the amount of $407,480.

The approva was given by the State Department of Hedlth and Human Services (HHS), who
the State Treasurer’s office contracts with to operate the SDU Divison and the Federa
Department of Health and Human Services, Office of Child Support Enforcement (HHS-CSE),
who funds 66% of the operations of the SDU Divison

In addition to the investigation findings noted above, the APA’s examination noted the following:

1. The State Treasurer could not provide documentation to support the basis for alocation
of charges between programs. The purchase of the scanners was paid in two equd
payments of $313,827, which were made on June 27, 2003 and August 25, 2003. The
folowing schedule shows how these payments were origindly dlocated to various
programs when paid and how the cogs were later alocated by an adjusting journa
entry:
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B. Pur chase of Scanners (Continued)

June 27, 2003 Payment of $313,827

Program/Fund Type Costs Percentage of Tota
TM/Generd Fund 12,490 4.0%
UP/Cash Fund 15,001 4.8%
SDU/Genera and Federa
Generd (34% of $286,336) 97,354 31.0%
Federd (66% of $286,336) 188,982 60.2%
Totd 313,827 100.0%
August 25, 2003 Payment of $313,827
Program/Fund Type Costs Percentage of Totd
TM/Generd Fund 12,000 3.8%
UP/Cash Fund 15,001 4.8%
SDU/Genera and Federa
Generd (8.9% of $286,826) 25,562 8.1%
Federa (91.1% of $286,826) 261,264 83.3%
Totd $ 313,827 100.0%

In December 2003, shortly before Treasurer Byrd resigned (January 6, 2004), the
State Treasurer’s office processed two journa entries to redlocate the total scanner
costs between the above programs. As noted above HHS and the Federal Department
of HHS-CSE approved the purchase of one scanner in the amount of $407,480.

Based on thisinformation it appears Treasurer Byrd decided it would be appropriate to
alocate the approved scanner price of $407,480, 100% to the SDU Divison, which
was funded 66% by the Federal government, and 34% by the State Genera Fund. The
remaining amount of $220,174 (Total purchase price of $627,654 minus $407,480)
would be dlocated to other programs. The following schedule reflects the journd
entries processed by the State Treasurer’ s office:
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B. Pur chase of Scanners (Continued)
December 2003 Journal Entries
Program/Fund Type Costs Percentage of Tota
TM/Generd Fund $ 25,000 3.9%
UP/Cash Fund 60,000 9.6%
SDU/Generd and Federa
Generd 273,718 43.6%
Federal (66% of $407,480) 268,936 42.9%
Totd $ 627,654 100.0%
2. The two scanners were recorded on the capital asset records at a cost of $313,827
each. Thiswasinconsgtent with the alocation of costs between the two scanners of the
December 2003 journd entry of $407,480 alocated to one scanner and $220,174 to
the second scanner.
3. Contractud and Federd reporting requirements were not met. The State Treasurer was

required to report SDU expenditures monthly to HHS to meet contractua and Federa
reporting requirements. For the purchase of the scanners the State Treasurer reported
$286,336 (The June 27, 2003 costs recorded to the SDU). Asthe State Treasurer has
not reported the SDU expenditures to HHS since October 2003, the December 2003

journa entry adjustment has not been reported.

Good internd control requires the basis for dlocation charges among various programs be
reasonable and documented. Since the State of Nebraska budgets on a program bass,
documenting the basis of dlocations between programs was important in order to prevent
agencies from funding one program with the funds from another through disproportional cost
sharing. In addition, good accounting procedures would require capital assets be recorded and
reports be prepared congstent with amounts recorded in the accounting system.

OMB Circular A-87, Section C(3)(a) states“A cost is alowable to a particular cost objective if
the goods or services involved are chargesble or assgnable to such cost objective in
accordance with relaive benefits recaived.” Section E(2)(b) dso Sates, “Typica direct costs
chargeable to Federd awards are . . . Cost of materials acquired, consumed, or expended
gpecificaly for the purpose of those awards.”
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Expenditur es (Continued)

B. Pur chase of Scanners (Concluded)

When the basis of alocations between programs was not documented, there was an increased
risk of the State Treasurer shifting funding from one program to ancther through disproportiona
cost sharing. In addition, when accounting procedures are not followed to ensure capital assets
are recorded and reports are not prepared consistently with amounts recorded in the accounting
system these reports cannot be relied upon by users for their intended purposes.

We recommend the State Treasurer:
Purchase equipment in accordance with statutory requirements;
Work with HHS and the Federd Department of HHS-CSE to
determine what cogt, if any, should be charged to the SDU
Dividon in compliance with OMB Circular A-87, which states
that for a cost to be alowable, it must “be necessary and
reesonable for proper and efficient performance and
administration of Federd awards,”
Determine and document the dlocation of the purchase cost of
the scanners to the programs based on relative benefits received
to each program;
Determine the gppropriate cost of each scanner to be recorded
on the capital assets records when the appropriate costs have
been determined by consultation with HHS and the Federd
Department of HHS-CSE; and
File amended reports with HHS to reflect appropriate charges
to the SDU program after consultation with HHS and the
Federa Department of HHS-CSE.

Treasurer’s Response:  The second scanner is being returned to the manufacturer. The
Treasurer’s Office and HHSSis completing proper allocation procedures.

C. Cost Allocation Between Programs

As noted in the investigation summary in the Comments Without Recommendations section of
this report numerous purchases of computer hardware were made and billed to the SDU
Divison Concerns were raised whether dl the computer items were rdated to SDU Dividon
functions, as it gppears some items were placed in the Capitol office and not at the SDU
Divison office.
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Expenditur es (Continued)

C. Cost Allocation Between Programs (Concluded)

The APA’s examination supports the above investigation finding. Our examination noted the
fallowing:

The State Treasurer could not provide documentation to support the basis for alocation of
certain charges between programs.  (For dlocation of costs for the purchase of scanners see
Comment 3.B.) Per discusson with IT personnd, it appears some expenditures were
incorrectly dlocated. All but one of the documents in question was paid at least partidly with
Federad funds. Expenditures charged to Federa monies where the alocation gppeared
reasonable, but the State Treasurer could not provide documentation to support how the
allocation was determined totaled $106,391. Federa expenditures charged entirely to the SDU
Divisgon that should have been dlocated among other programs as well totaled $7,319.

Good internd control requires the basis for dlocation charges among various programs be
reasonable and documented. Since the State of Nebraska budgets on a program basis,

documenting the basis of alocations between programsis important in order to prevent agencies
from funding one program with the funds from another through disproportiona cost sharing.

OMB Circular A-87, Section C(3)(a) states, “A cost is allowable to a particular cost objective
if the goods or sarvices involved are chargeable or assgnable to such cost objective in
accordance with relative benefits received.” Section E(2)(b) also states, “Typica direct costs
chargeable to Federal awards are . . . Cost of materias acquired, consumed, or expended
specificaly for the purpose of those awards.”

When the basis of dlocations between programs are not documented, there is an increased risk
of the State Treasurer shifting funding from one program to another through disproportiond cost
sharing.

We recommend the State Treasurer document how percentages or
dollar amounts ae determined for al dlocations between programs.
We further recommend the State Treasurer consder whether or not
they should do ajournd entry to adjust any ingppropriate dlocations.

Treasurer’s Response: Seeresponseto 3. B.
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Expenditur es (Continued)

D. Prepayments

In our examination of the State Treasurer’ s disbursement documents we noted severd payments
made in fiscal year 2003 for services wdl in advance of the service actualy being provided.
Our testing was on a sample basis and, therefore, the following amounts may not include dl

prepayments made by the State Treasurer. Some of the prepayments were required by
contract. These were to the following vendors and totaled $250,930: Centurion for $33,926,
Data Management Products for $164,493, First Financiad Computer for $47,310, and NCR
Corporation for $3,680. However, two of the payments to Firg Financid Computer were
made before the invoices were even received. Other prepayments were roted that were not
required by contract, they are as follows. Automated Systems for $15,750, Datastor Inc. for
$11,130, First Financia Computer for $18,576, U.S. Postmaster for $1,521, and World

Technologies for $50,000. These prepayments can be broken down into the following
categories. prepayments made 3 to 6 months in advance totded $16,572, 6 to 12 monthsin
advance totaed $14,871, and more than one year in advance totded $15,534. The
prepayment of $50,000 to World Technologies could not be classfied into atimeframe because
there was no invoice for the payment. The State Treasurer paid $50,000 more than the totdl

from dl the invoices in order to increase their credit baance a World Technologies for future
postage expenses. The contract with World Technologies required the State Treasurer to pay
for postage in advance, however as noted in the State Patrol investigation, the State Treasurer
built up a credit baance a World Technologies that far exceeded what was necessary and

expected.

NAS Manud, Concept 005, dates, “Though prepayments are not illegd, per se, they are in
conflict with the norma clams process snce the State has given up assets in anticipation of
goods or services being rendered at a later date . . . Since the potentia for loss to the State is
greater under prepayment Stuations, extreme care should be exercised and a conscious effort
should be undertaken to minimize prepayments at the agency level.”

We recommend the State Treasurer weigh the cost-benefit of prepaying
for services to determine if it is in the Stat€'s best interest to pay for
services in advance.

Treasurer’s Response:  Future prepayments will be kept to a minimum and any

prepayments will be reviewed to determine the cost benefit of the transaction in an effort
to better utilize the State’ s money.
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Expenditur es (Continued)

E. Use of DAS State Pur chasing Bur eau

In our examination of the State Treasurer’ s expenditure documents, we noted severd purchases
of hardware and software that should have been approved and processed through DAS
IMServices Divison and DAS Purchasing Divison, or goproved by DAS Purchasng Divison
as a 0le or redrictive source purchase. On April 10 and April 16, 2003 the State Treasurer
spent $96,292 on computer hardware from Dell. Almost a month later on May 6, they spent
another $15,073, and on June 18, another $27,224 on computer hardware from Dell. We
found no documentation the Treasurer’ s Office went through DAS Purchasing for approva and
processing of any of these purchases. The following expenditures aso should have been
processed and/or gpproved by DAS Purchasing and IMServices Divison, but were not:
$29,954 to ASAP Software for Microsoft software, $18,000 and $52,000 to Centurion, Inc.
for software for the SDU Divison $16,000 to Data Management Products for software,
$8,000 to Datastor for software not on the core-item list, and $154,700 to Fairfax Imaging for
software and aflatbed scanner. Thetotd of dl these purchases was $417,243.

Good interna controls would include policy and procedures to ensure compliance with State
purchasing laws and regulations, which include the following:

Neb. Rev. Stat. Section 81-1118(5) R.S.Supp., 2002 states, “The state purchasing bureau
shdl be responsble for dl purchases by dl sate agencies. . . All purchases of and contracts for
materids, supplies, or equipment . . . shdl be made in the falowing manner. .. (&) By a
competitive formd seded bidding process through the materiel divisonin dl casesin which the
purchases are of estimated vaue in the amount of ten thousand dollars or more; (b) By a
competitive informa bidding through the materiel divison in al casesin which the purchases are
of estimated vaue equa to or exceeding five thousand dollars but less than ten thousand dollars;
(0) By unredtricted open market purchases through the materiel divison in dl cases in which
purchases are of estimated vaue of less than five thousand dollars. . .”

IMServices and State Purchasing are responsible for the acquidtion, coordination, and
consolidation of al Microcomputer Systems’ Related Peripherds and Software.  All requests
over $10,000 are to be submitted on a DAS Form 1909.

Recent legidation, 2003 Neb. Laws LB 626, changed the requirement of sections (@), (b), and
(c) above effective August 31, 2003. As of that date, the compstitive bidding threshold for
section (a) was twenty-five thousand dollars or more, section (b) ten thousand dollars but less
than twenty-five thousand dollars, and section (c) less than ten thousand dollars.
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E. Use of DAS State Pur chasing Bur eau (Concluded)

Without policies and procedures to ensure compliance with State purchasing laws and
regulations, there is an increased risk in the State Treasurer making purchases that are not
financidly in the best interest of the State.

We recommend the State Treasurer establish policies and procedures
to ensure compliance with agpplicable State purchasing laws and
regulations.

Treasurer’s Response:  The Treasurer’s Office intends to follow Sate purchasing laws
and regulations currently and in the future.

F. Reconciliation of Disbur sement Documentsto the General L edger

We were provided no documentation to support the State Treasurer’s office reconciled
accounts payable documents processed to the General Ledger.

Good internd control requires procedures to ensure dl financid transactions are authorized,
complete, and accurate.

Without a documented review of a generd ledger report, there was an increased risk for
unauthorized or incorrect transactions to post to the State Treasurer’ s accounts.

We recommend an individua not involved in the processing of accounts
payable reconcile individual documents to a genera ledger report. This
review should be documented.

Treasurer’s Response:  Someone other than the person processing accounts payable will
reconcile documents to the general ledger.

G. ContractsNot on File

During our examination of the State Treasurer’s disbursement documents and related contracts,
we noted:

1 There was no contract on file for the payment of $1,290 for maintenance on archiving
module and credit card payment software for the SDU Divison for the period October
through December 2003.
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G. Contracts Not on File (Concluded)

2. The contract with Fairfax Imaging for the purchase of a scanner, software, and support
services was missing its Schedule A, which included the terms of the contract. Fairfax
Imaging later provided this schedule upon request to the State Treasurer near the end of
the examination.

Sound business practice requires al contracts entered into by an agency be kept on file at the
agency for review and compliance purposes.

Without maintaining a copy of the contract, there is an increased risk the State Treasurer’s
office may pay more than the agreed upon amounts set forth in the contract.

We recommend the State Treasurer maintain a complete signed find
copy of al contracts to which they are legdly bound.

Treasurer’s Response: The Treasurer Office will maintain a complete set of signed final
copies of all contracts. The Treasurer’s Office is in the process of obtaining all contracts
currently not on file at the Office.

H. Fees Per I nvoice Do Not M atch Fee Schedule

The rates charged by First Nationa Bank of Omaha (FNO) for processing charges for the
periods January through November 2002, and June 2003 could not be verified. A fee schedule
was requested by the Treasurer’s dfice from FNO for these periods, however, some of the
fees did not agree to what was charged on theinvoice. The total amount of fees charged for the
two documents tested was $143,789, which was al charged to the SDU Divison

Good internd control would require a comparison of fees charged to the fee schedule that was
st by the vendor and agreed to in the contract.

Without internd control procedures to verify amounts charged are correct, there was an
increased risk of loss or misuse of State funds.

We recommend the State Treasurer develop internd control
procedures to review the bank fees being charged each month, and
document their review on the invoices for subsequent ingpection. We
further recommend the Treasurer’s dfice compare what they paid in
fees to the fee schedule to recover any overpayments they may have
made.
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H. Fees Per Invoice Do Not M atch Fee Schedule (Concluded)

Treasurer’s Response:  Bank fees are currently being reviewed by comparing actual fees
with the appropriate fee schedule.

[ Questionable Expenditures

During our testing of expenditures we noted the former IT Director ordered and approved the
purchase of two items that appear to not have been necessary expenditures for the State and
thus, we consdered them questionable expenditures. Macromedia Fireworks software was
purchased for $289 ($191 of which was charged to a Federal award) from Automated Systems
Inc., which according to SDU Dividon IT gaff, isnot being used. They were unaware why this
software would have been purchased. A Kodak 1260 flatbed exception scanner was purchased
for $6,200 from Fairfax Imaging, Inc. on June 18, 2003, but has not been received & the
Treasurer’s office. The scanner islisted on their fixed asset Magter Ligt with an acquisition date
of August 1, 2004. According to IT daff, this scanner was and is not needed. The
Macromedia software was charged entirely to the SDU Divison and a portion of the scanner
was aso charged to the SDU Divison

OMB Circular A-87 dtatesthat for a cost to be allowable, it must “be necessary and reasonable
for proper and efficient performance and administration of Federal awards.”

Good interna controls would require procedures to be in place to ensure expenditures are
necessary and reasonable and are not made before goods have been received.

Without adequate interna controls over expenditures, there s an increased risk of misuse of
State and Federa funds, as may be the case with the examples listed above.

We recommend the State Treasurer communicate with Fairfax Imaging
to determine the status of the scanner that was purchased and whether a
refund can be received if the scanner is not wanted. We further
recommend internd controls be established to ensure al expenditures
are necessary and reasonable and are not made until goods have been
received.

Treasurer’s Response: A refund of the amount paid for a different scanner has been
requested from the vendor.
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J. Invoices Not Paid Timely

Neb. Rev. Stat. Section 81-2403(1) R.R.S. 1999 requires payment to vendors within 45
cdendar days after (1) receipt of goods or services, or (2) the date of receipt of the hill,
whichever is later, unless there is a written agreement to the contrary. Policies and procedures
and good internal controls would include procedures to ensure compliance with this Statute.

When invoices are not pad in a timdy manner the State Treasurer runs the risk of paying
interest charged by the vendor.

During our examination of the State Treasurer's disbursement documents, we noted the
Treasurer was not paying invoices in atimey manner. A payment to Centurion for $52,000
was a baance due on an invoice received nearly 21 months earlier. A payment to Data
Management Products for $41,730 included balances due on two invoices that were nearly two
years old, and one invoice that was nearly seven months old. A payment to Deoitte and
Touche for $6,000 was made 86 days after the invoice was received. Payment of $90,388
was made to First Nationa Bank of Omaha for seven months worth of invoices. Payment of
$3,179 to US Bank was made 79 days after the invoice was received. Two invoices totaling
$30,965 to World Technologies were not paid until 58 and 63 days after they were received.
Other payments that were made more than 45 days after the invoice or the goods or services
were received were to Dell Marketing, Kutak Rock, Lancaster County, and ACS Unclaimed
Property Clearinghouse. A tota of 13 invoices were not paid timely.

We recommend the State Treasurer establish policies and procedures
and internd controls to ensure vendor invoices are pad in a timey
manner and in accordance with State Statute.

Treasurer’s Response: The Treasurer’s Office has established policies and procedures to
ensure vendors are paid in a timely manner in accordance with State Statute.

K. Outganding Warrants

As of March 8, 2004, the State Treasurer had not reviewed the June 30, 2003 Outstanding
Warrant liging. In addition, outstanding warrants drawn from the Escheat Trust Fund for the
payment of unclaimed property clams were being dlowed to expire with the money being put
back into the State's General Fund. These warrants should have been cancelled before they
expired, so that the money would go back to the Escheat Trust Fund (also referred to as
Unclaimed Property Trust Fund).
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K. Outgtanding War rants (Concluded)

We undergtand that this process may have been going on for some time, perhaps since the
inception of the Unclaimed Property Act. However, we do not know the dollar amounts that
might be involved, aswe did not review the Treasurer’ s detailed records.

Good internd control requires the State Treasurer to implement timely, adequate procedures for
the followup of outstanding warrants. Good internal control dso should include procedures to
ensure uncashed unclaimed property warrants are cancelled before they expire.

Neb. Op. Atty. Gen. No. 98043 states, “ . . . those warrants drawn on the Unclaimed Property
Trust Fund for payment of unclaimed property clams which remain uncashed after one year
should be returned to the Unclaimed Property Trust Fund.”

We recommend the State Treasurer perform the following:
. Develop policies and procedures and internd  control
proceduresto follow up on dl old outstanding warrants.

For Escheat Trust Fund expired outstanding warrants:

1 Review the detail records to determine the extent of
past errors;

2. Conault with the Attorney Generd’ s office to determine
what action, if any, should be taken to correct any past
errors; and

3. Develop palicies and procedures and interna control
procedures to ensure dl future expired un-cashed
warrants from the Escheat Trust Fund are returned to
that fund.

Treasurer’s Response: The Treasurer’s Office isin the process of establishing procedures
to review the old outstanding warrant listing and perform a review of expired
outstanding warrants as they relate to the Escheat Trust Fund.

L. Contracts

During our examination of the State Treasurer's expenditures, we tested 18 of their more

ggnificant contracts and noted the following: three of the contracts were not signed by dl
paties involved; there was no evidence that the contract underwent a legd review for
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L. Contracts (Continued)

16 of the contracts, two contracts were not on the NIS database; and there was no
documentation the services were bid out or had approva from DAS Maerid Divison for not
following the bidding processfor 17 of the contracts.

Sound business practice and good internal control over cortracts require aencies to keep
sgned copies of al contracts to which they are legdly bound. It aso requires contracts be
reviewed by an individud with the legal expertise and knowledge to determine if the contract is
in compliance with contract law or Federd and Sate laws and regulations governing contracts,
and to ensure the best interest of the State is being served.

Executive Order No. 02-03 required al agencies to process and document al contracts through
NIS: “By no later than August 31, 2003, dl agencies shdl have completed entry of information
onto the NIS about al contracts made prior to April 1, 2003 that are till in effect.”

Executive Order No. 02-03 aso stated, “Agency directors shdl assure that each service
contract and persond service contract in excess of $25,000 is competitively bid at the agency
level in the manner prescribed by the DAS Materid Procedures for the Procurement of
Contractual Services manua or a process gpproved by the DAS Director or designee.” The
Executive Order was rescinded by the Governor effective August 31, 2003.

Recent legidation, 2003 Neb. Laws LB 626, replaced the requirements of Executive Order
No. 02-03 above and was effective August 31, 2003. As of that date the competitive bidding
threshold for service contracts became $50,000. The legidation dso required agencies to
perform other procedures as it relates to service contracts.

When alegd review of a contract is not performed there is an increased risk a contract will not
be in conformity with contract law or Federd and State laws and regulaions governing
contracts, and to ensure the best interest of the State is being served. In addition, when a
review isnot documented there is no assurance the review was actualy performed. Without the
State Treasurer following the processes set forth by DAS for contracts, there was an increased
risk the contracts were not financidly in the best interest of the State.
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L. Contracts (Concluded)

We recommend the State Treasurer implement policies and procedures
and interna controls over service contracts to ensure:
Copiesof dl contracts are maintained on file;
Contracts are Signed by dl partiesto the contract;
Existing contracts are entered onto NIS;
Contracts have alegd review; and
Contracts follow dl gpplicable laws and regulations in procuring
services.
Treasurer’s Response:  The Treasurer’s Office will follow all applicable laws and
regulations related to procuring services, and obtain a legal review as deemed necessary.
Contracts will be properly entered into NIS.

M. Contract Over payment

The State Treasurer had a contract with Affiliated Computer Services, Inc. (ACYS) to identify
and collect unclamed property for the State of Nebraska. The contract was entered into on
June 20, 1994. The fee schedule in the contract noted the vendor shall be paid as follows and
dates in pat: “1. A sum equd to tweve percent (12%) of the vaue of the *net abandoned
property” (aterm hereinafter defined) actudly paid or delivered to the Bank on behdf of the
State by an abandoned property holder (in its initid report and the next succeeding report);
provided however, in no event shdl the fees for any twelve-month period as determined by the
anniversary date of the Agreement exceed the amount appropriated or otherwise encumbered
by this Agreement, as set forth in Exhibit 5, atached hereto.”

Exhibit 5 of the contract dates the following: “This Agreement shall be subject to an annud fee
cap of $500,000.”

Since the contract was dated June 20 the APA consdered the fee cap to relate to the annud
period beginning June 19 and ending June 20 of the next year. The APA examined the
accounting records for the period June 19, 2003 through the end of the examination date of
January 6, 2004. The accounting records revealed the State Treasurer paid ACS $838,373 for
this period or an excess of $338,373 over the annud cap limit of $500,000.

Good internd control polices and procedures would ensure contract overpayments are not
made.
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3. Expenditur es (Concluded)

M. Contract Overpayment (Concluded)

We recommend the State Treasurer implement policies and procedures
and interna controls to ensure future payments on al contracts are
made in accordance with contractual agreements. In addition, we
recommend al necessary action be taken to obtain a refund of the
overpayment and to research the accounting records for past annud
payments to determine if ACS was over paid in past years.

Treasurer’s Response: A refund of the amount in excess of the $500,000 has been
received which was discovered by the new Treasurer.

4. Treasury Management Banking Functions

The Treasury Management Divison of the Treasurer’s Office is responsible for the safekeeping of the
State’ s assets; managing Sate deposits, and fulfilling fiduciary responshilities of the office. Treasury
Management Divison gaff mantan the following records.  receipts goreadsheet, Treasurer’s ledger,
bank reconciliations, and master month-end reconciliation.

The receipts spreadsheet is an Excel spreadsheet of dl the receipts that have been processed during the
day. This spreadsheet is by bank account and includes. deposits to the small banks; deposits received
at the Treasurer’s dffice window; ACH/EFT documents; revenue receipts; county documents; and child
support receipt documents.

The Treasurer’ s ledger is an Excd spreadsheet of dl activity that has gone through the Treasurer’ s office
relating to individua bank accounts. A running balance is maintained based on the receipts processed
and warrants cleared by the bank.

Bank reconciliations are done on a daly or monthly basis depending upon when the bank issues
statements. The Treasurer’s &dger balance is the balance to which the bank statement balance is
reconciled.

A madgter reconciliation is prepared each month-end combining dl bank reconciliations for that date
together. This reconciliation was performed by the Deputy State Treasurer, who did not perform any of
the other reconciliations. All Treasury Management Divison saff had access to al of the above
records.
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4, Treasury Management Banking Functions (Continued)

In addition to the above noted records, the Treasury Management Dividon was responsible for
determining the amount available for invesment in the Medium Term Investment Pool. The cash
position of the State was reviewed each morning to ensure enough money was in the bank accounts to
handle any warrant clearings or automated clearing house (ACH) transactions. If there were extrafunds
in the bank accounts, a transfer was done to the Medium Term Investment Pool.

The following are the items we noted during our review of the Treasury Management Divison s banking
functions.

A. Review of Bank Activity

There was no documented independent review of bank reconciliaions performed by Treasury
Management Divison gaff. We dso noted there was no independent review and approva of
transfers between the State of Nebraska's bank accounts. A summary sheet of transfers was
completed each day by the individua who performed the cash position review, however, there
was no documentation to show who completed the trandfers or if there was any type of
independent review performed.

Good interna control requires a documented independent review of bank reconciliations and
bank transfers to ensure propriety. Without an independent review of bank reconciliations and
transfers, errors could go undetected.

We recommend the Treasurer's office implement an independent
review of bank reconciliations. We aso recommend the Treasurer’s
office implement an independent review and approva of dl transfers
from or to the Stat€s bank accounts. Any review of bank
reconciliations or transfers should be documented.

Treasurer’s Response:  Treasury Management staff now stamps each bank statement
with a balanced by and reviewed by stamp. The staff member balancing the bank
statement and the reviewer each initial the statement.

The summary sheet of wire transfers is also stamped and initialed by both the person
initiating the wire transfers and the individual reviewing the summary sheet.
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Treasury Management Banking Functions (Continued)

B. Bank Reconciliations

For two of three reconciliations tested, reconciling items were not ceared timdy (within a
month). The reconciliation for State Street Bank-Medium Term Investment Pool as of
March 31, 2003, included reconciling items totaing $100 million that were older than one
month.  All reconciling items were due to pogting errors on the Treasurer’s ledger. The
reconciliation for US Bank-main account as of December 31, 2003, included reconciling items
totaling $192,378 that were older than one month. These items were al deposits recorded on
the bank that had not been posted to the receipts spreadsheet or NIS. The oldest item was
from April 2, 2003. ACH credits made up the mgority of the old receipt items on US Bank’s
reconciliation. When ACH items came into the bank, the Treasurer’s dfice compared the
amounts to ACH invoices prepared by agencies. When no invoice was received, limited
research was done on the ACH credit due to time and information available.

Sound accounting practice requires timely review and correction of reconciling items. Sound
accounting practice also requires deposits be posted to the State’ s accounting sysem in atimely
manner.  When deposits are not posted to the accounting system in a timey manner the
individua fund's balance and interest earned are understated.

We recommend the Treasurer’s office implement procedures to
address reconciling items in a timey manner, and deposgits in the bank
should be pogted to the State's accounting system in a more timely
manner.

Treasurer’s Response:  All reconciling ACH deposits referenced in this audit have been
cleared by agency NIS invoice documents after being contacted by TM staff. Sate
agency personnel are responsible for the process that generated these ACH payments by
either invoicing federal agencies or receiving federal grants. It isthe responsibility of the
state agency to submit a NIS invoice document to the Treasurer’s Office in anticipation
of the ACH payment settling to the US Bank Account without treasury staff involvement.
This process has not changed since the conversion of NAS to NIS. Sate agency
finance/accounting staff greatly outnumbers the Treasury Management staff available to
research these payments.

C. M aster M onth-End Reconciliation

The following items were noted diring our review of the June 30 and November 30, 2003
master month-end reconciliations.
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C. Master M onth-End Reconciliation (Continued)

1 Reconciling items on the master reconciliaion for four of ten banks tested did not agree
to the individuad reconciliations performed by Treasury Management Divison gaff. For
the US Bank Child Support account as of November 30, a posting error of $413,883
was noted; however, this amount did not gppear on the reconciliation prepared by
Treasury Management Divison staff. 1t appears thiswas a plug figure to make the bank
and ledger balance. The reason for the “plug” could have been due to the amount noted
as returned checks being a postive amount rather than negative. A purchase of
investments for the Medium Term Investment Pool in November was noted as a
transfer not on ledger rather than an investment purchase not on ledger. We aso noted
items that were adjusting the bank balance on the individua reconciliations changed to
adjusting the ledger baance on the master reconciliation. Theseincluded posting errors
and American Express/Discover card fees.

2. For one of ten banks selected, the ledger balance did not agree to the Treasurer’s
ledger as of November 30, 2003. The balance used for the reconciliation was the
previous day’ s balance and did not include activity posted on the last day in November.

3. The month-end master reconciliation contained lines for reconciling items and a NAS
reconciliation that were no longer used by the Treasurer’s office. Also, bank names had
not been changed to reflect bank mergers or purchases. The Spreadsheet was
developed by a previous State Treasurer and had not been modified since then.

Sound accounting practice and good interna control requires reconciling items be recorded
consgently between individud and master month-end reconciliations. Good internd control
a0 requires a review of spreadsheets used during daily operations to ensure information is
correct and functioning properly.

When items on the master reconciliation are not classified correctly, there is an increased risk
that the reconciliation between NIS and the bank performed by DAS isincorrect. When old
spreadshests are used there is an increased risk of errors in month end reconciliations used by
DAS.
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C. Master M onth-End Reconciliation (Concluded)

We recommend the Treasurer’s office implement procedures to ensure
items are properly classfied on the master reconciliation. These
procedures should include a supervisory review and gpprova. We dso
recommend the Treasurer’s dfice review spreadsheets used in daly
operations to ensure information noted on spreadsheets is till current
and spreadsheets are ill performing the functions needed.  Items
should be listed on the master reconciliation as noted on the individud
reconciligions. If adjustments are necessary to the worksheet to
accommodate new items, those changes should be made.

Treasurer’s Response:  Treasury Management staff have been working with DAS
Accounting on the bank reconciliation process.

Treasury Management staff corrected the November 30, 2003 bank reconciliation and a
new copy of the reconciliation as well as a new Monthly Master Reconciliation was
provided to DAS Accounting.

D. Pledged Collateral

The Treasurer’s dfice did not have sufficient pledged collatera to cover the deposts a US
Bank on March 25, 2003. A security with the market vaue of approximately $30 million was
released on the 21% and replaced by a security with a market vaue of $15 million. This
decreased the tota pledged collatera to $71 million. The balance on March 25" was $
88,906,370. Thus the State of Nebraska had unsecured cash on March 25" of $17,906,370.
We aso noted the Treasurer’s dffice did not have procedures in place to ensure the securities
used as pledged collatera were dlowable per Satute.

Neb. Rev. Stat. Section 77-2395 R.S.Supp., 2002, states, “the custodid officid shdl not have
on deposit in such depogitory any public money or public funds in excess of the amount insured
by the Federal Deposit Insurance Corporation, unless and until the depository has furnished to
the custodia official securities, the market vaue of which are in an amount no less than one
hundred two percent of the amount on depost which is in excess of the amount so insured.”

Neb. Rev. Stat. Section 77-2387 R.S.Supp., 2003 defines the type of securities that can be
used as pledged collateral.

When aufficient pledged collatera is not maintained there is noncompliance with State Statute
and an increased risk of loss of public funds.
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D. Pledged Collateral (Concluded)

We recommend the Treasurer's office implement procedures for
monitoring of pledged collatera to ensure compliance with Sections 77-
2395 and 77-2387. These procedures should include a detaled
oreadshect ligting the pledged collaterd for dl banks thet is reviewed
on aperiodic basis.

Treasurer’s Response:  Treasury Management staff developed a monthly collateral
spreadsheet to reflect the total market value of collateral pledged by the three national
banks the Treasurer’s Office maintains accounts with. The collateral reports submitted
by the banks to the Treasurer’s Office are now initialed by a staff member and compared
to the information sent by the Federal Reserve to the Treasurer’s Office regarding all
three bank relationships. A staff member compares the reports also verifying that the
type of collateral pledged meets state statute requirements.

Pledged collateral requirements were reviewed with the current staff members
responsible for setting daily cash position.

E. Treasurer’s Report

The monthly Treasurer’s Report has not been fully completed since February 2003. The
Summary of Active Accounts has been completed; however, the journd portion and the
Summary of Investment Securities for the State have not been completed since February 2003.

The Summary of Active Accounts showed the reconciliation between the Treasurer’s ledger
balances and the bank balances. The Journd portion showed the beginning baances, cash
receipts, vouchers and transfers-net, warrants issued, and the ending baance by fund type. The
Summary of Investment Securities showed the cash baance invested in the Operating
Investment Pool for each agency and the amount invested for Trusts. Treasurer’s dffice Saff
dated the new accounting system, NIS, does not easly provide the information needed to
complete the report.

Neb. Rev. Stat. Section 84-602 R.R.S. 2003, requires the Treasurer to report the following
informeation to DAS each December, March, June, and September, or more often if required:
al money received, al pendties and interest on delinquent taxes, al disbursements of public
funds and the amount of the unexpended badance of dl funds. Neb. Rev. Stat. Section 84-602
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E. Treasurer’s Report (Concluded)

R.R.S. 2003 dso requires the Treasurer to report the condition of the treasury and its
operations for the preceding year to the Legidature within ten days after the commencement of
each regular session or as soon as practicable.

We recommend the Treasurer's dfficereview Section 84-602 and the
format of the current Treasurer’s Report to determineif any changes are
necessary due to the new accounting system. If the current format of
the Treasurer’s Report is within the Satutory requirements set out in
Section 84-602, we recommend the Treasurer’s office work with DAS
to obtain information needed for the report from NIS.

Treasurer’s Response.  The Treasurer’s Office will work with DAS Accounting on the
improvement of the Treasurer’s Report.

F. Investment I nterest for the SDU Fund

Fund 72640, the 1V-D Support Payment Didtributive Fund for the SDU Divison afund of the
Nebraska Health and Human Services System (HHSS), was being credited for interest earned
by the Medium Term Investment Pool. However, the Treasurer did not consider this Fund
when determining amounts available for investment.

Sound business practice requires investment interest earned be credited to the funds that are
included in the investment.  Since the bank account balance for the SDU Divisonwas not used
in determining amounts available for investment, the Fund was receiving interest that the Genera
Fund should have been receiving and money in the SDU Divison bank account was not actudly
earning interest.

We recommend the Treasurer, in conjunction with HHSS, determine if
it is gppropriate for the SDU Dividon distributive fund to be credited
interest earned by the Medium Term Investment Pool or if the bank
balance in the Child Support accounts should be invested.

Treasurer’s Response:  The Treasurer’s Office worked with DAS Accounting.  Fund
72640 is not being used to determine amounts available for investment.
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Unclaimed Property

There is a separate Unclaimed Property Divison within the State Treasurer’s office. The Unclaimed
Property Divison recelves cash, securities, and safety deposit boxes (persona belongings) that have
been determined to be undamed by the business holding the property. We sampled each of the three
kinds of unclaimed property and noted the following:

A. Public Sale of Unclaimed Property

Neb. Rev. Stat. Section 69-1316(a) R.R.S. 2003 states, “All abandoned property other than
money, securities, bonds, or smilar property delivered to the State Treasurer under the Uniform
Disposition of Unclamed Property Act shdl be sold by him or her to the highest bidder at
public sde in whatever city in the state affords in his or her judgment the most favorable market
for the property involved . . . A sale must be conducted at least once very fiveyears. . . Heor
she need not offer any property for sde if, in his or her opinion, the probable cost of sde
exceeds the value of the property.”

Neb. Rev. Stat. Section 69-1317(b)(2)(i) R.R.S. 2003 states, “on or before November 1 of
each year theregfter, the State Treasurer shdl transfer any balance in excess of an amount not to
exceed five hundred thousand dollars from the separate trust fund to the permanent school
fund.”

Good internd control requires policies and procedures to ensure compliance with Section
69-1316.

We noted there has been no public sale of unclaimed property conducted since February 1994,
aperiod in excess of nine years.

The State Treasurer was not in compliance with State Statute. There is a potentia risk of lossin
the value of items, and the proceeds from the sde of these items are not included in the
Permanent School Fund and available for investment.

We recommend the State Treasurer implement policies and procedures
and internd controls to comply with Section 69-1316 and hold a public
sde a least every five years. If it is determined the cost of the sde
would exceed the value of the property, we recommend the State
Treasurer document this determination.

Treasurer’s Response:  The Treasurer's Office is coordinating an auction for safe deposit

box items that have been held for more than five years. The auction will take place this
fall.

-51-



NEBRASKA STATE TREASURER

COMMENTSAND RECOMMENDATIONS
(Continued)

Unclaimed Property (Continued)

B. Transfers Not Conducted Timely

Neb. Rev. Stat. Section 69-1317(b)(2)(i) R.R.S. 2003 states, “on or before November 1 of
each year theredfter, the State Treasurer shdl transfer any balance in excess of an amount not to
exceed five hundred thousand dollars from the separate trust fund to the permanent school
fund.”

Neb. Rev. Stat. Section 69-1317(b)(3) R.R.S. 2003 states, “On July 15, 2003, the State
Treasurer shdl transfer two hundred thousand dollars from the separate trust fund to the
Genera Fund and one hundred thousand dollars from the separate trust fund to the Treasury
Management Cash Fund.”

Also, good internd control requires policies and procedures to ensure compliance with
Section 69-1317.

We noted one of six transfers was not calculated correctly. The transfer from the separate trust
fund to the Permanent School Fund was short $2,745,948.

We dso noted three of ax trandfers were not transferred per the timeframe required by State
Statute. One transfer was b be completed by November 1, 2002; however, it was not
transferred until January 2, 2003. The other two transfers were to be completed on July 15,
2003; however, they were not transferred until November 17, 2003.

The State Treasurer was not in compliance with State Statute. There is aso a risk of loss of
investment interest in the Permanent School Fund because the correct amount was not
transferred.

We recommend the State Treasurer implement policies and procedures
and internd controls to comply with State Statute and ensure transfers
are completed timely and accurately.
Treasurer’s Response: Transfer, 69-1317 (b) (2) 2003, was corrected.
Transfer, 69-1317 (b) (3) 2003, was unable to be done in July 2003 per the Sate Satute

as there were no funds available in the fund until November 2003. The transfer was
completed in November 2003 when the funds were available.
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C. Public Notice of Unclaimed Property

Neb. Rev. Stat. Section 69-1311(a) R.R.S 2003 states, “Between March 1 and March 10 of
each year the State Treasurer shdl cause notice to be published once in an English language
legd newspaper of generd circulation in the county in this Sate in which is located the last-
known address of any person to be named in the notice. If no addressis listed or if the address
is outsde this gtate, the notice shal be published in the county in which the holder of the
abandoned property has his principa place of business within this sate and dso in a legd
newspaper having statewide circulation. The published notice . . . shdl contain: (2) . . . last-
known addresses, if any . . . (2) A Satement that information concerning the amount or
description of the property and the name and address of the holder may be obtained by any
person possessing an interest in the property by addressing an inquiry to the State Treasurer.”

Neb. Rev. Stat. Section 69-1311(d) R.R.S. 2003 states, “Within one hundred twenty days
from the receipt of the report required by section 69-1310, the State Treasurer shdl mail a
notice to each person having an address listed therein who appears to be entitled to property of
the vaue of twenty-five dollars or more presumed abandoned . . .” Section (e) of Section 69-
1311 dates, in part, “The mailed notice shdl contain: (2) The name and address of the person
holding the property and any necessary information regarding changes of name and address of
the holder. (3) A statement that, if satisfactory proof of claim is presented by the owner to the
State Treasurer, arrangements will be made to transfer the property to the owner as provided

by law.”

Also good interna control requires policies and procedures to ensure compliance with Section
69-1311.

The public notice advertised in the Omaha World Herdd did not contain the following
information as required by State Statute:

Each person’slast known address.
A datement that information concerning the amount or description of property and the

name and address of the holder may be obtained by any person possessing an interest
in the property by addressing an inquiry to the State Treasurer.
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C. Public Notice of Unclaimed Property (Concluded)

Also, if no address was listed then the property was not published.

We were unable to verify the State Treasurer sent the letters within one hundred twenty days of
receipt of the report. The letters did not contain the following information as required by State
Statute:

Holder' s address.

A statement that, if satisfactory proof of claim is presented by the owner to the State
Treasurer, arrangements will be made to transfer the property to the owner as provided

by law.

The State Treasurer was not in compliance with State Statute.

We recommend the State Treasurer implement policies and procedures
and interna controls to:
Comply with State Statute and include the required information
in public notices or condgder changing the language or
requirements within the State Statute to reflect current
procedures, and
The individud who prepares the 120-day letter should print,
date, initid or dgn, and retain the query generated in the
Wagers system.

Treasurer’s Response:  The State Statues will be fdlowed to comply with Unclaimed
Property Statutes.

D. Claimant Proof of Ownership Not on File

Good interna control requires policies and procedures be followed to ensure proof of
ownership is obtained prior to payment.

We noted one of fifteen clams tested did not have proof of ownership on file prior to paymen.
It was noted by dtaff that the State Treasurer knew the claimant persondly and, therefore, she
did not require the proof of ownership to be obtained. The claim was for $8,625.
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D.

Claimant Proof of Ownership Not on File (Concluded)

If policies and procedures are not in place and followed by al staff there is an increased risk of
loss or theft of State funds.

E.

We recommend the State Treasurer obtain proof of ownership prior to
payment of unclamed propety and retain copies for subsequent
review.

L ack of Segregation of Dutiesin Unclaimed Property

Good interna control requires an adequate segregation of duties to ensure no Sngle individua
can handle dl aspects of a transaction from beginning to end.

We noted there was a lack of segregation of duties in the Unclaimed Property Divison due to
the fallowing:

1.

One individud picked up the State Treasurer’s mal. This individud worked in the
Unclaimed Property Divison and because the Unclaimed Property Divison mal was
eadly identifiable this person could conced a piece of mail before bringing it to the
office. It is unlikely someone would detect a piece of mall was missing because thereis
little expectation of what mail is to be received prior to receiving it.

There was no initid listing of money conducted. The Unclamed Property Divison mail
was opened by two individuas within the Divison, oneindividud took the reports and
checks and created the deposit within the Wagers system and NIS. The deposit
document and checks were then given back to the gpprover of the document and the
document was approved within NIS. The individua approving the document did not
have an initid listing of money to verify what was received was deposited.

Without an adequate segregation of duties or compensating controls in place there is an
increased risk of loss or theft of State funds.

We recommend the State Treasurer implement policies and procedures
and internal controls to ensure there is an adequate segregation of duties
over unclamed property.

Two individuas should pick up the mail together,
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E. L ack of Segregation of Dutiesin Unclaimed Property (Concluded)

There should be an initid listing of money conducted, and

The Wagers deposit document, initid listing of money, and NIS
deposit document should be compared to each ather to ensure
what was received was deposited correctly.

Treasurer’s Response:  Policies and procedures are in place to make an initial listing of
checks to verify what was received was deposited.

F. Recor ding of Unclaimed Property Receipts

Neb. Rev. Sat. Section 84-617(1) R.R.S. 2003 states, “There is hereby created the State
Treasurer Administrative Fund. Funds received by the State Treasurer pursuant to his or her
adminigrative duties shdl be credited to the fund. Such funds shdl include: . . . (€) Paymentsfor
copies, including microfilm, computer disk, or magnetic tape, of listings of owners of uncdlamed
property held by the State Treasurer pursuant to the Uniform Dispostion of Unclamed
Property Act . . . Money inthe State Treasurer Administrative Fund . . . shal be credited to the
Unclaimed Property Cash Fund.”

Sound accounting practice requires proper coding of deposits to the correct fund and account.

We noted two of thirty-two deposits were not coded to the proper fund and account. Feesfor
unclaimed property listings are to be deposited to the State Treasurer Administrative Fund and
then transferred to the Unclamed Property Cash Fund and deposited into a sles and charges
account code. However, the State Treasurer coded the fees to the Unclamed Property
Escheat Trust Fund and the escheat monies account code.

We recommend the State Treasurer properly code monies to the
correct fund and account. We aso recommend a journd entry be
prepared for the fees incorrectly coded to the Escheat Trust Fund and
escheat monies account code.

G. Reporting of Unclaimed Property

Neb. Rev. Stat. Section 69-1310(a) R.R.S. 2003 states, “Every person holding funds or other
property, tangible or intangible, presumed abandoned under the Uniform Dispostion of
Unclaimed Property Act shdl report to the State Treasurer with respect to the property as
hereinafter provided.”
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G. Reporting of Unclaimed Property (Continued)

Neb. Rev. Stat. Section 69-1322 R.R.S. 2003 states, “(a) If the State Treasurer has reason to
believe that any person has failed to report property in accordance with the Uniform Disposition
of Unclamed Property Act, the State Treasurer may demand that such person file a verified
report or otherwise comply with the act within thirty days of the demand. (b) The State
Treasurer may at reasonable times and upon reasonable notice examine the records of any
person if he or she has reason to believe that such person has failed to report property that
should have been reported pursuant to theact . . . .”

Neb. Rev. Stat. Section 69-1323 R.R.S. 2003 states, “If any person refuses to deliver property
to the State Treasurer as required under sections 69-1301 to 69-1329, he shdl bring an action
inacourt of gppropriate jurisdiction to enforce such ddivery.”

Neb. Rev. Stat. Section 69-1324 R.R.S. 2003 states, “(8) A person who failsto pay or deliver
property within the time prescribed by the Uniform Disposition of Unclaimed Property Act shall
be required to pay to the State Treasurer interest calculated pursuant to section 45-103 .. . . (b)
A person who willfully fails to render any report or perform other duties required under the act
ghdl pay acvil pendty of one hundred dollars for each day the report is withheld or the duty is
not performed, but not more than five thousand dollars. () A person who willfully falls to pay
or deliver property to the State Treasurer as required under the act shdl pay a civil pendty
equa to twenty-five percent of the value of the property that should have been paid or delivered
. .. (&) Any person who willfully refuses to pay or deliver abandoned property to the State
Treasurer as required under the act shall be guilty of a Class 11 misdemeanor.”

Sound business practice requires management to ensure al businesses are reporting unclaimed
property as required by State Statute.

We noted the State Treasurer does not enforce Section 69- 1310, requiring businessesto report
al undamed property. Reporting ison avoluntary bass.

Without adequate policies and procedures in place there is an increased risk businesses will not
report unclaimed property in their possession.

We recommend the State Treasurer implement policies and procedures

and internd controls to ensure al businesses report unclaimed property
in thelr possession as required by State Statute.
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G. Reporting of Unclaimed Property (Concluded)

This may be accomplished by:
Obtain alig of dl businessesin the State of Nebraska and send
postcards indicating the laws requiring businesses to report and
the State Treasurer’ s website where forms and information can
be obtained.
Send the postcards to: 1) al businesses, or 2) those businesses
which would most likely possess unclaimed property.
Require a postive confirmation, where the entity must return a
response indicating they do or do not have unclaimed property.

Treasurer’s Response:  Sending notices to all businesses in the Sate of Nebraska is a
sound idea and something the Treasurer’s Office will be investigating in addition to other
means of properly obtaining any unclaimed property held by Nebraska businesses.

H. Unclaimed Property Securities

Neb. Rev. Stat. Section 69-1310 R.R.S. 2003 states, “(a) Every person holding funds or other
property . . . presumed abandoned under the Uniform Disposition of Unclaimed Property Act
shdll report to the State Treasurer with respect to the property as hereinafter provided. (b)(3) .
.. items of less than twenty-five dollars may be reported in the aggregate.”

Sound accounting practice and good internal control requires policies and procedures to be in
place to ensure information is properly recorded and retained for subsequent review.

We noted the following:
1 One of ten holder reports was not on file with the State Treasurer.
2. Thirteen of eighty-two securities were not properly recorded in the Wagers system.

3. Nine of forty holder reports had aggregate amounts the State Treasurer was not
recording separately within the Wagers system.

4, Four of forty holder reports had aggregate amounts that did not have the owner's
information reported.
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H. Unclaimed Property Securities (Concluded)

Section 69-1310 permits holders with one individud with severa unclamed properties under
twenty-five dollars to report them as one property. Therefore, owner’s information should be
reported by holders and recorded by the State Treasurer.

The State Treasurer is not required to publish or send notice to individuals with unclaimed
property vaued a less than twenty-five dollars therefore, if records are not adequately
maintained and properly recorded in the Wagers system, there is an increased risk individuads
may not be aware of unclamed property being held by the State Treasurer. Also, if holders do
not report owner information the State Treasurer is unable to determine who the owner of
unclamed property is.

We recommend the State Treasurer implement policies and procedures
and internd controlsto:
Ensure records are adequately maintained and recorded in the
Wagers system.
Someone separate from the data entering procedure perform a
review of the system to ensure datais input correctly.
Record aggregate property by the owner’ sinformation.

Treasurer’s Response:  Following are comments to those items noted by the auditors:

1. The holder report that was not found at the time of the audit has subsequently been
found.

2. In order to meet these requirements the Unclaimed Property Director will no longer
input reports into the Wagers system and will conduct random reviews of holder
reportsto ensure their accuracy.

[ Undaimed Property Safety Deposit Boxes

During the testing of unclamed property we noted the following in regard to safety deposit
boxes:

1 One of six safety deposit boxes did not have a physicd inventory documented upon
receipt.

2. One of gx safety deposit boxes did not contain dl of the property listed on the physica
inventory shet.
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l. Unclaimed Property Safety Deposit Boxes (Continued)

3. There were 143 safety deposit boxes received in 2003 that were not entered on the
Unclaimed Property System or on the safety deposit box spreadsheet maintained by the
Divison.

4, There was not an adequate safeguarding of safety deposit boxes kept in the basement
vault. A sgnificant number of the State Treasurer staff had access to the safety deposit
boxes kept in the basement and individuas were alowed to enter the basement vault
unaccompanied.

5. There was not an independent physica inventory conducted.

Good interna control requires policies and procedures to ensure physica inventories are
conducted and items are recorded on the Unclaimed Property System and safety deposit box
Spreadsheet upon receipt. Good internal control aso requires an adequate safeguarding of
unclamed property to ensure contents are not misplaced or susceptible to theft and that an
independent physica inventory is conducted a least annudly.

Without adequate records, safeguarding of safety deposit boxes, or an independent physica
inventory conducted thereis an increased risk of loss or theft of unclaimed property.

We recommend the State Treasurer implement policies and procedures
and internd controlsto:
Ensure a physica inventory is performed after the receipt of all
safety deposit boxes,
Ensure al safety deposit boxes are recorded on the Unclamed
Property System and safety deposit box spreadshest,
Ensure the safeguarding of safety deposit boxes by requiring
two individuas to accompany esch other when entering the
basement vault, and
Conduct an ndependent physica inventory at least annudly to
ensure dl safety depost boxes entered into the Unclamed
Property System are accounted for.
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Unclaimed Property Safety Deposit Boxes (Concluded)

Treasurer’s Response:  Following are comments to those items noted by the auditors:

1.

A physical inventory is done on every safe deposit box item that is received, the
item in question in #1 above that did not have an inventory sheet was received
in 1987.

This item was received in 1991, it was noted by the auditor’'s staff that in
Wagers there was a comment that the contents of this safe deposit box were
sold and the proceeds for the sale were $127.50.

3& 4. Future safe deposit box owner information will be entered in a timely fashion

and the yearly physical inventory will be checked against the items entered in
Wagers, as well as verifying the inventory against the safe deposit box
spreadsheet.  An independent physical inventory is in the process of being
implemented.

6. Outganding Warrants

In our examination of outstanding warrants we noted the following:

A.

Outstanding Warrants Procedur es Review

Good internd control requires documenting the review of reports. Also, a separate independent
individua should review any changes made to ensure accuracy.

During review of the outstanding warrant procedures it was noted there was a lack of
documentation to indicate al procedures were performed. The following was noted:

1.

The review of the Cumulative Warrant Register to the DAS Warrant Register was not
documented. This was performed to verify everything from the sngle warrant writer
gystem was in the State accounting system.

The comparison of the e-mall from lottery, informing the State Treasurer of the warrants
written, to the Warrant Reconciliation Errors report was not documented.
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A. Outstanding Warrants Procedur es Review (Continued)

3. The comparison of the two accounts payable exception reports generated in NIS was
not documented. Also, the exception reports were not documented consistently to
indicate someone had researched every item on the report. There was aso not another
individud consgently involved in the review of the error reports to ensure any
adjustments made to the system were accurate.

4, The comparison of the NWR Clearing Bank Tapes report and the Bank Reconciliation
report to the bank file total to ensure the amounts agree was not documented.

5. The caculator tapes used during the adjustment process were not retained during the
audit period.

6. The State Treasurer did not retain copies of the checks sent back to the bank for stop
payments or expired warrants.

7. The State Treasurer was not utilizing al of the codes available to be able to track the
different types of warrantsin NIS.

Without adequate documentation to verify reports are reviewed and changes are accurate there
isanincreased risk of errors being undetected.

We recommend the State Treasurer implement policies and procedures
and interna controls to ensure the review of reports is documented and
initided by the individud performing the review. We dso recommend
the exception reports be reviewed daily by another individud to ensure
al warrants listed were researched and the changes to the system were
accurate. The review should be documented and initided by the
individua performing the review.

Treasurer’s Response: Following are comments to those items noted by the auditors:
1. No Cumulative Warrant Register report is provided in the NIS system.

2. TM staff did compare the email from Lottery to the NWRO010 report in NAS. The
email, and NWR report were printed off, compared and kept in a binder.
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A. Outstanding Warrants Procedur es Review (Concluded)

Treasurer’ s Response, Concluded:

3. TM staff has always compared the two accounts payable exception reports. TM staff
now initial each report and write the number of items on each report. The individual
who input the update into NIS as well as the individual verifying the update in NIS
both initial the exception reports.

4. The comparison is completed on a daily basis when TM staff compares NISreports to
the daily bank clearing pad spreadsheet. The debits posted to the Treasurer’s ledger
are compared to the bank-clearing pad.

5. Calculator tapes used for warrant adjustments have always been retained in the daily
posting pack. TM staff was not asked for this information.

6. TM staff do not retain copies of warrants returned to the bank for recredit since the
bank who charged the warrant to the state images the items before they are
presented to the state for payment.

7. TM Saff members are now utilizing the Forgery codein NIS,

B. Qutstanding Warrants Report

Neb. Rev. Stat. Section 84-602 R.R.S 2003 states the State Treasurer’ sduty is“(3) To keep a
jugt, true and comprehensive account of al money received and disbursed; (4) To keep a just
account with each fund, and each head of appropriation made by law, and the warrants drawn
againg them; (5) To render a full statement to the Department of Adminidtrative Services. . .
the amount of the balance of the severd funds unexpended.”

Sound accounting practice aso requires an outstanding warrant list be available to State
agenciesin order to follow up on outstanding warrants prior to expiration.

We noted the June 30, 2003 outstanding warrants report was not accessble on the State
Treasurer's website until March 2004, even though the State Treasurer obtained the report
from DAS in October 2003.

Without an outstanding warrants list Sate agencies cannot follow up on an outstanding warrant
prior to the warrant’s expiration. NIS did not have a report that agencies could run, therefore,
agencies were relying upon the State Treasurer to provide outstanding warrant information.
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B. Outgtanding Warrants Report (Concluded)

We recommend the State Treasurer ensure the outstanding warrants
report is available within a reasonable amount of time.

Treasurer’s Response:  State Treasury staff will make this information available on the
website to agency personnel when received from DAS Accounting.

C. Cumulative Warrant Reqgister

Good internd control requires ensuring information from the accounting subsystems are
recorded properly in the officia State accounting system.

We noted there had not been a report generated in NIS to replace the NWR Cumulative
Warrant Register. Therefore, the State Treasurer was unable to determine that all subsystem
warrants written through the Single Warrant Writer System were properly recorded to NIS.

We recommend the Treasurer’s office implement controls to ensure
warrants written through the Single Warrant Writer System are properly
recorded on NIS.

Treasurer’s Response:  The Treasurer’s Office does not issue State warrants and the
function to determine completeness is a DAS Accounting responsibility. The Treasurer’s

Office will work with DAS Accounting on the bank reconciliation process.

D. Cancellation Procedures

Neb. Rev. Stat. Section 84-602 R.R.S. 2003 states the State Treasurer’ s duty is*“(3) To keep
ajug, true and comprehensive account of all money received and disbursed; (4) To keep ajust
account with each fund, and each head of appropriation made by law, and the warrants drawn
agang them.”

Good internal control requires policies and procedures to ensure al cancelled warrants are
accounted for and retained in one central location for subsequent review.

We noted DAS did not send two of thirty-five cancelled warrants tested to the State Treasurer
on a timdy bass. Also, the State Treasurer did not verify that dl canceled warrants were
received from DAS to be retained in their vault.
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Outgtanding Warrants (Concluded)

D. Cancellation Procedur es (Concluded)

We recommend DAS send dl cancdled warrants to the State Treasurer
dally to be retained in the vault. We dso recommend the State
Treasurer generate the A/P Payment History Detail Report daly to
ensure dl cancedled warrants listed are received from DAS.

Treasurer’s Response:  Treasury staff will work with DAS Accounting to get a processin
place regarding the cancelled warrants.

Fixed Assets

In our examination of the State Treasurer’ s fixed assets records we noted the following:

A. L ack of Segregation of Duties Over Fixed Assets

As of June 30, 2003 and January 6, 2004 six employees were authorized to add, change, and
trandfer asset transactions in NIS because they were set up in NIS security as Code 20 under
the Fixed Asset Functiona Security Matrix. In addition, four of the six were authorized to set
up new business units and add or change budget information as they were set up with a Code
40 under the Fixed Asset Functiona Security Matrix.

Also, the State Treasurer did not review the Fixed Asset Integrity Reports. We were unable to
determine how often they reviewed the Unposted Fixed Asset Transaction Report. The
Unposted Fixed Asset Report dated February 27, 2004 had journd entries and voucher
transactions dating back to October 2003 and December 2003.

Good internd control requires an adequate segregation of duties to ensure no single individud is
in aposition to both perpetrate and concea errors or irregularities.

Good interna control aso requires regular review of fixed asset reports to ensure the fixed asset
transactions are promptly reviewed and followed up on. Reviewing these reports on a regular
basis would ensure the accuracy of the fixed asset listing.

Without a proper segregation of duties and regular review of fixed asset reports, there is an
increased risk in loss or misuse of State assets.

We recommend the State Treasurer review the security functiond
matrix for Fixed Assets and implement procedures to ensure a proper
segregation of duties over fixed assets.
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A. L ack of Segregation of Duties Over Fixed Assets (Concluded)

We dso recommend the State Treasurer review the Fixed Asset
Integrity Reports on a monthly bass. The Unposted Fixed Asset
Report should be reviewed after the posting of payables to determine
the digposition of each transaction.

B. Missing Assets/Assets Not Tagged

Neb. Rev. Stat. Section 81-1118.02(3) R.R.S. 1999, dates, dl State property shal be
indelibly tagged, marked, or samped as “ Property of the State of Nebraska,” and each agency
shdl date postively that each item has been so tagged, marked, or stamped. In addition,
Section 81-1118.02(2) states, if any property is lost, destroyed, or unaccounted for by the
negligence or cardlessness of the State agency, the Materiel Adminigtrator shdl, with the advice
of the Attorney Generd, take the proper steps to recover such property or the reasonable value
thereof from the State agency and from the person bonding such agency, if any. Good interna
control requires a plan of organization, procedures, and records designed to safeguard assets
and provide rdiable financia records. Good interna control also requires an adequate record
be maintained to account for the assets of the State.

During our testing of the fixed assets, we noted the following:

1 The State Treasurer’s gaff could not locate one laptop selected from the fixed asset
records. This lgptop was thought to have been purchased in 2000 or 2001; however,
they were unable to determine how long it had been missng.

2. One laptop was located at the SDU Divigon but was not on the Fixed Asset Listing.

3. Three laptops were not tagged with an asset number.

4, Two laptops were not labeled “ Property of the State of Nebraska.”

5. During our floor to ligt testing we noted not dl chairs, desks, or file cabinets were
tagged “ Property of the State of Nebraska.”
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Fixed Assets (Concluded)

B. Missing Assets/Assets Not Tagged (Concluded)

We recommend the State Treasurer take appropriate steps to
determine the status of the missng laptop. If the laptop cannot be
located and is presumed to be missng or stolen, then we recommend
the State Treasurer contact DAS Materiel Divisonto report the missing
laptop. We dso recommend al State Treasurer property be properly
tagged to ensure compliance with State Statute.

C. Disposal of Assets

We noted eight monitors, two printers, and ten CPUs in the hdlway of the basement of the
State Capitol building. Even though this area has restricted access many State employees have
access to thisarea. We aso noted 22 Gateway monitors stored in the SDU Divison building.
According to State Treasurer’s gtaff, dl the above items had been in storage and not used for
over ayear.

Neb. Rev. Stat. Section 81-161.04(1) R.S.Supp., 2002, states, whenever any persond
property is no longer needed, the using agency shdl notify DAS Materid Divison -Surplus
Property who shdl direct the sde. In addition, good internd control over unused capita assets
would ensure they were stored in a secure area.

When fixed assets are no longer needed or used by the agency and not reported to DAS
Materiel DivisonSurplus Property, the agency B not in compliance with State Satute. In
addition, when unused items were not stored in a secure area there was a greater risk property
would get misplaced or misappropriated.

We recommend the State Treasurer take appropriate steps to initiate
the digposal of the fixed assets no longer in use by the agency and to
take steps to properly secure al unused property until it is properly
disposed.

State Disbur sement Unit (SDU)

A. SDU Bank Reconciliation

The 1V-D Support Payment Didribution SDU Fund 72640 is under the authority of the
Nebraska Hedth and Human Services System (HHSS) and is used by HHSS and the SDU
Dividon to record child support received and disbursed to the child's custodian. Good
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A. SDU Bank Reconciliation (Continued)

internal control requires procedures to ensure bank records agree to the State's accounting
records (NIS). Good internal control aso requires reconciling items be researched and
resolved in atimely manner.

We noted that a reconciliation of the Fund 72640 balance per the accounting records to the
balance per the bank records had not been performed. Bank baancing was performed daily to
the Treasurer’ s ledger; however, this baancing only considered recel pts and items noted may or
may not have affected NIS.

We compared NIS to bank baances, adjusting for items on the Treasurer’s baancing
worksheets, outstanding warrants, outstanding EFTs, and other items we believe need to be
considered. Our comparison noted the falowing:

Adjusted
Date NIS Baance Adjusted Bank Variance
6/30/02 $ 975,066 $ (417915) $ (1,392,981)
6/30/03 $ 3,250,945 $ 1,762,344 $ (1,488,601)
1/06/04 $ 2145342 $ 1,253,209 $ (892,133)

We dso noted various items such as nonauffident funds checks, expired warrants, and
recoveries were not promptly recorded on NIS. (See additiond information in Comment 8.C.
(Bad Debt, Duplicate Warrants, and Cancelled Warrants) and Comment 8.D. (Misapplied

Payments).

We further noted the January 6, 2004 reconciliation of the bank to the Treasurer’s ledger
included 141 items that were older than one year and had not yet been resolved.

There is an increased risk of loss or for errors to occur without adequate and timely
reconciliation of bank records to the accounting records.

We recommend the Treasurer work with HHSS to implement
procedures to periodically reconcile bank records to the accounting
records. We further recommend al transactions be promptly recorded
on NIS, and that reconciling items be researched and resolved in a
timdy manner.
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A. SDU Bank Reconciliation (Concluded)

Treasurer’s Response:  The Treasurer’s Office is currently working with DAS Accounting
and HHSS on the reconcilement of bank accounts to NIS. The old reconciling items are
being investigated and are being cleared in a timely matter at present.

B. Reconciliation Pr ocesses

HHSS is responsible for the collection, disbursement, and enforcement of child support in the
State of Nebraska. To mest this responsbility HHSS has developed a computerized system
cdled Children Have A Right to Support (CHARTS). CHARTS maintains millions of records
and tracks hundreds of millions of dollars of child support receipts and disbursements.

HHS sdlected the State Treasurer's office to operate the SDU Divison for the receipting and
disbursement of child support beginning December 24, 2001. The SDU Divison developed an
automated system (KidCARE) to record the receipts and disbursements related to child
support. NISisthe officd accounting system of the State.

In gaining an understanding of the operations of the three systems as noted above (CHARTS,
KidCARE, and NIS) we noted there were limited reconciliation procedures performed
between the systems to ensure al activity was properly accounted for and the fund balance per
NIS equaed the undisbursed child support as recorded in CHARTS. We noted the following
was not performed:

1 Reconciliation of child support collected by the SDU Divison through KidCARE to
CHARTS - When this reconciliation is not being performed there is a greater risk errors
and omissons will go undetected and that dl child support receipts received by the
SDU Divison will not be recorded in CHARTS.

2. Reconciliation of child support collected by the SDU Divison through KidCARE to
NIS - When this reconciliation is not being performed there is a greater risk that errors
and omissions will go undetected and al child support receipts received by the SDU
Dividon will not be recorded in NIS.

3. Reconciliation of child support subsequently disbursed by the SDU Dividon to

CHARTS and NIS - When this reconciliation is not being performed there is a greater
risk errors will go undetected and unauthorized payments could be made resulting
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B. Reconciliation Processes (Concluded)

inaloss of funds. SDU Divison gtaff performed a daily reconciliation of the CHARTS
payout file, SDU Payment Register and NIS. However, we noted severd days with
variances. One of five days tested had an unresolved variance of $10,008.

Good accounting and internd control procedures would include reconciliation between systems
to ensure dl activity is properly accounted for and the systems are in balance.

A similar comment was noted in our prior audit report.

We recommend the SDU Divison work with HHSS to develop
reconciliation procedures between CHARTS, KidCARE, and NIS
systems to ensure dl activity is properly accounted for and the systems
arein balance.

Treasurer’s Response:  Following are comments to those items noted by the auditors:

1. Areconciliation process between Kidcare and Charts has been implemented.

2. Reconciliation between Kidcare and NIS has begun by identifying bad checks. The
DU and Treasurer’s Office will work with DAS Accounting on the reconcilement
with NIS.

3. The DU is working more closely with HHSS to perform reconciliation between all
three areas. The SDU and Treasurer’s Office will also work with DAS Accounting on

the reconcilement with NIS.

C. Bad Debt, Duplicate Warrants, and Cancelled Warrants

Court ordered support was received and disbursed from one centrd location, the SDU
Divison The SDU Divisonwas responsible for receipting, depositing, and crediting the correct
non-custodial parent and effective date to child support monies received. The SDU Divison
was a0 responsible for the disbursement of the child support to the payee.

The Interagency Agreement-Attachment A (Request For Information) between the State

Treasurer's office and the HHS Stated that the contractor is“liable for the amount of subsequent
Non-Sufficient Fund (NSF) receipts from any payor or employer that tendered
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C. Bad Debt, Duplicate Warrants, and Cancelled Warrants (Continued)

a receipt with NSF where the mntractor has received notice from the bank. The contractor
must provide the funds within twenty-four hours of the natification of the NSF.”

The Request for Information (RFI) also noted, “if a payee receives an overpayment as a result
of the contractor’s error, the contractor shall notify the payee that the payment was made in
error and to return the payment to the contractor. The contractor shal provide the funds for the
correct disbursement.  If payment is not received from the payee after notification, the
contractor may record in CHARTS the incorrect disbursement. The contractor may aso be
rembursed by withholding future, current, or arearage payments as the Child Support
Enforcement policy permits.”

Sound business practice requires policies and procedures be in place for the collection and
funding of outstanding bad debt obligations, as well as the write-off of outstanding accounts
deemed uncollectable. Sound business practice aso requires written policies and procedures
for the cancellation of State warrantson NI S.

We noted the following related to child support disbursements:

1. Bad Check and ACH Debt

The SDU Divison was accountable for al bad debts resulting from child support. The
SDU Dividon had contracted with a collection agency, e-Tech Solutions, to collect bad
check debt resulting only from insufficient funds and closed accounts. The State
Treasurer's office pursued collections for bad checks that were not collected by e-Tech
Solutions and bad dectronic payments made through ACH transactions.

Bad Check debt needing recovery at June 30, 2003 totaled $184,362 and at
January 6, 2004 totaled $273,461.

Bad ACH debt needing recovery at June 30, 2003 totded $92,629 and at
January 6, 2004 totaled $129,501.

Two transactions within NIS authorized by the State Treasurer to use $353,712
State General Funds for bad debt. No funds had been deposited back into the
State Generd Fund for those bad debt items that were funded
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C.

Bad Debt, Duplicate Warrants, and Cancelled Warrants (Continued)

by the Genera Fund and were subsequently recovered. We also noted the
General Funds were not transferred to the SDU Divisonbank account, but were
maintained on a separate ledger by the State Treasurer.

The SDU Divison had inadequate procedures to pursue collection on bad debt
not collected through e Tech Solutions. It was noted for those items e Tech
Solutions did not pursue collection on, the SDU Divison may have mailed only
one |etter to pursue the recovery of the returned check item.

Neb. Rev. Stat. Section 43-3342.03(2) R.S.Supp., 2002 dlows the State
Treasurer to charge a fee for ACH items returned due to non-sufficient funds.
The SDU Dividon did not charge afee for those returned ACH items.

The SDU Dividon did not have set procedures in place to ensure that after
recaving nonaufficient payments, future payments were remitted through
guaranteed funds.

The SDU Divison did not have written policy or procedures established for the
funding or write-off of bad check debit.

The Master Bad Check Lis maintained by the SDU Divison included items
returned for endorsement issues. These returned items should not have been
reflected on the Master Bad Check List because they were items that were not
due to the SDU Divison These were actudly receipts that were not payable to
the SDU Dividon, but were deposited and accounted for in the Child Support
Digtributive Fund balance (Fund 72640). Therefore, these items were due back
to the payor. Endorsement items improperly reflected on the Master Bad Check
List totded $17,870 at June 30, 2003; and $22,925 at January 6, 2004.

The format of the Bad ACH List changed from fiscal year 2002. One of ten
returned ACH items tested was not properly reflected on the new format.
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C.

Bad Debt, Duplicate Warrants, and Cancelled Warrants (Continued)

Returned check and ACH items were not recorded on NIS.

The retuned checks disbursement and recovery status was not properly
reflected on the Master List for three of nine returned check items tested and for
three of ten returned ACH items tested.

Documentation was not on file to support recovery procedures were taken on
the returned item for one of ten returned check items tested and for five of ten
returned ACH items tested.

Recovery items were not recorded on NIS.

Without adequate policies or procedures in place regarding the recovery and funding of
bad debt, the SDU Dividon will not have sufficent funds to pay dl outstanding
obligations and additiond Sate General Funds will be required. Without the proper
recording on NIS of the bad debt and recovery, the IV-D Support Payment
Digtribution cash baance (Fund 72640) will be misstated.

Duplicate Warrants

On both February 19 and 20, 2002 a warrant print file was sent to the print vendor
twice. The SDU Divison became aware of the problem when payees cdled in to
report they had received duplicate payments. The SDU Divison changed their
procedures to verify when the warrant print file had been sent to the print vendor, and
processes at the print vendor aso changed to ensure duplicate warrants were not
issued. The SDU Divisondid natify HHS of the duplicate disbursement; however, the
disbursement was never recorded on NIS.

For $215,765, letters were mailed June 2002 to the payees requesting the
amount be pad in full or a payment plan be established; however, the SDU
Divisonhad not pursued any further recovery efforts of these warrants.

$30,975 was unaccountable and no collection procedures had been pursued.

The totd of duplicate warrants still unrecovered at June 30, 2003 and January 6,
2004 was $184,419 and $183,929, respectively.
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C.

3.
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Cancdled Warrants

On occasion the SDU Divison was notified by HHSS that a warrant would need to be
cancelled within KidCARE. If the physicd warrant was in the SDU Divison' s custody,
it was stamped cancelled and the warrant’ s status was changed within KidCARE. The
physical warrants were kept at the SDU Divison

Additiondly, the SDU Divison ran queries for HHS to determine if any warrants were
due to expire. These warrants should have then been cancdled within NIS and
transferred back to the fund of origination.

During the period from June 25, 2003 through January 6, 2004, warrants
totaling $90,417 were cancelled by the SDU Divison but were not recorded on
NIS; and expired warrants totaling $267,241 were not recorded on NIS.

Similar findings regarding bad debt, duplicate warrants, and cancelled warrants were
noted in the prior audit.

We recommend the State Treasurer’ s office:
Record all bad debt, duplicate warrants, and cancelled warrants
on NIS.
Deveop and implement written policies and procedures
regarding the collection and funding of outstanding bad debt and
the write-off of any uncollectable accounts.
Deposit recoveries a bad debt funded by the State Generd
Fund to the Generd Fund.
Develop procedures to ensure future payments are remitted
through guaranteed funds.
Work with HHSS and DAS to ensure cancelled warrants are
recorded on NIS.
SDU Dividon pursue the adjustment of the payee's records in
CHARTS to reflect the receipt of the duplicate payment and/or
to retain future payments as HHSS policy permits.
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NEBRASKA STATE TREASURER

COMMENTSAND RECOMMENDATIONS
(Continued)

State Disbur sement Unit (SDU) (Continued)

C. Bad Debt, Duplicate Warrants, and Cancelled Warrants (Concluded)

Treasurer’s Response: The SDU is liable for bad debt and the Treasurer’s Office will be
working with both the Legislature and State Accounting to fund these monies. The SDU
has implemented new status codes in both Kidcare and Charts to allow both systems to
recognize the different elements of bad debt and the impact on all three systems. A new
full-time collections person has been hired to work the bad debt. Policies and procedures
have been implemented to help prevent and the collection of bad debt. We are working
with HHSS and DAS Accounting to identify and properly record cancelled warrants both
in Kidcare, Charts, and NIS.

D. Misapplied Payments

The SDU was responsible for receipting, depositing, and crediting the correct non-custodia
parent and effective date to child support monies receved. The SDU Divison was dso
responsible for the disbursement of the child support to the payee. The SDU Divison referred
to collections credited to the wrong child support case as “misapplied.” When these misapplied
callections resulted in an erroneous payment the SDU Divison termed these “misapplied
payments.” Federa regulaions do not dlow a date to recoup an overpayment of support
through the intercept of a subsequent child support payment unless the custodia parent agrees.

Good interna control requires adequate procedures to pursue the collection and recovery of
those receipts that were misgpplied and resulted in a payment to the incorrect payee.

Additiondly, the RFl adso notes, if a payee receives an overpayment as a result of the
contractor’s error, the contractor shal notify the payee that the payment was made in error and
return the payment to the contractor. The contractor shdl provide the funds for the correct
disbursement. If payment is not received from the payee after notification, the contractor may
record in CHARTS the incorrect disbursement. Additiondly, the contractor may aso be
rembursed by withholding future, current, or arrearage payments as the Child Support
Enforcement policy permits.

We noted the following regarding recovery of misapplied payments.
The SDU Divison would mall a letter to the incorrect payee notifying them of the

amount needing to be returned. The SDU Divison had not followed up on the
outstanding amounts due to the SDU Divison
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8.

NEBRASKA STATE TREASURER

COMMENTSAND RECOMMENDATIONS
(Continued)

State Disbur sement Unit (SDU) (Continued)

D.

Misapplied Payments (Continued)

CHARTS would track the SDU misgpplied adjustment code. CHARTS would sum
the SDU misapplied codes on a periodic basis and create a journd entry in NIS to
transfer the funds from HHS Generad Fund gppropriations to the 1V-D Child Support
Digributive Fund (Fund 72640). The SDU Divison had not returned any of the funds
they had recovered back to the State General Fund.

HHSS had provided $249,535 from the State General Fund during the period July 1,
2002 to January 6, 2004 to fund the SDU Divison's misapplied payments.

During testing of the misapplied payments we noted the following:

Documentation was not on file to support the incorrect payee was contacted regarding
the recovery process for eght out of ten misapplied rece pts tested.

Recovery funds were noted for one out of ten items selected for testing; that one item
was not recorded in NIS.

An HHSS-CSE Accountant indicated the query of the amount transferred to Fund
72640 from the General Fund did not aways reflect what was actudly disbursed. He
noted CHARTS would total everything coded as an SDU Divison misapplied payment
whether it had been disbursed or not. This actudly caused more funds to be sent to
Fund 72640 than needed to fund the misapplied payments.

Without proper controls and procedures in place to account for al misgpplied payments and

recoveries, there is the increased risk of loss or misuse of both State Genera Runds and
obligated child support funds. Failing to account for those misapplied payments that have been
recovered and were funded with State Generd Funds increases the risk the 1V-D Child
Support Digributive Fund (Fund 72640) will be overstated. Additionaly, the Fund will be
overstated due to the transfer of State General Funds for those misapplied items that were not
disbursed.

We recommend the SDU Divison immediately implement policies and
procedures to account for al misgpplied payments, recoveries, ad
funds due back to the State Genera Fund. We aso recommend the
SDU Dividon record al recovered misgpplied payments on NIS.
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NEBRASKA STATE TREASURER

COMMENTSAND RECOMMENDATIONS
(Continued)

State Disbur sement Unit (SDU) (Continued)

D. Misapplied Payments (Concluded)

Additiondly, documentation should be maintained to support recovery
procedures were pursued. Further, the SDU Divison should consder
working with HHSS to implement additiona recovery procedures.

Treasurer’s Response:  Misapplied payments are identified both on the Kidcare side and
the Charts side. We are working with HHSS to insure that these payments are also
accurately reflected in NIS.

E. Daily Suspense Report

Good internd control requires a plan of organization, procedures, and records designed to
safeguard assets and provide reliable financiad records. A good system of interna control
should include an adequate segregation of duties so no one individua can handle al phases of a
transaction from beginning to end.

As noted in the investigation summary in the Comments Without Recommendations section of
this report, numerous checks were received by the SDU Divison that were made out to other
individuas or busnesses. According to staff, SDU Divison employees were told not to spend
time researching these payments and the money would continue to St in the Treasurer’ s account
eaning interest. The Daily Suspense Report dated October 14, 2003 showed 198 payments to
the SDU Divison totaling $150,163 that had not been matched to a recipient.

The APA examination supports the above investigation finding.

The Daily Suspense Report is a liging of collections receipted into KidCARE that have not
been identified to the proper case due to insufficient information. Therefore, a zero number is
assigned to the receipt until further research can determine how the receipt should be
processed. During our review of procedures over the Daily Suspense Report we reviewed the
report at two periods, October 14, 2003 and January 6, 2004. We noted the following:

Many items on the January 6, 2004 report were unidentifiable because not enough

supporting information was provided with the receipt; therefore, the item was never
cleared from the report.
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NEBRASKA STATE TREASURER

COMMENTSAND RECOMMENDATIONS
(Continued)

State Disbur sement Unit (SDU) (Continued)

E.

Daily Suspense Report (Continued)

The SDU Divison did not have any written policies or procedures over unidentifigble
collections listed on the Daily Suspense Report. This includes procedures of how often
the report should be reviewed and by whom, how items are removed from the report,
and what should be done with those items that are marked as unidentifiable when the
appropriate custodia parent cannot be located.

One employee was able to research the unidentifiable item, request an adjustment within
CHARTS, and remove the item from the KidCARE Dally Suspense Report. There
was no supervisory review of the Daily Suspense Report.

When the payor was contacted and a refund was initiated by the payor having the bank
debit the funds out of the SDU Divison's bank account, no transactions were recorded
on NIS to account for the reduction of the funds in Fund 72640. However, beginning
October 2003 the SDU Divison began recording these transactions on NIS.

January 6, 2004 Daily Suspense Report

Research and corrective action was not taken for 10 out of 11 receipts tested.

Research and corrective action was not taken in a timely manner for al 11
receipts tested.

October 14, 2003 Daily Suspense Report

APA was undble to determine if two of five unidentified receipts tested were
appropriately removed from the Daily Suspense Report.

Documentation was not on file to support two of five unidentified receipts were
applied to the gppropriate child support case or returned to the payor.

All five receipts tested were not resolved in atimely manner.
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COMMENTSAND RECOMMENDATIONS
(Continued)

State Disbur sement Unit (SDU) (Continued)

E. Daily Suspense Report (Concluded)

Without proper interna controls there is an increased risk the agency is receipting funds that are
not due to the SDU Divison which inaccurately increases the balance of the Child Support
Digtributive Fund (Fund 72640). Additionaly, alowing one person to control dl phases of a
transaction from beginning to end increases the risk of loss or misuse of funds receipted into the
Child Support Digtributive Fund.

We recommend the SDU Divison develop a plan of organization,
procedures and records to provide reliable financid records, provide an
adequate segregation of duties so that no one individud can handle dl
phases of a transactions, and determine refunds processed through the
bank account to ensure the transactions were properly recorded on
NIS.

Treasurer’s Response:  The daily suspense report points out both misendorsed items as
well as unidentifiable items. We have implemented a procedure to refund the
misendorsed items and to properly reflect this within Kidcare, Charts, and NIS. The
unidentifiable items are now being identified and handled appropriately.

F. Federal Reporting

The contract between the State Treasurer’s dfice and HHSS to operate the SDU Divison
dates, “ . . . the Treasurer shdl submit, on a monthly basis, an itemized billing statement to the
Title IV-D agency for dl expensesincurred . . . which are directly associated with the operation
of the SDU.”

During our review of the Treasurer’s monthly billing documents, we noted the following:

For the period August 2000 through October 2003, the Treasurer expended $305,254
more in Federd letter of credit funds than they reported to HHSS. After adjusting for
$42,126 in expenses not clamed that appear to be dlowable, the Treasurer dtill
expended $263,128 more in Federd letter of credit funds than what was reported.

No reports were filed after October 2003.

By expending Federd letter of credit funds, but not reporting those expenditures to HHSS, the
State Treasurer used Federd funds to pay for expenses that should have been paid from State
funds.
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COMMENTSAND RECOMMENDATIONS
(Continued)

8. State Disbur sement Unit (SDU) (Conduded)

F. Federal Reporting (Concluded)

We recommend the State Treasurer’s office work with HHSS to
determine whether any funding should be refunded. In addition, we
recommend the State Treasurer’s office only expend Federd letter of
credit funds for expenses that are directly related to the operation of the
SDU Divisonand report those expendituresin atimely manner.

Treasurer’s Response:  The SDU and the Treasurer’s Office have been working with
HHSS to determine the proper allocation of costs and any adjustment that may be
necessary. Procedures are currently in place to properly allocate SDU related costs
between Federal and Sate funds.

9. Transfersand Allocation

Neb. Rev. Stat. Section 77-2602 R.S.Supp., 2003 established atax on cigarette sales and indicated
how the tax should be dlocated. The tax was 31 cents until October 1, 2002, and then increased to 64
cents for each pack of 20 cigarettes. The dlocation is based on cents per pack, with certain minimums
based on collections from the fiscal year ended June 30, 1998. Among the 11 funds that receive an
allocation, Generd Fund 10000 was to receive 21 cents and the Building Renewa Allocation Fund
26520 was to receive 5 cents until October 1, 2002, and 7 cents after that.

In addition, the Legidature changed section 77-2602(3)(c) with 2003 Neb. Laws LB 759, Section 3.
The change increased the minimum amount of cigarette tax that should be transferred to the Building
Renewad Allocation Fund effective October 1, 2003.

Our review of the dlocations for the fiscd year ended June 30, 2003, and for the first ax months of the
fisca year ending June 30, 2004, noted the State Treasurer Sarted alocating additiona money to the
Building Renewad Allocation Fund based on the changes made by LB 759 effective July 1, 2003 rather
than the effective date of LB 759 d October 1, 2003. This may have caused the Building Renewa
Allocation Fund to receive $654,519 more than it should have and the Generd Fund to receive
$654,519 less than it should have.

It appears the reason the State Treasurer started dlocating the cigarette tax in this manner Sarting
July 1, 2003, instead of October 1, 2003, three months before the effective date of the changes made
by LB 759, was because higoricdly the transfers were done by the State Treasurer on a fisca year
basis, or July 1 through June 30.
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COMMENTSAND RECOMMENDATIONS
(Continued)

9. Transfers and Allocation (Concluded)

Due to the way Section 77-2602 and the changes made by LB 759 were written, we were unable to
determine if the dlocation to the Building Renewa Allocation Fund should be October 1, through
September 30 based on the changes made by LB 759 or whether the dlocation should continue on a
fiscd year basis (duly 1 through June 30).

We recommend the State Treasurer’s office review the above statute
and changes made by LB 759 in conjunction with the State Attorney
Generd'’ s office to determine whether or not the dlocation of amounts
to the Building Renewa Allocation Fund has been correctly dore or if a
correction is needed.
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NEBRASKA STATE TREASURER

INDEPENDENT ACCOUNTANT’SREPORT

We have examined the accompanying schedules of revenues, expenditures, and
changes in fund balances of the Nebraska State Treasurer (Treasurer) for the fiscal
year ended June 30, 2003 and for the period July 1, 2003 through January 6, 2004,
and the statements of assets and liabilities of the AIM College Savings Plan, the TD
Waterhouse 529 College Savings Plan, and the College Savings Plan of Nebraska
Series of the Nebraska Educational Savings Plan Trugt as liged in the table of
contents, as of December 31, 2002 and the related statements of operations and
changes in net assets, for the period ended December 31, 2002. The Treasurer’s
management is responsible for the schedule of revenues, expenditures, and changes
in fund baances and the AIM College Savings Plan, the TD Waterhouse 529
College Savings Plan, and the College Savings Plan of Nebraska Series of the
Nebraska Educational Savings Plan Trust. Our responghility is to express an
opinion based on our examinaion. We did not examine the financid statements of
the AIM College Savings Plan, the TD Waterhouse 529 College Savings Plan, and
the College Savings Plan of Nebraska Series of the Nebraska Educationa Savings
Pan Trus. Those financid Statements were audited by other auditors whose
reports thereon have been furnished to us, and our opinion, insofar as it relates to
those financid statementsis based on the reports of the other auditors.

Except as discussed in the following two paragraphs, our examination was
conducted in accordance with attestation standards established by the American
Ingtitute of Certified Public Accountants, and the standards gpplicable to financia-
related audits contained in Government Auditing Standards issued by the
Comptroller Generd of the United States, and accordingly, included examining, on
a test bads, evidence supporting the schedules of revenues, expenditures, and
changes in fund balances and performing such other procedures as we consdered
necessary in the circumstances. We believe that our examination provides a
reasonable basis for our opinion.

-82-

Y]



Other auditors reported they conducted their audit in accordance with auditing standards generdly
accepted in the United States of America. Those standards require that they plan and perform the audit
to obtain reasonable assurance about whether the financid statements of the AIM College Savings Plan,
the TD Waterhouse 529 College Savings Plan, and the College Savings Plan of Nebraska Series of the
Nebraska Educational Savings Plan Trust are free of materid mistatement. An audit incudes
examining, on atest basis, evidence supporting the amounts and disclosures in the financia statements.
An audit 0 includes assessng the accounting principles used and sgnificant estimates made by
management, as well as evduating the overdl financid Statement presentation. The other auditors
reported they bdieved their audit, which included confirmation of security holdings by correspondence
with the custodians, provided a reasonable basis for their opinion.

We did not examine portions of the following funds for the fiscal year ended June 30, 2003 and for the
period July 1, 2003 through January 6, 2004, respectively: Highway Trust Fund (61240) revenues of
$460,606,901 and $240,801,179; the Permanent School Fund (63340) revenues of $25,251,450 and
$20,939,081, expenditures of $180,545 and $231,382, and other financing sources of $11,126,905
and $2,503,282; the Excess Liability Fund (62220) revenues of $10,218,792 and $7,528,883,
expenditures of $8,034,541 and $6,608,514; and Other Funds revenues of $14,976,636 and
$3,755,009, expenditures of $29,858,450 and $10,968,708, due to funds of $3,530,686 and
$1,648,842, due to governments of $10,822,175 and $(15,364,409), and other financing sources of
$(35,102) and $1,825,000.

As more fully disclosed in Note 11 to the financid schedules, certain funds of the State Treasurer are
common funds with other State agencies. Common funds are funds where State agenciesin addition to
the State Treasurer record transactions. The long-term investment portion of the common fund
balances, noted in the paragraph above, along with required disclosures, are reported and are subject to
examination in those other State agencies.

In our opinion, except for the adjustments, if any, as might have been determined to be necessary had
we examined evidence regarding the fund balances and changes in fund balances as noted in paragraph
four above the schedules referred to above presents, in al materid respects, the revenues, expenditures,
and changes in fund balances of the Nebraska State Treasurer for the fisca year ended June 30, 2003,
and for the period July 1, 2003 through January 6, 2004 based on the accounting system and

procedures prescribed by the State of Nebraska Director of the Department of Adminigtrative Services
as described in Note 1 and based on the opinion of other auditors, the financiad statements, referred to
above present fairly, in al materid respects, the financid postion of the AIM Coallege Savings Plan, the
TD Waterhouse 529 College Savings Plan, and the College Savings Plan of Nebraska Series of the
Nebraska Educationd Savings Plan Trugt, as of December 31, 2002 and the related statements of

operations and changes in net assets, for the period ended December 31, 2002 presented in conformity
with accounting principles generdly accepted in the United States of America

In accordance with Gover nment Auditing Standards, we have aso issued our report dated April 6,

2004, on our consderation of the Nebraska State Treasurer’s internd control over financia reporting
and our tedts of its compliance with cetan provisons of laws, regulations,
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contracts, and grants. That report is an integra pat of a financid-related audit performed in
accordance with Government Auditing Standards and should be read in conjunction with this report
in congdering the results of our examination.

@’WWQPA

April 6, 2004 Assgtant Deputy Auditor



REVENUES:
Appropriations
Taxes
Intergovernmental
Sales and Charges
Miscellaneous
TOTAL REVENUES

EXPENDITURES:
Personal Services
Operating
Travel
Capital Outlay
Government Aid
TOTAL EXPENDITURES

Excess (Deficiency) of Revenues
Over (Under) Expenditures

OTHER FINANCING SOURCES (USES):
Sales of Assets
Deposits to General Fund
Operating Transfers In
Operating Transfers Out
TOTAL OTHER FINANCING
SOURCES (USES)

Net Change in Fund Balances
FUND BALANCES, JULY 1, 2002
FUND BALANCES, JUNE 30, 2003

FUND BALANCES CONSIST OF:
General Cash
Petty Cash
Deposits with Vendors
Long Term Investments
Due to Vendors
Deposits
Due to Fund
Due To Government
TOTAL FUND BALANCES

NEBRASKA STATE TREASURER
SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
For the Fiscal Year Ended June 30, 2003

Education
Convention Unclaimed Savings Plan Treasurer Spirit Plate
State Cash Center Support Property Administrative MIRF Cash Administrative Proceeds
General Fund Reserve Fund Fund Cash Fund Fund Fund Cash Fund Cash Fund
10000 11000 21190 21200 21240 21260 21270 21280
$ 22,582,855 § -5 - S - 35 - S -5 - S -
126,507 22,249,832 - - - 3,000,000 - -
- 29,095,931 - - - - - -
5,655,769 - - (291) 124,798 - 17,974 266,325
11,121,720 - 11,528 4,296 1,039 36,515 379 41,322
39,486,851 51,345,763 11,528 4,005 125,837 3,036,515 18,353 307,647
743,315 - - 158,594 38,404 - - -
1,229,880 - - 170,088 93,091 - - -
5,338 - - 2,506 2,678 - - -
184,488 - - 32,534 - - - -
20,419,834 - 909,566 - - 3,050,000 - -
22,582,855 - 909,566 363,722 134,173 3,050,000 - -
16,903,996 51,345,763 (898,038) (359,717) (8,336) (13,485) 18,353 307,647
(163,385,566) - - - - - -
180,445,123 15,130,682 794,314 328,735 - - - -
(33,963,553) (117,400,000) (238,294) - - - (17,862) -
(16,903,996) (102,269,318) 556,020 328,735 - - (17,862) -
- (50,923,555) (342,018) (30,982) (8,336) (13,485) 491 307,647
2,132 110,066,100 356,422 35,737 11,150 265,466 9,458 858,480
$ 2,132 § 59,142,545 $ 14,404 $ 4,755 § 2,814 § 251981 $ 99499 § 1,166,127
$ - § 59,142,545  $ 14,404 § 17,822 § 2,875  § 251,981 $ 9949 § 1,166,127
1,000 - - - - - - -
1,132 - - 2,071 - - - -
- - - (15,138) (61) - - -
$ 2,132 § 59,142,545 $ 14,404 § 4,755 § 2,814 § 251,981 $ 9949 § 1,166,127
(Continued)

The accompanying notes are an integral part of the schedule.
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REVENUES:

Appropriations
Taxes

Intergovernmental
Sales and Charges

Miscellaneous

TOTAL REVENUES

EXPENDITURES:
Personal Services

Operating
Travel
Capital Outlay

Government Aid
TOTAL EXPENDITURES

Excess (Deficiency) of Revenues
Over (Under) Expenditures

OTHER FINANCING SOURCES (USES):

Sales of Assets

Deposits to General Fund
Operating Transfers In
Operating Transfers Out
TOTAL OTHER FINANCING
SOURCES (USES)

Net Change in Fund Balances
FUND BALANCES, JULY 1, 2002
FUND BALANCES, JUNE 30, 2003
FUND BALANCES CONSIST OF:

General Cash
Petty Cash

Deposits with Vendors
Long Term Investments

Due to Vendors
Deposits
Due to Fund

Due To Government
TOTAL FUND BALANCES

NEBRASKA STATE TREASURER
SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
For the Fiscal Year Ended June 30, 2003

Mutual Finance  State General Capital Financial Bessey
Assistance Construction Construction Federal Responsibility Highway Highway Tax Memorial
Cash Fund Fund Fund Fund Trust Fund Trust Fund Trust Fund Trust Fund

21290 33000 38000 40000 61220 61240 61250 61260

- 5 - 35 - - 35 - S -5 - S -

4,500,000 - - - - 441,728,983 - -

- - - 2,600,739 - - - -

- - - - - 60,670,607 7,740,022 -

70,221 24 36,129 2,135 99 778,929 57,136 185
4,570,221 24 36,129 2,602,874 99 503,178,519 7,797,158 185

- - - 836,327 - - - -

- 15,160,411 39,643 1,455,879 3,908 - - 27

- 416 - 4,324 - - - -

- 12,379,924 2,231,254 306,344 - - - -

3,747,590 27,200 - - - - 7,438,996 -
3,747,590 27,567,951 2,270,897 2,602,874 3,908 - 7,438,996 27
822,631 (27,567,927) (2,234,768) - (3,809) 503,178,519 358,162 158
1,896,708 27,790,000 3,894,200 - - 2,449,879 - -
(16,195) - - - - (504,414,324) - (493)
1,880,513 27,790,000 3,894,200 - - (501,964,445) - (493)
2,703,144 222,073 1,659,432 - (3,809) 1,214,074 358,162 (335)
16,195 237,256 140,215 - 3,824 - 2,043,222 15,836

$§ 2719339 § 459,329 § 1,799,647 - 8 15 § 1214074 $ 2,401,384 $ 15,501
$ 2,719,339 § 813,700 § 1,799,647 - 35 15 § 1,214,074 $ 2,401,384 § 1,113
- - - - - - - 14,388

- (354,371) - - - - - -

§ 2719339 § 459,329 § 1,799,647 -3 15 § 1214074 § 2401,384 § 15,501
(Continued)

The accompanying notes are an integral part of the schedule.
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NEBRASKA STATE TREASURER
SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
For the Fiscal Year Ended June 30, 2003

College Savings JM Amos Excess Motor Normal School
Common Escheat Endowment Education Aeronautics Liability Fuel Endowment
School Fund Trust Fund Fund Trust Fund Trust Fund Fund Trust Fund Fund
61270 61280 61290 61300 61700 62220 62460 63280
REVENUES:
Appropriations $ - S - 35 - S - 35 - S - 35 - S -
Taxes - - - - - - - -
Intergovernmental - - - - - - - -
Sales and Charges - - 14,733 - - 8,075,649 - -
Miscellaneous 105,429 12,178,703 21 373 823,084 5,720,213 124,113 2,005
TOTAL REVENUES 105,429 12,178,703 14,754 373 823,084 13,795,862 124,113 2,005
EXPENDITURES:
Personal Services - - - - - - - -
Operating - 5,657,754 - - 964 8,211,563 - 322
Travel - - - - - - - -
Capital Outlay - - - - - - - -
Government Aid - - - - - - - -
TOTAL EXPENDITURES - 5,657,754 - - 964 8,211,563 - 322
Excess (Deficiency) of Revenues
Over (Under) Expenditures 105,429 6,520,949 14,754 373 822,120 5,584,299 124,113 1,683
OTHER FINANCING SOURCES (USES):
Sales of Assets - - - - - - - -
Deposits to General Fund - - - - - - - -
Operating Transfers In 61,730 - - - - - 264,539 -
Operating Transfers Out - (4,691,277) - - (449,999) - (523,862) (6,009)
TOTAL OTHER FINANCING
SOURCES (USES) 61,730 (4,691,277) - - (449,999) - (259,323) (6,009)
Net Change in Fund Balances 167,159 1,829,672 14,754 373 372,121 5,584,299 (135,210) (4,326)
FUND BALANCES, JULY 1, 2002 - 6,055,598 - 8,720 6,500,048 51,610,139 2,784,837 187,100
FUND BALANCES, JUNE 30, 2003 $ 167,159 $§ 7,885270 $ 14,754  § 9,093 § 6,872,169 § 57,194438 $§ 2,649,627 $ 182,774
FUND BALANCES CONSIST OF:
General Cash $ 167,159 § 7,895,122 § 14,754  § 9,093 $ - $ 7735313 § 2,649,627 § 7,547
Petty Cash - - - - - - - -
Deposits with Vendors - - - - - - - -
Long Term Investments - - - - 6,872,169 49,459,125 - 175,227
Due to Vendors - (9,852) - - - - - -
Deposits - - - - - - - -
Due to Fund - - - - - - - -
Due To Government - - - - - - - -
TOTAL FUND BALANCES $ 167,159 §  7,885270 $ 14,754 § 9,093 § 6,872,169 § 57,194,438 $ 2,649,627 3 182,774
The accompanying notes are an integral part of the schedule. (Continued)
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REVENUES:
Appropriations
Taxes
Intergovernmental
Sales and Charges
Miscellaneous
TOTAL REVENUES

EXPENDITURES:
Personal Services
Operating
Travel
Capital Outlay
Government Aid
TOTAL EXPENDITURES

Excess (Deficiency) of Revenues
Over (Under) Expenditures

OTHER FINANCING SOURCES (USES):
Sales of Assets
Deposits to General Fund
Operating Transfers In
Operating Transfers Out
TOTAL OTHER FINANCING
SOURCES (USES)

Net Change in Fund Balances
FUND BALANCES, JULY 1, 2002
FUND BALANCES, JUNE 30, 2003

FUND BALANCES CONSIST OF:
General Cash
Petty Cash
Deposits with Vendors
Long Term Investments
Due to Vendors
Deposits
Due to Fund
Due To Government
TOTAL FUND BALANCES

NEBRASKA STATE TREASURER
SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
For the Fiscal Year Ended June 30, 2003

Cultural
Permanent Agriculture Preservation (See Note 7) (See Note 8)
Veterans Aid Permanent University Endowment Endowment J J Soukup Base State Motor Vehicle
Fund School Fund  Endowment Fund Fund Fund Trust Fund Fuels Fund Fee Fund

63330 63340 63350 65130 66920 68910 71210 71220
$ - S -5 - S - 35 - S - 35 - S -
- 1,311,579 - - - - - -
277,079 5,186,592 17,582 18,874 63,871 49,192 - -
277,079 6,498,171 17,582 18,874 63,871 49,192 - -
49,920 483,636 1,370 3,008 9,972 14,000 - -
49,920 483,636 1,370 3,008 9,972 14,000 - -
227,159 6,014,535 16,212 15,866 53,899 35,192 - -
- 6,764,363 - - - - - -
- 4,362,542 - - - - - -
(930,279) (9,012,689) (25,483) (56,050) - - - -
(930,279) 2,114,216 (25,483) (56,050) - - - -
(703,120) 8,128,751 (9,271) (40,184) 53,899 35,192 - -
28,191,142 290,135,681 1,005,690 1,749,214 5,453,505 222,874 - -
§ 27,488,022 § 298,264,432 $ 996,419 § 1,709,030 § 5,507,404 $ 258,066 $ - 8 -
$ 362,082 § 35,463,005 § 253,363 $ 74,657 $ - S - 35 614 § -
27,125,940 262,801,427 743,056 1,634,373 5,507,404 258,066 - -
- - - - - - (614) -
$ 27,488,022 $§ 298,264,432 § 996,419 § 1,709,030 § 5,507,404 § 258,066 $ - 8 -
(Continued)

The accompanying notes are an integral part of the schedule.
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NEBRASKA STATE TREASURER

SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES

REVENUES:
Appropriations
Taxes
Intergovernmental
Sales and Charges
Miscellaneous
TOTAL REVENUES

EXPENDITURES:
Personal Services
Operating
Travel
Capital Outlay
Government Aid
TOTAL EXPENDITURES

Excess (Deficiency) of Revenues
Over (Under) Expenditures

OTHER FINANCING SOURCES (USES):
Sales of Assets
Deposits to General Fund
Operating Transfers In
Operating Transfers Out
TOTAL OTHER FINANCING
SOURCES (USES)

Net Change in Fund Balances
FUND BALANCES, JULY 1, 2002
FUND BALANCES, JUNE 30, 2003

FUND BALANCES CONSIST OF:
General Cash
Petty Cash
Deposits with Vendors
Long Term Investments
Due to Vendors
Deposits
Due to Fund
Due To Government
TOTAL FUND BALANCES

(See Note 8)
Car Line
Refund Fund

71630

For the Fiscal Year Ended June 30, 2003

(See Note 6)
IV-D Support
Payment
Distribution
Fund - SDU
72640

(See Note 7 & 8)
Insurance
Tax Fund

77520

(See Note 7)
Aircraft Fuel
Tax Fund
77590

(See Note 8)
(See Note 7) Highway
Severance Allocation
Tax Fund Fund
77610 77640

Total
(Memorandum
Only)

§ 22,582,855
472,916,901
31,696,670
82,565,586
36,728,788

646,490,800

1,776,640
32,585,436
15,262
15,134,544
35,593,186

85,105,068

561,385,732

6,764,363
(163,385,566)
237,418,452
(671,746,369)

(590,949,120)

(29,563,388)
507,966,041

$ 478,402,653

§ 3,009,644 § 15442321 §

(3,009,644) -
- (15,434,530)
- (7.791)

564 § 138,880 § 19,255,358

(564) (138,880)

- (19,255,358)

$ 162,034,078
1,000

3,203
354,591,175
(379,422)
(3,009,644)
(15,574,588)
(19,263,149)

$

$ - 8 $

-3 73 -

$ 478,402,653

The accompanying notes are an integral part of the schedule.
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REVENUES:
Appropriations
Taxes
Intergovernmental
Sales and Charges
Miscellaneous
TOTAL REVENUES

EXPENDITURES:
Personal Services
Operating
Travel
Capital Outlay
Government Aid
TOTAL EXPENDITURES

Excess (Deficiency) of Revenues
Over (Under) Expenditures

OTHER FINANCING SOURCES (USES):
Sales of Assets
Deposits to General Fund
Operating Transfers In
Operating Transfers Out
TOTAL OTHER FINANCING
SOURCES (USES)

Net Change in Fund Balances

FUND BALANCES, JULY 1, 2003
FUND BALANCES, JANUARY 6, 2004

FUND BALANCES CONSIST OF:
General Cash
Petty Cash
Deposits with Vendors
Long Term Investments
Accounts Receivable - Invoiced
Due to Vendors
Deposits
Due to Fund
Due To Government

TOTAL FUND BALANCES

For the Period July 1, 2003 through January 6, 2004

NEBRASKA STATE TREASURER
SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES

Education
Treasury Convention Unclaimed Savings Plan
State Cash Management Center Support Property Administrative MIRF
General Fund Reserve Fund Cash Fund Cash Fund Cash Fund Cash Fund Cash Fund
10000 11000 21180 21190 21200 21240 21260

$ 3,139,110  $ - 8 - S - - 3 -5 -
53,449 14,680,435 - - - - 260,000

- 29,095,931 - - - - -

2,934,105 - 223,021 - - 101,113 -
4,336,667 - 974 - 5,379 643 10,096
10,463,331 43,776,366 223,995 - 5,379 101,756 270,096
250,198 - 107,765 - 72,067 20,792 -
158,363 - 28,781 - 23,774 46,454 -

456 - 118 - 2,129 1,395 -

178,971 - 14,010 - 46,298 211 -
2,551,122 . - . - - 260,000
3,139,110 - 150,674 - 144,263 68,852 760,000
7,324,221 43,776,366 73,321 - (138,889) 32,904 10,096
9,312,924 - - - - - -
52,435,034 60,633,624 100,000 - 357,278 14,754 -
(69,072,179) (30,755,807) - - - - -
(7,324,221) 29,877,817 100,000 - 357,278 14,754 -

- 73,654,183 173,321 - 218,389 47,658 10,096

2,132 59,142,545 - 14,404 4,755 2,814 251,981

$ 2,132 $ 132,796,728 $ 173321 $ 14,404 223,144 $ 50,472 S 262,077
$ - § 132,796,728  $ 173,412 3 14,404 221,077 $ 66,465 § 262,077
1,000 - - - - - -

1,132 - - - 2,071 - -

- - o1 - @) (15,993) -

$ 2,132 § 132,796,728 § 173,321 $ 14,404 223,144 $ 50,472 § 262,077
(Continued)

The accompanying notes are an integral part of the schedule.
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REVENUES:
Appropriations
Taxes
Intergovernmental
Sales and Charges
Miscellaneous
TOTAL REVENUES

EXPENDITURES:
Personal Services
Operating
Travel
Capital Outlay
Government Aid
TOTAL EXPENDITURES

Excess (Deficiency) of Revenues
Over (Under) Expenditures

OTHER FINANCING SOURCES (USES):
Sales of Assets
Deposits to General Fund
Operating Transfers In
Operating Transfers Out
TOTAL OTHER FINANCING
SOURCES (USES)

Net Change in Fund Balances

FUND BALANCES, JULY 1, 2003
FUND BALANCES, JANUARY 6, 2004

FUND BALANCES CONSIST OF:
General Cash
Petty Cash
Deposits with Vendors
Long Term Investments
Accounts Receivable - Invoiced
Due to Vendors
Deposits
Due to Fund
Due To Government

TOTAL FUND BALANCES

NEBRASKA STATE TREASURER

For the Period July 1, 2003 through January 6, 2004

SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES

Life
Treasurer Spirit Plate Mutual Finance State General Capital Insurance
Administrative Proceeds Assistance Construction Construction Federal Demutualization
Cash Fund Cash Fund Cash Fund Fund Fund Fund Fund
21270 21280 21290 33000 38000 40000 61210

$ - - § - 3 - § - 3 - § -
- - - - - 799,903 -

9,575 144,235 - - - - -

118 27,248 8,712 76,641 29,091 - 2,128,302

9,693 171,483 8,712 76,641 29,091 799,903 2,128,302

- - - - - 410,956 -

- - - 6,646,246 128,784 303,221 -

- - - 500 384 729 -

- . - 2,530,304 1,637,372 84,997 -

- - 1,825,000 - - - -

- - 1,825,000 9,177,050 1,766,540 799,903 -

9,693 171,483 (1,816,288) (9,100,409) (1,737,449) - 2,128,302

- - 1,825,000 8,850,000 755,807 - -
(15,131) - (2,719,339) - - - (300,000)
(15,131) - (894,339) 8,850,000 755,807 - (300,000)

(5,438) 171,483 (2,710,627) (250,409) (981,642) - 1,828,302

9,949 1,166,127 2,719,339 459,329 1,799,647 - -

$ 4511 1,337,610 § 8,712 S 208,920 $ 818,005 § - $ 1,828,302
$ 4,269 1,337,610  § 8,712  $ 600,792 $ 818,220 $ - 8 1,828,302
242 - - - - - -

- - - (391,872) (215) - -

$ 4,511 1,337,610  § 8,712  $ 208,920 $ 818,005 $ - 1,828,302
(Continued)

The accompanying notes are an integral part of the schedule.



NEBRASKA STATE TREASURER

SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES

For the Period July 1, 2003 through January 6, 2004

Financial (See Note 7) Bessey College Savings
Responsibility Highway Highway Tax Memorial Common Escheat Endowment
Trust Fund Trust Fund Trust Fund Trust Fund School Fund Trust Fund Fund
61220 61240 61250 61260 61270 61280 61290
REVENUES:
Appropriations $ - S - 8 - S - - -5 -
Taxes - 236,190,597 - - - - -
Intergovernmental - - - - - - -
Sales and Charges - 21,855,054 1,854,010 - - - -
Miscellaneous - 320,881 19,440 1,030 17,354 9,460,767 78
TOTAL REVENUES - 258,366,532 1,873,450 1,030 17,354 9,460,767 78
EXPENDITURES:
Personal Services - - - - - - -
Operating - - - 13 - 3,983,005 -
Travel - - - - - - -
Capital Outlay - - - - - - -
Government Aid - - 4,274,834 - - - -
TOTAL EXPENDITURES - - 4,274,834 13 - 3,983,005 -
Excess (Deficiency) of Revenues
Over (Under) Expenditures - 258,366,532 (2,401,384) 1,017 17,354 5,477,762 78
OTHER FINANCING SOURCES (USES):
Sales of Assets - - - - - - -
Deposits to General Fund - - - - - - -
Operating Transfers In - 2,319,226 - - - - -
Operating Transfers Out - (261,742,637) - (201) - (3,306,306) (14,754)
TOTAL OTHER FINANCING
SOURCES (USES) - (259,423,411) - (201) - (3,306,306) (14,754)
Net Change in Fund Balances - (1,056,879) (2,401,384) 816 17,354 2,171,456 (14,676)
FUND BALANCES, JULY 1, 2003 15 1,214,074 2,401,384 15,501 167,159 7,885,270 14,754
FUND BALANCES, JANUARY 6, 2004 $ 15 8 157,195 $ - S 16,317 184,513 10,056,726  § 78
FUND BALANCES CONSIST OF:
General Cash $ 15 8 186,387 $ - S 1,138 184,513 10,167,860  $ 78
Petty Cash - - - - - - -
Deposits with Vendors - - - - - - -
Long Term Investments - - - 15,179 - - -
Accounts Receivable - Invoiced - - - - - - -
Due to Vendors - (29,192) - - - (111,134) -
Deposits - - - - - - -
Due to Fund - - - - - - -
Due To Government - - - - - - -
TOTAL FUND BALANCES $ 15 § 157,195 ' § - S 16,317 184,513 10,056,726  $ 78
The accompanying notes are an integral part of the schedule. (Continued)
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NEBRASKA STATE TREASURER

SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
For the Period July 1, 2003 through January 6, 2004

JM Amos Excess Motor Normal School
Education Aeronautics Liability Fuel Endowment Veterans Aid Permanent
Trust Fund Trust Fund Fund Trust Fund Fund Fund School Fund
61300 61700 62220 62460 63280 63330 63340
REVENUES:
Appropriations $ - - 8 - S - 8 - 3 -5 -
Taxes - - - - - - 809,373
Intergovernmental - - - - - - -
Sales and Charges - - 7,704,244 - - - -
Miscellaneous 205 (166,391) 27,757 59,586 12,406 1,902,436 20,146,800
TOTAL REVENUES 205 (166,391) 7,732,001 59,586 12,406 1,902,436 20,956,173
EXPENDITURES:
Personal Services - - - - - - -
Operating - 441 6,669,493 - 154 23,869 231,338
Travel - - - - - - 44
Capital Outlay - - - - - - -
Government Aid - - - - - - -
TOTAL EXPENDITURES - 441 6,609,493 - 154 23,869 231,382
Excess (Deficiency) of Revenues
Over (Under) Expenditures 205 (166,832) 1,062,508 59,586 12,252 1,878,567 20,724,791
OTHER FINANCING SOURCES (USES):
Sales of Assets - - - - - - 2,503,282
Deposits to General Fund - - - - - - -
Operating Transfers In - - - - - - 2,949,028
Operating Transfers Out - (167,869) - - (2,444) (378,281) (3,664,863)
TOTAL OTHER FINANCING
SOURCES (USES) - (167,869) - - (2,444) (378,281) 1,787,447
Net Change in Fund Balances 205 (334,701) 1,062,508 59,586 9,808 1,500,286 22,512,238
FUND BALANCES, JULY 1, 2003 9,093 6,872,169 57,194,438 2,649,627 182,774 27,488,022 298,264,432
FUND BALANCES, JANUARY 6, 2004 $ 9,298 6,537,468 $ 58256946 $ 2709213 $ 192,582 $ 28,988,308 $ 320,776,670
FUND BALANCES CONSIST OF:
General Cash $ 9,298 - 8 9,987,456  $ 2,709,213  $ 7,717 § 370,409 § 43,520,857
Petty Cash - - - - - - -
Deposits with Vendors - - - - - - -
Long Term Investments - 6,537,468 48,283,837 - 184,865 28,617,899 277,255,816
Accounts Receivable - Invoiced - - - - - - -
Due to Vendors - - (14,347) - - - 3)
Deposits - - - - - - -
Due to Fund - - - - - - -
Due To Government - - - - - - -
TOTAL FUND BALANCES $ 9,298 6,537,468 § 58,256,946 $ 2,709,213  $ 192,582 § 28,988,308 § 320,776,670
The accompanying notes are an integral part of the schedule. (Continued)
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REVENUES:
Appropriations
Taxes
Intergovernmental
Sales and Charges
Miscellaneous
TOTAL REVENUES

EXPENDITURES:
Personal Services
Operating
Travel
Capital Outlay
Government Aid
TOTAL EXPENDITURES

Excess (Deficiency) of Revenues
Over (Under) Expenditures

OTHER FINANCING SOURCES (USES):
Sales of Assets
Deposits to General Fund
Operating Transfers In
Operating Transfers Out
TOTAL OTHER FINANCING
SOURCES (USES)

Net Change in Fund Balances

FUND BALANCES, JULY 1, 2003
FUND BALANCES, JANUARY 6, 2004

FUND BALANCES CONSIST OF:
General Cash
Petty Cash
Deposits with Vendors
Long Term Investments
Accounts Receivable - Invoiced
Due to Vendors
Deposits
Due to Fund
Due To Government

TOTAL FUND BALANCES

NEBRASKA STATE TREASURER

SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES

For the Period July 1, 2003 through January 6, 2004

Cultural
Permanent Agriculture Preservation (See Note 7) (See Note 8) (See Note 8)
University Endowment Endowment J J Soukup Base State Motor Vehicle Car Line
Endowment Fund Fund Fund Trust Fund Fuels Fund Fee Fund Refund Fund
63350 65130 66920 68910 71210 71220 71630
$ - S - 8 - S - 8 - S - -
57,588 115,813 387,139 (9,364) - - -
57,588 115,813 387,139 (9,364) - - -
654 1,438 4,813 7,105 - - -
654 1,438 4313 7,105 - - -
56,934 114,375 382,326 (16,469) - - -
(10,362) (22,792) (347,495) - - - -
(10,362) (22,792) (347,495) - - - -
46,572 91,583 34,831 (16,469) - - -
996,419 1,709,030 5,507,404 258,066 - . -
$ 1,042,991 $  1800,613 $ 5542235 § 241,597 $ - S - -
$ 259,066 $ 76,347  § - S - 8 614 § 26,734 -
783,925 1,724,266 5,542,235 241,597 - - -
- - - - (614) - -
} R - - - (26,734) -
$ 1,042,991 § 1,800,613 § 5,542,235 $ 241,597  § - S - -
(Continued)

The accompanying notes are an integral part of the schedule.
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NEBRASKA STATE TREASURER
SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
For the Period July 1, 2003 through January 6, 2004

(See Note 6)
IV-D Support (See Note 8)
Payment (See Note 7 & 8) (See Note 7) (See Note 7) Highway
Distribution Insurance Aircraft Fuel Severance Allocation Total
Fund - SDU Tax Fund Tax Fund Tax Fund Fund (Memorandum
72640 77520 77590 77610 77640 Only)
REVENUES:
Appropriations $ - S - 8 - 3 -5 - $ 3,139,110
Taxes - - - - - 251,993,854
Intergovernmental - - - - - 29,895,834
Sales and Charges - - - - - 34,825,357
Miscellaneous - - - - - 38,977,396
TOTAL REVENUES - - - - - 358,831,551
EXPENDITURES:
Personal Services - - - - - 861,778
Operating - - - - - 18,257,946
Travel - - - - - 5,755
Capital Outlay - - - - - 4,492,163
Government Aid - - - - - 8,910,956
TOTAL EXPENDITURES - - - - - 32,528,598
Excess (Deficiency) of Revenues
Over (Under) Expenditures - - - - - 326,302,953
OTHER FINANCING SOURCES (USES):
Sales of Assets - - - - - 2,503,282
Deposits to General Fund - - - - - 9,312,924
Operating Transfers In - - - - - 130,239,751
Operating Transfers Out - - - - - (372,520,460)
TOTAL OTHER FINANCING
SOURCES (USES) - - - - - (230,464,503)
Net Change in Fund Balances - - - - - 95,838,450
FUND BALANCES, JULY 1, 2003 - - - - - 478,402,653
FUND BALANCES, JANUARY 6, 2004 $ -3 -8 - 3 -8 - $ 574,241,103
FUND BALANCES CONSIST OF:
General Cash $ 2,405,391  $ 407,367 $ - 8 8,436 § 18,453,296 $§ 226,914,260
Petty Cash - - - - - 1,000
Deposits with Vendors - - - - - 3,203
Long Term Investments - - - - - 369,187,087
Accounts Receivable - Invoiced - - - - - 242
Due to Vendors - - - - - (562,851)
Deposits (2,405,391) - - - - (2,405,391)
Due to Fund - (366,630) - (8,436) - (375,680)
Due To Government - (40,737) - - (18,453,296) (18,520,767)
TOTAL FUND BALANCES $ - $ - S - S - S - $ 574,241,103

The accompanying notes are an integral part of the schedule.
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NEBRASKA STATE TREASURER
NEBRASKA EDUCATIONAL SAVINGS PLAN TRUST

STATEMENT OF ASSETS AND LIABILITIES
As of December 31, 2002

Assets:
Investments in Underlying Funds, at Value
Cash and Cash Equivalents
Receivables for:
Investments Sold
Portfolio Shares Sold
Dividends
Other Assets

Total Assets

Liabilities:
Accrued Expenses
Payables for:
Investments Purchased
Portfolio Shares Required

Commissions Payable for Fund Units Sold

Total Liabilities

Net Assets

College Savings TD Waterhouse  AIM College
Plan of 529 College Savings
Nebraska Savings Plan Plan Total
$ 160,918,403 § 22,355,128 § 55,499,978  § 238,773,509
22,858,155 3,850,480 - 26,708,635
- - 103,268 103,268
- - 320,872 320,872
861 132 26,859 27,852
- - 2,720 2,720
183,777,419 26,205,740 55,953,697 265,936,856
97,105 14,468 102,523 214,096
- - 347,752 347,752
- - 500 500
85,780 17 - 85,797
182,885 14,485 450,775 648,145
$ 183,594,534 § 26,191,255 § 55,502,922  §$ 265,288,711

See Independent Accountant's Report and accompanying Notes to the Financial Statements.
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NEBRASKA STATE TREASURER

NEBRASKA EDUCATIONAL SAVINGS PLAN TRUST
STATEMENT OF OPERATIONS

For the Year Ended December 31, 2002

Investment Income:
Dividends and Mutual Fund Distributions
Total Investment Income

Expenses

Administrative Services Fees

Management Fees

12b-1 Fees

TDW Management Fees
Total Expenses

Less: Fee Waivers

Net Expenses

Net Investment Income

Realized and Unrealized Gain (Loss)
on Investments
Net Realized Gain (loss)
Realized Gain Distributions
Net Realized Gain (Loss)

Net Unrealized Appreciation (depreciation)
Net Gain (Loss) on Investments

Net Increase (Decrease) in Net Assets

College Savings TD Waterhouse  AIM College
Plan of 529 College Savings
Nebraska Savings Plan Plan Total
2,775,674  § 295,378 318,594 3,389,646
2,775,674 295,378 318,594 3,389,646
30,696 26,322 245,966 302,984
668,750 54,836 - 723,586
88,331 30 - 88,361
- 10,515 - 10,515
787,777 91,703 245,966 1,125,446
- - (192) (192)
787,177 91,703 245,774 1,125,254
1,987,897 203,675 72,820 2,264,392
(11,174,586) (994,028) (375,598) (12,544,212)
- - 7 7
(11,174,586) (994,028) (375,591) (12,544,205)
(4,090,112) (430,175) (5,753,912) (10,274,199)
(15,264,698) (1,424,203) (6,129,503) (22,818,404)

$ (13276,801) $ (1,220,528) $ (6,056,683)

$ (20,554,012)

See Independent Accountant's Report and accompanying Notes to the Financial Statements.
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NEBRASKA STATE TREASURER
NEBRASKA EDUCATIONAL SAVINGS PLAN TRUST

STATEMENT OF CHANGES IN NET ASSETS

For the Year Ended December 31, 2002

Operations:
Net Investment Income
Net Realized Gain (Loss) on Investments
Unrealized Appreciation (Depreciation)
Net Increase (Decrease) in Net Assets
Resulting from Operations

Capital Share Transactions
Proceeds from Sales
Payment for Redemptions
Distributions to Shareholders from Net
Investment Income
Share Transactions - Net
Total Increase from Unit Transactions

Total Increase in Net Assets

Net Assets:
Beginning of Period

End of Period

College Savings TD Waterhouse = AIM College
Plan of 529 College Savings
Nebraska Savings Plan Plan Total
$§ 1,987,896 $ 203,675 $ 72,820 $ 2,264,391
(11,174,586) (994,028) (375,591) (12,544,205)
(4,090,112) (430,175) (5,753,912) (10,274,199)
(13,276,802) (1,220,528) (6,056,683) (20,554,013)
170,924,541 28,845,904 - 199,770,445
(17,067,255) (1,434,121) - (18,501,376)
- - (40) (40)
- - 57,811,756 57,811,756
153,857,286 27,411,783 57,811,716 239,080,785
140,580,484 26,191,255 51,755,033 218,526,772
43,014,050 - 3,747,889 46,761,939
$ 183,594,534 § 26,191,255 § 55,502,922  § 265,288,711

See Independent Accountant's Report and accompanying Notes to the Financial Statements.
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NEBRASKA STATE TREASURER
NOTESTO THE SCHEDULES

For the Fiscal Y ear Ended June 30, 2003 and
For the Period July 1, 2003 through January 6, 2004

1. Criteria

The accounting policies of the Nebraska State Treasurer are on the basis of accounting as prescribed
by the State of Nebraska Department of Administrative Services (DAS).

Per Neb. Rev. Stat. Section 81-1107(2) R.R.S. 1999, the State of Nebraska Director of
Adminigrative Services duties include “The keeping of genera accounts and the adoption and
promulgation of gppropriate rules, regulations, and adminigtrative orders designed to assure a uniform
and effective system of accounts and accounting, the approval of al vouchers, and the preparation and
issuance of warrants for adl purposes.”

The Nebraska Information System (NIS) is the officia accounting system prescribed by DAS for the
State of Nebraska. Policies and procedures are detailed in NIS manuas and Nebraska Accounting
System Concepts published by DAS and avalable to the public. The financid information used to
prepare the schedule of revenues, expenditures, and changes in fund balances for the Treasurer was
obtained directly from the NIS. NIS records accounts receivable and accounts payable as transactions
occur. As such certain revenues are recorded when earned and expenditures are recorded when a
ligbility is incurred, regardless of the timing of related cash flows. The accounts payable ligbility
recorded on NIS, and thus recorded as expenditures, as of June 30, 2003 and January 6, 2004
includes only those payables posted to NIS before June 30, 2003 and January 6, 2004 and not yet paid
as of those dates. The amounts recorded as expenditures as of June 30, 2003, and January 6, 2004 do
not include amounts for goods and services received before June 30, 2003 and January 6, 2004, which
had not been posted to NIS as of June 30, 2003 and January 6, 2004.

NIS aso records other ligbilities (primarily in the Digtributive Fund type) in accounts titled Deposits,
Dueto Fund, and Due to Government. The assets in these funds are being held by the State as an agent
and will be used to pay those liahilities to individuds, private organizations, other governments, and/or
other funds. The recording of those ligbilities reduces the fund baance/equity. For further information
on the activity recorded to those accounts for the fisca year ended June 30, 2003 and for the period
July 1, 2003 through January 6, 2004, and the ending baances as of June 30, 2003 and January 6,
2004, see Notes 6, 7, and 8.

Prior to the implementation of NIS, the State utilized the Nebraska Employees Information System

(NEIS) and the Nebraska Accounting System (NAS) to record transactions. NEIS was converted to
NIS effective January 1, 2003, and NAS was converted to NIS effective March 1, 2003.
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NEBRASKA STATE TREASURER

NOTESTO THE SCHEDULES
(Continued)

1. Criteria (Continued)

The Treasurer had no accounts receivable at June 30, 2003 and had accounts receivable included in
revenues of $42 a January 6, 2004. The Treasurer had accounts payable for services received but
not yet paid of $379,422 at June 30, 2003 and $562,851 at January 6, 2004 included in expenditures.
The NIS system does not include lidhilities for accrued payroll and compensated absences.

The fund types established by NIS that are used by the Treasurer are:

10000 — General Fund — accounts for al financial resources not required to be accounted for
in another fund.

20000 — Cash Funds — account for revenues generated by specific activities from sources
outsde of State government and the expenditures directly related to the generation of the
revenues. Cash funds are established by State statutes and must be used in accordance with
those statutes.

30000 — Congruction Funds — account for the revenues and expenditures associated with the
acquisition or congtruction of capitd facilities

40000 — Federal Funds — account for dl federa grants and contracts received by the State.
Expenditures must be made in accordance with applicable federa requirements.

60000 — Trug Funds — account for assets held by the State in a trustee capacity.
Expenditures are made in accordance with the terms of the trust.

70000 — Digributive Funds — account for assets held by the State as an agent for individuals,
private organizations, other governments, and/or other funds.

The mgjor revenue object account codes established by NIS used by the Treasurer are:
Appropriations — Appropriations are granted by the Legidature to make expenditures and to
incur obligations. The amount of gppropriations reported as revenue is the amount of

expenditures.

Taxes — Compulsory charges levied by a government for the purpose of financing services
performed for the common benefit.

I ntergovernmental — Revenue from other governments in the form of grants, entitiements,
shared revenues, paymentsin lieu of taxes, or rembursements.
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NEBRASKA STATE TREASURER

NOTESTO THE SCHEDULES
(Continued)

1. Criteria (Continued)

Sales and Charges — Income derived from sdes of merchandise and commodities,
compensation for services rendered, and charges for various licenses, permits, and fees.

Miscellaneous — Revenue from sources not covered by other mgjor categories, such as
investment income,

The major expenditure object account titles established by NIS used by the Treasurer are:

Personal Services — Sdaries, wages, and related employee benefits provided for dl persons
employed by the Treasurer.

Operating — Expenditures directly related to a program’s primary service activities.

Travel — All travel expenses for any Sate officer, employee, or member of any commission,
council, committee, or board of the State.

Capital Outlay — Expenditures which result in the acquisition of or an addition to capital assets.
Capital assets are resources of along-term character, owned or held by the government.

Government Aid — Payment of Federd and/or State money to governmental subdivisions,
State agencies, locd hedth and welfare offices, individuds, etc., in furtherance of locd activities
and accomplishment of State programs.

Other significant object account codes established by NIS and used by the Treasurer include:

Assets — Resources owned or held by a government that have monetary value. Assetsinclude
cash accounts, deposts with vendors, receivable accounts, and long term investments.
Accounts receivable are recorded as an increase to revenues and an increase to fund balances
on the schedules. Generd cash represents the cash balance of afund asreflected on NIS. The
long term investments reported by the Treasurer is reported in the “Common” funds. Common
funds are funds in which more than one agency can record transactions. The long term
investment portion of the fund baances are the respongbility of other State agencies. Al
Governmenta Accounting Standards Board (GASB) Statement 3 disclosures for long term
investments will be made in those other State agencies examindion reports. For more
information on Common funds see Note 11.

Liabilities — Legd obligations arisng out of transactions in the past that must be liquidated,

renewed, or refunded a some future date.  Accounts payable transactions increase
expenditures and decrease fund badances. Other lidbilities recorded on NIS for
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NEBRASKA STATE TREASURER

NOTESTO THE SCHEDULES
(Continued)

1. Criteria (Concluded)
the Treasurer’s funds at June 30, 2003 and at January 6, 2004 include Deposits, Due to Fund,
and Due to Government. The activity of these accounts are not recorded on the Schedules of
Revenues, Expenditures, and Changes in Fund Baances as they are not recorded through
revenue and expenditure accounts. The activity process on NIS through these accounts is
summarized in Notes 6, 7, and 8.
Other Financing Sour ces — Operating transfers, and proceeds of fixed asset dispositions.

2. State Agency

The Nebraska State Treasurer (Treasurer) is a State agency established under and governed by the
laws of the State of Nebraska. As such, the Treasurer is exempt from State and Federa income taxes.
The schedule includes dl funds of the Treasurer.

The Nebraska State Treasurer is part of the primary government for the State of Nebraska.

3. Beginning Balance

As noted above, the officid accounting system of the State was converted during the fisca year from
NEIS and NAS to NIS. NEIS and NAS were drictly cash basis accounting, except certain liability
transactions were recorded to accounts titled Deposts, Due to Fund and Due to Government.
Therefore, the beginning fund balances at July 1, 2002 do not include accounts receivables or accounts
payable, but do include the liability accounts noted above that were recorded on NAS. Thus, the
July 1, 2002 beginning fund baance, when a fund had recorded one or more of the liahility accounts
noted above, does NOT represent the cash fund balance. For further information on the funds that
include one or more of the liability accountsin the beginning fund baance see Notes 6, 7, and 8.

4. Totals

The Totds "Memorandum Only" column represents an aggregation of individua account balances. The
column is presented for overview informationa purposes and does not present consolidated financia
information because interfund balances and transactions have not been diminated.

5. Capital Assets

Under NIS, capitd assets are not capitdized in the funds used to acquire or construct them. Instead,
capitd acquidtions are reflected as expenditures in governmenta funds. Capitd assets, which would
include property, plant, equipment, and infrastructure assets (e.g., roads, bridges, sdewalks,
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NEBRASKA STATE TREASURER

NOTESTO THE SCHEDULES
(Continued)

5. Capital Assets (Concluded)

and smilar items) would be reported for the State of Nebraska in the Comprehensive Annud Financid
Report (CAFR). Depreciation expenses would be reported in the CAFR for the State of Nebraska.
The cost of norma maintenance and repairs that does not add to the value of the asset or extend asset
lifeis not capitdized. The Treasurer had a capitalization policy to capitaize al assets costing $1,000 or
more. However, the figures bedow include many items below this amount including a practice of
capitaizing items and maintaining items on the capita assat records, which have a higher risk of theft
such as computers, monitors, and printers.

Capital asset activity of the Treasurer for the fiscal year ended June 30, 2003 was as follows:

Beginning Ending
Bdance Bdance
July 1, 2002 Increases Decreases June 30, 2003
Capital Assets,
Equipment $ 807,248 $ 172628 $ - $ 979876

Capital asset ativity of the Treasurer for the period July 1, 2003 through January 6, 2004 was as
follows

Beginning Ending
Bdance Bdance
July 1, 2003 Increases Decreases  January 6, 2004
Capital Assets,
Equipment $ 979876 $ 629,059 $ - $ 1,608,935

6. Changesin Deposits

For the Fiscd Y ear Ending June 30, 2003

Balance Balance
Fund July 1, 2002 In Out June 30, 2003
IV-D Support Payment Distribution
Fund — SDU 72640 $ 158568 $232615807 $229764,731 $ 3,009,644

For the Period Ending July 1, 2003 through January 6, 2004

Balance Balance
Fund July 1, 2003 In Out January 6, 2004
IV-D Support Payment Distribution
Fund — SDU 72640 $ 3009644 $123190915 $123795168 $ 2,405,391
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NEBRASKA STATE TREASURER

NOTESTO THE SCHEDULES

(Continued)
7. Changesin Dueto Fund
For the Fiscal Y ear Ending June 30, 2003
Baance Baance
Fund July 1, 2002 In Out June 30, 2003
Base State Fud's Fund 71210 $ 597 $ 17 $ - $ 614
Insurance Tax Fund 77520 14,571,145 22,996,981 22,133,596 15,434,530
Aircraft Fuel Tax Fund 77590 - 2,036,855 2,036,291 564
Severance Tax Fund 77610 - 1,953,617 1,814,737 138,880
For the Period July 1, 2003 thorough January 6, 2004
Baance Baance
Fund July 1, 2003 In Out January 6, 2004
Base State Fuels Fund 71210 $ 614 $ - $ - $ 614
Highway Trust Fund 61240 - 83,404,425 83,404,425 -
Insurance Tax Fund 77520 15,434,530 296,509 15,364,409 366,630
Aircraft Fuel Tax Fund 77590 564 1,229,624 1,230,188 -
Severance Tax Fund 77610 138,880 893,765 1,024,210 8,435
8. Changesin Dueto Government
For the Fisca Y ear Ending June 30, 2003
Balance Balance
Fund Jduly 1, 2002 In Out June 30, 2003
Motor Vehicle Fee Fund 71220 $ - $ 15632,770 $ 15632770 $ -
Car Line Refund Fund 71630 - 5,349,901 5,349,901 -
Insurance Tax Fund 77520 - 2,568,526 2,560,735 7,791
Highway Allocation Fund 77640 19,417,665 218,129,535 218,291,842 19,255,358
For the Period July 1, 2003 through January 6, 2004
Balance Balance
Fund July 1, 2003 In Out January 6, 2004
Motor Vehicle Fee Fund 71220 $ - $ 7639578 $ 7612844 $ 26,734
Car Line Refund Fund 71630 - 1,851,599 1,851,599 -
Insurance Tax Fund 77520 7,791 32,946 - 40,737
Highway Allocation Fund 77640 19,255,358 118,001,664 118,803,726 18,453,296
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NEBRASKA STATE TREASURER

NOTESTO THE SCHEDULES

(Continued)
9. Transfers
For the Fisca Y ear Ending June 30, 2003
Fund Trandfer In Transfer Out
Generad Fund $ 180,445,123 $ 33,963,553
Cash Reserve Fund 15,130,682 117,400,000
Convention Center Support Fund 794,314 238,294
Unclaimed Property Cash Fund 328,735 -
Treasurer Adminigrative Cash Fund - 17,862
Mutua Finance Assstance Cash Fund 1,896,708 16,195
State General Construction Fund 27,790,000 -
Capitd Congtruction Fund 3,894,200 -
Highway Trust Fund 2,449,879 504,414,324
Bessey Memorid Trust Fund - 493
Common School Fund 61,730 -
Escheat Trust Fund - 4,691,277
Aeronautics Trust Fund - 449,999
Motor Fud Trust Fund 264,539 523,862
Norma School Endowment Fund - 6,009
Veterans Aid Fund - 930,279
Permanent School Fund 4,362,542 9,012,689
Permanent University Endowment Fund - 25,483
Agriculture Endowment Fund - 56,050
Tota for the Fiscal Y ear Ended June 30, 2003 $ 237418452 $ 671,746,369
For the Period July 1, 2003 through January 6, 2004
Fund Trandfer In Transfer Out

Generd Fund $ 52435034 $ 69,072,179
Cash Reserve Fund 60,633,624 30,755,807
Treasury Management Cash Fund 100,000 -
Unclaimed Property Cash Fund 357,278 -
Education Savings Plan Adminidrative

Cash Fund 14,754 -
Treasurer Adminigrative Cash Fund - 15,131
Mutua Finance Assstance Cash Fund 1,825,000 2,719,339
State General Construction Fund 8,850,000 -
Capitad Congtruction Fund 755,807 -
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NEBRASKA STATE TREASURER

NOTESTO THE SCHEDULES

(Continued)
0. Transfers (Concluded)
Fund Trandfer In Transfer Out

Life Insurance Demutudization Fund - 300,000
Highway Trust Fund 2,319,226 261,742,637
Bessey Memorid Trust Fund - 201
Escheat Trust Fund - 3,306,306
Coallege Savings Endowment Fund - 14,754
Aeronautics Trust Fund - 167,869
Norma School Endowment Fund - 2,444
Veterans Aid Fund - 378,281
Permanent School Fund 2,949,028 3,664,863
Permanent University Endowment Fund - 10,362
Agriculture Endowment Fund - 22,792
Culturd Preservation Endowment Fund - 347,495
Totd for the Period July 1, 2003 through

January 6, 2004 $ 130,239,751 $ 372,520,460

The Highway Trugt Fund trandfers include monthly transfers from the Ethanol Board, dlocation of the
tax and fee collections to the Department of Roads, municipdities, and counties, and other
miscellaneous transfers.  The Permanent School Fund transfers include Unclamed Property receipts,
fund earnings from the Escheat Trust Fund trandferred to the Department of Education and other
miscellaneous trandfers. Al other funds are due to various statutory and legidative mandated trandfers.

10. Funds and Activity of the State Treasurer

The State Treasurer, by State Statute, has responghilities over certain transactions of certain funds of
the State. Other State agencies adso are responsible for transactions processed through these same
funds. To account for these responghbilities the State has established funds that are “common” to more
than one State agency. Common funds are funds in which more than one agency can record
transactions.  As such, certain transactions, which are processed through these Common funds of the
State Treasurer and other State agencies, are the respongbility of the other State agencies. The
following is a summary of the funds/or activity of funds, which are not subject to examingtion in the
examination of the State Treasurer’ s office:
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NEBRASKA STATE TREASURER

(Continued)

NOTESTO THE SCHEDULES

10. Funds and Activity of the State Treasur er (Continued)

For the Fiscal Y ear Ended June 30, 2003

REVENUES:
Taxes
Sdesand Charges
Miscellaneous

TOTAL REVENUES

EXPENDITURES:
Operating
Travel
Capital Outlay
Government Aid
TOTAL EXPENDITURES

OTHER FINANCING SOURCES (USES):

Sales of Assets
Operating TransfersIn
Operating Transfers Out
TOTAL OTHER FINANCING
SOURCES (USES)

LIABILITY ACCOUNTS
Dueto Fund
Due to Government

TOTAL LIABILITY ACCOUNTS

Highway Permanent Excess
Trust Fund School Fund Liability Total of All
61240 63340 Fund 62220 Other Funds Funds
$441,728983 $ 1311579 $ - $ 4,500,000 $447,540,562
18,739,567 - 8,075,649 7,740,022 34,555,238
138,351 23,939,871 2,143,143 2,736,614 28,957,979
$460,606,901 $ 25,251,450 $ 10,218,792 $ 14,976,636 $511,053,779
$ - $ 180545 $ 8,034,541 $ 15219656 $ 23,434,742
- - - 416 416
- - - 14,611,178 14,611,178
- - - 27,200 27,200
$ - $ 180545 $ 8,034541 $ 29,858450 $ 38,073,536
$ - $ 6764363 $ - 3 - $ 6,764,363
- 4,362,542 - - 4,362,542
- - - (35,102) (35,102)
$ - $ 11126905 $ - $ (35,102) $ 11,091,803
$ - 3% -8 - $ 353068 $ 3,530,686
- - - 10,822,175 10,822,175
$ - % -0 $ - $ 14352861 $ 14,352,861
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NEBRASKA STATE TREASURER

NOTESTO THE SCHEDULES
(Continued)

10. Funds and Activity of the State Treasurer (Concluded)

For the Period July 1, 2003 through January 6, 2004

Highway Permanent Excess
Trust Fund School Fund Liability Total of All
61240 63340 Fund 62220 Other Funds Funds
REVENUES:
Taxes $236,190597 $ 809,373 $ $ - $236,999,970
Sdes and Charges 4,514,824 7,704,244 1,854,010 14,073,078
Miscellaneous 95,758 20,129,708 (175,361) 1,900,999 21,951,104
TOTAL REVENUES $240,801,179 $ 20,939,081 $ 7,528,883 $ 3,755,009  $273,024,152
EXPENDITURES:
Operating $ $ 231,338 $ 6608514 $ 6,800,148 $ 13,640,000
Travel 44 - 884 928
Capital Outlay - 4,167,676 4,167,676
TOTAL EXPENDITURES $ $ 231,382 $ 6,608514 $ 10,968,708 $ 17,808,604
OTHER FINANCING SOURCES (USES):
Sales of Assets $ $ 2503282 $ $ - $ 2,503,282
Operating Transfersn - 1,825,000 1,825,000
TOTAL OTHER FINANCING
SOURCES (USES) $ $ 2503282 $ $ 1825000 $ 4,328,282
LIABILITY ACCOUNTS
Dueto Fund $ $ $ $ 1648842 $ 1,648,842
Due to Government (15,364,409) (15,364,409)
TOTAL LIABILITY ACCOUNTS $ $ $ $(13,715,567)  $(13,715,567)

Also, the long-term investment balances of $348,825,705 for the fiscal year ending June 30, 2003 and
$369,187,087 for the period July 1, 2003 through January 6, 2004 were not subject to testing in this

examination.

11. Changein Funds Reported

The Treasurer’ s fiscal year ended June 30, 2002 audit report included three pension trust funds (Judges
Retirement Fund, Patrol Retirement Fund, and School Retirement Fund) as they were considered
“Common” funds under NAS. (For explanation of Common funds see Note 10 above). For fisca year
ended June 30, 2003 and for the period July 1, 2003 through January 6, 2004 these funds are no longer
consdered Common funds with the Treasurer's office and under NIS are reported only as Public

Employees Retirement Systemn funds.
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NEBRASKA STATE TREASURER

NOTESTO THE SCHEDULES
(Continued)

12. Financial Statement Adjustments

The following are the adjustments made to amounts recorded on the State accounting system (NIS) as
shown in the financid schedule for the fiscal year ended June 30, 2003 and for the period July 1, 2002
through January 6, 2004:

For the Fiscal Y ear Ended June 30, 2003

Amounts Recorded on NIS Adjusted Amounts on Financial Schedule
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Fund Major Account Amount Major Account Amount
Transfer Out $ 2,056,208 Transfer Out $ -
State General Depositsto General Fund ~ $ (2,056,208) Depositsto General Fund ~ $ -
Fund 10000 Taxes $ (1,152,776) Taxes $ -
Depositsto General Fund ~ $ 1,152,776  Depositsto General Fund  $ -
Mutual Finance Dueto Fund (Balance) $ (1,700,737) Dueto Fund (Balance) $ -
Assistance Dueto Gov't (Balance) $ (195,971) Dueto Gov't (Balance $ -
Cash Fund Transfersin $ - Transfersin $ 1,896,708
21290
Highway Trust Transfer In $ 75,242,470 Transfer In $ 2,449,879
Fund 61240 Transfer Out $  (577,206,915) Transfer Out $ (504,414,324)
Tax Refund Payable Tax Refund Payable
Motor Vehicle (Balance) $ (5,701) (Balance) $ -
Fee Fund 71220 Dueto Fund (Balance) $ 445,346 Dueto Fund (Balance) $ -
Dueto Gov't (Balance) $ (451,047)  Dueto Gov't (Balance) $ -
Car Line Refund Government Aid (In) $ 3,293,6%4 Due to Government (In) $ 3,293,644
Fund 71630 Government Aid (Out) (3293694) DuetoGovernment(Out) $  (3,293,694)
IV-D Support Deposits (In) $ 233,112,202 Deposits (In) $ 232,774,375
Payment Deposits (Out) $  (230,198,255) Deposits (Out) $ (229,764,731)
Distribution General Cash (Balance) $ 3447532  General Cash (Balance) $ 3,009,644
Fund — SDU Deposits (Balance) $ (3,453,236) Deposits (Balance) $  (3009,644)
72640 Dueto Fund (Balance) $ (3,325) Dueto Fund (Balance) $ -
Government Aid $ (10,242,940) Government Aid $ -
Dueto Gov't (Out) $ (24,609,417) Dueto Gov't (Out) $ (24,693327)
Insurance Tax Transfer In $ 10,159,030 Transfer In $ -
Fund 77520 Dueto Gov't (Balance) $ (5,383,275)  Dueto Gov't (Balance) $ (7,791)
Tax Refund Payable Tax Refund Payable
(Balance) $ (13,017,774) (Balance) $ -
Dueto Fund (Balance) $ 2,874,818 Dueto Fund (Balance) $  (15434,530)



NEBRASKA STATE TREASURER

NOTESTO THE SCHEDULES
(Continued)

12. Financial Statement Adjustments (Continued)

Amounts Recorded on NIS Adjusted Amounts on Financial Schedule
Fund Major Account Amount Major Account Amount
DuetoVendors(Balance) $ (122484)  Dueto Gov't (Balance) $ (122,484)
Highway TaxRefund Payable Tax Refund Payable
Allocation (Balance) $ (8,007) (Balance) $ -
Fund 77640 Dueto Fund (Balance) $ (2,923,937) Dueto Fund (Balance) $ -
Dueto Gov't (Balance) $ (16,323414)  Dueto Gov't (Balance) $  (19,255,358)

Description of Adjustments
State General Fund 10000: To eliminate duplicate activity and reclassify activity to another agency.

Mutual Finance Assistance Cash Fund 21290: To reclassify Dueto Fund and Dueto Gov’t to Transfer In.
Highway Trust Fund 61240: To eliminate duplicate activity.

Motor Vehicle Fee Fund 71220: To correct Tax Refund Payable, Due to Fund, and Due to Gov't.

Car Line Refund Fund 71630: To show trueinsand outs of the distributive fund.

IV-D Support Payment Distribution Fund— SDU 72640: To record activity from bad debt.

Insurance Tax Fund 77520: To eliminate duplicate activity and to reclassify and correct Tax Refund Payable, Due
to Fund, and Due to Gov't.

Highway Allocation Fund 77640: To reclassify amounts asDueto Gov't, not vendors and to reclassify Tax Refund
Payable and Due to Fund as Dueto Gov'’t.

For the Period July 1, 2002 through January 6, 2004

Amounts Recorded on NIS Adjusted Amounts on Financial Schedule
Fund Major Account Amount Major Account Amount
Mutual Finance Dueto Fund (Balance) $ (1,700,737) Dueto Fund (Balance) $ -
Assistance Dueto Gov't (Balance) $ (195,971)  Dueto Gov't (Balance) $ -
Cash Fund Fund Equity $ 1,887,996 Fund Equity $ (8,712
21290
. Tax Refund Payable Tax Refund Payable
M ao \F’S%C'e (Balance) $ (5,701) (Balance) $ :
71220 Dueto Fund (Balance) $ (486,664)  Dueto Fund (Balance) $ -
Dueto Gov't (Balance) $ 465,631 Dueto Gov't (Balance) $ (26,734)
IV-D Support Deposits (I1n) $ 123,022,046 Deposits (In) $ 123,190,915
Payment Deposits (Out) $ (123,501,268 Deposits (Out) $ (125,893,766)
Distribution General Cash (Balance) $ 2,968,310 General Cash (Balance) $ 2,405,391
Fund — SDU Deposits (Balance) $ (2,923)519) Deposits (Balance) $ (2405391
72640 Dueto Fund (Balance) $ (53819) Dueto Fund (Balance) $ -
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NOTESTO THE SCHEDULES
(Continued)

12. Financial Statement Adjustments (Concluded)

Amounts Recorded on NIS Adjusted Amounts on Financial Schedule
Fund Major Account Amount Major Account Amount
Dueto Gov't (Balance) 9,981,134 Dueto Gov't (Balance) 40,737
Insurance Tax Tax Refund Payable Tax Refund Payable
Fund 77520 (Balance) (13,017,774) (Balance)

Dueto Fund (Balance) 2,545,363 Dueto Fund (Balance) (366,630)

Highway Tax Refund Payable Tax Refund Payable
Allocation (Balance) (8,007) (Balance) -
Fund 77640 Dueto Fund (Balance) (3,066,470) Dueto Fund (Balance)

$ $
$ $
$ $
Dueto Vendors(Balance) $ (18444,208)  Dueto Gov't (Balance) $ (18,444,208
$ $
$ $
$ $

Dueto Gov't (Balance) (15,378,819)  Dueto Gov't (Balance) (18,453,296)

Description of Adjustments
Mutual Finance Assistance Cash Fund 21290: To eliminate Due to Fund, Dueto Gov’t, and adjust Fund Equity.

Motor Vehicle Fee Fund 71220: To Correct Tax Refund Payable, Due to Fund, and Dueto Gov't.
IV-D Support Payment Distribution Fund— SDU 72640: To record activity from bad debt.

Insurance Tax Fund 77520: To eliminate duplicate activity and to reclassify and correct Tax Refund Payable, Due
to Fund, and Due to Gov't.

Highway Allocation Fund 77640: To reclassify amounts asDueto Gov't, not vendors and to reclassify Tax Refund
Payable and Due to Fund as Dueto Gov'’t.
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NEBRASKA STATE TREASURER
NEBRASKA EDUCATIONAL SAVINGSPLAN TRUST
NOTESTO THE FINANCIAL STATEMENTS
For the Period Ended December 31, 2002

The Nebraska Educationd Savings Plan Trust (Trust) is comprised of three funds. The Endowment
Fund, the Adminigtrative Fund, and the Program Fund.

The Endowment Fund (Fund number 61290) and Administrative Fund (Fund number 21240) are funds
recorded on the Nebraska Information System (NIS). They are included in the Schedule of Revenues,
Expenditures, and Changes in Fund Baances on pages 87 and 85, respectivey, for the fisca year
ended June 30, 2003, and pages 92 and 90, respectively, for the period July 1, 2003 through
January 6, 2004, of this report.

The Program Fund is comprised of three plans. the College Savings Plan of Nebraska, the TD
Waterhouse 529 College Savings Plan, and the AIM College Savings Plan. Other auditors, whose
reports thereon have been furnished to us, audited these plans. Only tota columns for the statements of
assets and ligbilities and the related statements of operations and changes in net assets for those plans
were included in the Nebraska State Treasurer attestation report (These Statements can be found on
pages 96 through 98 of this report). Individud portfolio statements and other plan information (such as
Financid Highlights) can be found in the separate auditor’s reports and can be obtained from the
Nebraska State Treasurer’s office. The note disclosures as reported in the individua plan Auditor’s
Report can be found in this Attestation report on the following pages:

College Savings Plan of Nebraska- Pages 112 through 117
TD Waterhouse 529 College Saving Plan-Pages 118 through 122
AIM Caollege Savings Plan-Pages 123 through 139

COLLEGE SAVINGSPLAN OF NEBRASKA
NOTEA. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The College Savings Plan of Nebraska (the Plan) is a series of the Nebraska Educationa
Savings Plan Trust (the Trust). The Trust was established in accordance wth Nebraska
Legidative Bill 1003 (the Act), to encourage the invesment of funds to be used for qudified
higher education expenses at inditutions of higher education.

The Plan has been designed to comply with the requirements for trestment as a "Quadlified
Tuition Program” under Section 529 of the Interna Revenue Code of 1986, as amended.
Accounts in the Plan have not been registered with the Securities and Exchange Commission or
with any dtate securities commisson pursuant to exemptions from regidration available for
securitiesissued by a public instrumentdity of a Sate.

The Plan is comprised of sx Target Portfolios and 22 Individud Fund Portfolios. The Target
Portfolio financid Statements report on the Target Portfolios, each of which invests in a
combination of Undelying Funds managed by a Sub-Advisor, recommended
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NEBRASKA EDUCATIONAL SAVINGSPLAN TRUST
NOTESTO THE FINANCIAL STATEMENTS
(Continued)

COLLEGE SAVINGSPLAN OF NEBRASKA
(Continued)

NOTEA. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, CONTINUED

by, and approved by, the Nebraska Investment Council. The Individua Fund Portfolios invest
in a angle Underlying Fund managed by a Sub-Advisor, recommended by, and approved by,
the Nebraska Investment Council.

The financid statements presented reflect only the College Savings Plan of Nebraska Series of
the Nebraska Educational Savings Plan Trust and are not intended to present fairly the financid
position of the Nebraska Educationd Savings Plan Trust as a whole and the results of its
operations in conformity with accounting principles generdly accepted in the United States of
America

The Act authorizes and appoints the Nebraska State Treasurer as Trustee. The State Treasurer
has entered into a management contract with Union Bank & Trust Company of Lincoln,
Nebraska (Program Manager). Under this contract, the Program Manager provides day-to-
day adminigrative, recordkeeping, and marketing services to the Plan. The Program Manager
provides separate accounting for each beneficiary. In addition, the Program Manager
administers and maintains overal trust and individua account records.

The financid daements and financid highlights have been prepared in conformity with
accounting principles generaly accepted in the United States of America, which may require the
use of management's estimates.

The following is a summary of ggnificant accounting policies followed by the Target Portfolios
and the Individua Fund Portfolios (the Portfolios):

1. Security Vauation

Investments in the Underlying Funds are valued at the closing net asset or unit vaue per
share of each Underlying Fund on the day of vauation.

2. Security Transactions and Investment Income

Security transactions are recorded on the dates the transactions are entered into (the
settlement dates). Redlized gain and losses on security transactions are determined on
the specific identification method. Dividend income and gain didtributions from the
Underlying Funds, if any, are recorded on the ex-dividend date.
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NEBRASKA EDUCATIONAL SAVINGSPLAN TRUST
NOTESTO THE FINANCIAL STATEMENTS
(Continued)

COLLEGE SAVINGSPLAN OF NEBRASKA
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, CONTINUED

Expenses

Expenses included in the accompanying financid statements reflect the expenses of each
Portfolio and do not include any expenses associated with the Underlying Funds. Each
Portfolio indirectly bears its proportiond share of the fees and expenses of the
Underlying Fundsin which it invests.

Federal Income Tax

The Program has been designated to comply with the requirements for trestment as a
qudified tuition program under Section 529 of the Internd Revenue Code. Therefore,
no federal income tax provison is required.

Units

Contributions by a participant are evidenced through the issuance of units in the
particular Portfolio. Contributions to and withdrawas from the Portfolios are subject to
terms and limitations defined in the Enrollment Handbook between the participant and
the Plan. Contributions received by the Program Manager before the close of trading
on the New York Stock Exchange on any business day are credited to the account to
which the contribution is made within one business day theresfter. Contributions are
invested in units of the assigned Portfolio on the business day the contribution is credited
to the participant's account. Withdrawals are based on the net asset value caculated
for such Portfolio on the business day on which the Program Manager processes the
withdrawa request. The earnings portion of non-qudified withdrawds, in addition to
gpplicable federd and state income tax, may be subject to a 10% federal tax penalty.

Portfolios

All Portfolios are offered in the following fee Structure: Direct, Fee Structure A, Fee
Structure C, and Fee Structure H. Direct accounts do not pay fees in addition to the
program expenses of the Plan. Fee Structure A units have a 3.5% front-end sales load
and a 0.35% ongoing fee in addition to program expenses. Fee Structure C units pay
no front-end saes load and have a 0.65% ongoing fee in addition to program expenses.
Fee Structure H units have front-end sales load of 5.75% and a 0.10% ongoing fee in
addition to program expenses.
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NEBRASKA EDUCATIONAL SAVINGSPLAN TRUST
NOTESTO THE FINANCIAL STATEMENTS
(Continued)

COLLEGE SAVINGSPLAN OF NEBRASKA
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, CONCLUDED
Risk

Baances in the accounts are not guaranteed or insured by the State of Nebraska or any
indrumentdity of the State of Nebraska, the Nebraska State Treasurer, the Program
Manager or any of its effiliates, the FDIC, or any other party.

Finenda Highlights

Ratios and totd return included on the financid highlights are not annudized for periods
of less than one (1) year. Ratiosfor periods of less than one year include management's
estimates of performance based on the performance of the Underlying Fund(s).

Recognition of the net investment income by the funds is affected by the timing of the
declaration of dividends by the underlying investment companies in which the funds
inves.

Totd return is net of both fees and expenses of the Underlying Fund(s), as well as the
program management fee attributable to the portfolio.

Expense ratios do not include expenses of the Underlying Fund. The impact of the
Underlying Fund(s)' expense ratios on each portfolio can vary according to changesin
the Underlying Fund(s)' expenses and the investment weighting each portfolio has in the
Underlying Fund(s).

PROGRAM EXPENSES

For the year ended December 31, 2002, except as noted below, there was an annua account
maintenance fee of $24 for each Account (the Account Fee), which was charged a $6.00 per
quarter. For new Accounts established on or after September 12, 2002, the annua account
maintenance fee is $20 for each Account which is charged a $5.00 per quarter. Effective
January 1, 2003, the annua Account Fee will be $20 for al Accounts which will be charged to
each Account at $5.00 per quarter.

In addition, a program management fee of 0.60% of the average daily net assets is accrued by
each Portfolio on a daily bass. This fee is not reflected as a direct charge againg the
Participant's account but rather is reflected in the Net Asset Vaue of each Portfolio.
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NEBRASKA EDUCATIONAL SAVINGSPLAN TRUST
NOTESTO THE FINANCIAL STATEMENTS
(Continued)

COLLEGE SAVINGSPLAN OF NEBRASKA
(Continued)

NOTE C. PORTFOLIOS

Participants in the Plan may designate their accounts be invested in one of four Age-Based
Portfolios designed to reduce the exposure to principd loss the closer in age the beneficiary isto
college, one of sx Target Portfolios that keep the same asset dlocation between equity and
fixed income securities, or in Individuad Fund Portfolios.

The following tables show the investment dlocations of the Age-Based and Target Portfolios:

Age-Basad Portfolios

Aggressive Growth Badanced Consarvative
Bendfidary Age |  (Equity/Fixed (Equity/Fixed (Equity/Fixed (Equity/Fixed
Income) Income) Income) Income)
0-5 100/0% 80/20% 60/40% 40/60%
6-10 80/20% 60/40% 40/60% 20/80%
11-15 60/40% 40/60% 20/80% 0/100%
16- 20 40/60% 20/80% 0/100% 0/100%
21+ 20/80% 0/100% 0/100% 0/100%
Target Portfolios
Fund Fund Fund Fund Fund
Type of Security 100 80 60 40 20 Conservative
Equity 100% 80% 60% 40% 20% 0%
Fixed Income 0% 20% 40% 60% 80% 100%
NOTE D. PARTICIPANT CONTRIBUTIONS

Participant contributions postmarked by December 31, 2002, but received by the Plan after
December 31, 2002, amounted to $5,344,518. Such contributions are not reflected in the
accompanying financia Statements.
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(Continued)

COLLEGE SAVINGSPLAN OF NEBRASKA
(Continued)

NOTEE. PERIODS OF OPERATIONS

Except as noted on the financid highlights for certain fee structures, the periods of operations

aeasfollows

Target Portfolios
Conservative Fund
Fund 20

Fund 40

Fund 60

Fund 80

Fund 100

Individual Fund Portfolios

American Century Equity Income Fund
American Century Income & Growth Fund
Fidelity Advisor Diversified International Fund
Fidelity Advisor Equity Growth Fund

Janus Enterprise Fund

PIMCO Total Return Fund

T. Rowe Price Institutional Foreign Equity Fund
Vanguard Calvert Social Index Fund

Vanguard Extended Market Index Fund
Vanguard Growth Index Fund

Vanguard Intermediate- Term Bond Index Fund
Vanguard Institutional Index Fund

Vanguard Total International Stock Index Fund
Vanguard Mid Cap Index Fund

Vanguard Prime Money Market Fund
Vanguard Short-Term Bond Index Fund
Vanguard Small Cap Growth Index Fund
Vanguard Small Cap Index Fund

Vanguard Small Cap Vaue Index Fund
Vanguard Total Bond Market Fund

Vanguard Total Stock Market Index Fund
Vanguard Vaue Index Fund
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January 1, 2002 to December 31, 2002
January 1, 2002 to December 31, 2002
January 1, 2002 to December 31, 2002
January 1, 2002 to December 31, 2002
January 1, 2002 to December 31, 2002
January 1, 2002 to December 31, 2002

September 27, 2002 to December 31, 2002
September 27, 2002 to December 31, 2002
September 27, 2002 to December 31, 2002
September 27, 2002 to December 31, 2002
September 27, 2002 to December 31, 2002
September 27, 2002 to December 31, 2002
September 27, 2002 to December 31, 2002
September 27, 2002 to December 31, 2002
September 27, 2002 to December 31, 2002
September 27, 2002 to December 31, 2002
September 27, 2002 to December 31, 2002
October 2, 2002 to December 31, 2002
October 7, 2002 to December 31, 2002
September 27, 2002 to December 31, 2002
October 10, 2002 to December 31, 2002
October 4, 2002 to December 31, 2002
September 27, 2002 to December 31, 2002
September 27, 2002 to December 31, 2002
September 27, 2002 to December 31, 2002
September 27, 2002 to December 31, 2002
October 1, 2002 to December 31, 2002
September 27, 2002 to December 31, 2002
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NEBRASKA EDUCATIONAL SAVINGSPLAN TRUST
NOTESTO THE FINANCIAL STATEMENTS
(Continued)

TD WATERHOUSE 529 COLLEGE SAVINGS PLAN
NOTE A. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The TD Waterhouse 529 College Savings Plan (the Plan) is a separate class of accounts in the
College Savings Plan of Nebraska. The College Savings Plan of Nebraska is a separate series
of the Nebraska Educationa Savings Plan Trust (the Trust). The Trust was established in
accordance with Nebraska Legidative Bill 1003 (the Act), to encourage the investment of funds
to be used for qudified higher education expenses a inditutions of higher education.

The Plan has been designed to comply with the requirements for trestment as a "Qudified
Tuition Program” under Section 529 of the Internd Revenue Code of 1986, as amended.
Accounts in the Plan have not been registered with the Securities and Exchange Commission or
with any date securities commisson pursuant to exemptions from regidration avalable for
securitiesissued by a public insrumentaity of a date.

The Plan is comprised of six Target Portfolios. The Target Portfolio financia statements report
on the Target Portfolios, each of which investsin a combination of Underlying Funds managed
by a Sub- Advisor, recommended by, and approved by, the Nebraska Investment Council.

The financid statements presented reflect only the TD Waterhouse 529 College Savings Plan
and are not intended to present fairly the financid position of ether the Nebraska Educationa
Savings Plan Trust as a whole or the College Savings Plan of Nebraska and the results of their
operations in conformity with accounting principles generdly accepted in the United States of
America

The Act authorizes and appoints the Nebraska State Treasurer as Trustee. The State Treasurer
has entered into a management contract with Union Bank & Trust Company of Lincoln,
Nebraska (Program Manager). Under this contract, the Program Manager provides day-to-
day adminidrative, recordkeeping, and marketing services to the Plan. The Program Manager
provides separate accounting for each beneficiary. In addition, the Program Manager
adminigers and maintains overdl trust and individua account records. The Program Manager
has subcontracted some of these dutiesto TD Waterhouse.

The financid daements and financid highlights have been prepared in conformity with

accounting principles generaly accepted in the United States of America, which may require the
use of management's estimates.

- 118 -



NOTE A.

NEBRASKA STATE TREASURER
NEBRASKA EDUCATIONAL SAVINGSPLAN TRUST
NOTESTO THE FINANCIAL STATEMENTS
(Continued)

TD WATERHOUSE 529 COLLEGE SAVINGSPLAN
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, CONTINUED

The following is a summary of significant accounting policies followed by the Target Portfolios
(the Portfolios):

1.

Security Vaduation

Investments in the Underlying Funds are valued at the closng net asset or unit vaue per
share of each Underlying Fund on the day of vaution.

Security Transactions and Investment Income

Security transactions are recorded on the dates the transactions are entered into (the
settlement dates). Redized gain and losses on security transactions are determined on
the specific identification method. Dividend income and gain digributions from the
Underlying Funds, if any, are recorded on the ex-dividend date.

Expenses

Expenses included in the accompanying financiad statements reflect the expenses of each
Portfolio and do not include any expenses associated with the Underlying Funds. Each
Portfolio indirectly bears its proportional share of the fees and expenses of the
Underlying Fundsin which it invests.

Federal Income Tax

The Program has been designated to comply with the requirements for trestment as a
qudified tuition program under Section 529 of the Interna Revenue Code. Therefore,
no federa income tax provision isrequired.

Units
Contributions by a participant are evidenced through the issuance of units in the
particular Portfolio. Contributions to and withdrawas from the Portfolios are subject to

terms and limitations defined in the Enrollment Handbook between the participant and
the Plan. Contributions received by the Program Manager before the close of trading

- 119 -



NOTE A.

NEBRASKA STATE TREASURER

NEBRASKA EDUCATIONAL SAVINGSPLAN TRUST
NOTESTO THE FINANCIAL STATEMENTS
(Continued)

TD WATERHOUSE 529 COLLEGE SAVINGSPLAN
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, CONTINUED

on the New York Stock Exchange on any business day are credited to the account to
which the contribution is made within one business day theregfter. Contributions are
invested in units of the assigned Portfolio on the business day the contribution is credited
to the participant account.

Withdrawds are based on the net asset value cdculated for such Portfolio on the
business day on which the Program Manager processes the withdrawa request. The
earnings portion of non-qudified withdrawals, in addition to applicable federd and Sate
income tax, may be subject to a 10% federd tax pendty.

Portfolios

All Portfalios are offered in the following fee structure: Direct, Fee Structure A, Fee
Structure C, and Fee Structure H. Direct accounts do not pay fees in addition to the
program expenses of the Plan. Fee Structure A units have a 3.5% front-end sales load
and a 0.35% ongoing fee in addition to program expenses. Fee Structure C units pay
no front-end sales load and have a 0.65% ongoing fee in addition to program expenses.
Fee Structure H units have front-end sales load of 5.75% and a 0.10% ongoing fee in
addition to program expenses.

Risk

Badances in the accounts are not guaranteed or insured by the State of Nebraska or any
ingrumentality of the State of Nebraska, the Nebraska State Treasurer, the Program
Manager or any of its afiliates, the FDIC, or any other party.

Finencid Highlights

Ratios and tota return included on the financid highlights are not annualized for periods
of lessthan one (1) year. Ratiosfor periods of less than one year include management’s
estimates of performance based on the performance of the Underlying Fund(s).

Recognition of the net investment income by the funds is affected by the timing of the
declaration of dividends by the underlying investment companies in which the funds
inves.
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(Continued)

TD WATERHOUSE 529 COLLEGE SAVINGSPLAN
(Continued)

NOTE A. SUMMARY OFSIGNIFICANT ACCOUNTING POLICIES, CONCLUDED

Tota return is net of both fees and expenses of the Underlying Fund(s), as well as the
program management fee attributable to the portfolio.

Expense raios do not include expenses of the Underlying Fund. The impact of the
Underlying Fund(s)’ expense ratios on each portfolio can vary according to changes in
the Underlying Fund(s) expenses and the investment weighting each portfolio has in the
Underlying Fund(s).

There is an annud account maintenance fee of $30 for each Account (the Account Fee)
charged at $7.50 per quarter.

NOTE B. PROGRAM EXPENSES

In addition, a program management fee of 0.85% of the average daily net assets is accrued by
each Portfolio on a daily bass. This fee is not reflected as a direct charge againg the
Participant’ s account but rather is reflected in the Net Asset Vaue of each Portfalio.

NOTE C. PARTICIPANT CONTRIBUTIONS

Participant contributions postmarked by December 31, 2002, but received by the Plan after
December 31, 2002 amounted to $690,304. Such contributions are not reflected in the
accompanying financid datements.

NOTE D. PORTFOLIOS
Participants in the Plan may designate their accounts be invested in one of four Age-Based
Portfolios designed to reduce the exposure to principa loss the closer in age the beneficiary isto

college or one of six Target Portfolios that keep the same asset dlocation between equity and
fixed income securities.
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NOTESTO THE FINANCIAL STATEMENTS

(Continued)

TD WATERHOUSE 529 COLLEGE SAVINGSPLAN

(Continued)

SUMMARY OFSIGNIFICANT ACCOUNTING POLICIES, CONCLUDED

The following tables show the investment alocations of the Age-Based and Target Portfolios:

Age-Based Portfolios

Aggressve Growth Baanced Conservetive
Beneficiary Age |  (Equity/Fixed (Equity/Fixed (Equity/Fixed (Equity/Fixed
Income) Income) Income) Income)
0-5 100/0% 80/20% 60/40% 40/60%
6- 10 80/20% 60/40% 40/60% 20/80%
11-15 60/40% 40/60% 20/80% 0/100%
16 - 20 40/60% 20/80% 0/100% 0/100%
21+ 20/80% 0/100% 0/100% 0/100%
Target Portfolios
Fund Fund Fund Fund Fund
Type of Security 100 80 60 40 20 Consarvative
Equity 100% 80% 60% 40% 20% 0%
Fixed Income 0% 20% 40% 60% 80% 100%
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NOTESTO THE FINANCIAL STATEMENTS
(Continued)

AIM COLLEGE SAVINGSPLAN

NOTE A. SIGNIFICANT ACCOUNTING POLICIES

The AIM College Savings Plan (the “Plan”) is a series of the Nebraska Educationd Savings
Plan Trust (the “Trust”). The Trust was established pursuant to Nebraska law and is overseen
by the Nebraska State Treasurer, who serves as Trustee. The Trust is designed to qudify as a
tax-advantaged savings plan under section 529 of the Internd Revenue Code of 1986, as
amended. The plan enables individuas to save and invest on a tax-deferred basis in order to
fund future higher education expenses of a child or beneficiary.

The Plan, which commenced operations on December 3, 2001, is comprised of twenty-four
different portfolios (the “Portfolios’). Ten of the portfolios, known as the Modd Portfolios
invest in a combinaion of underlying funds managed by AIM Advisors, Inc. (the “Advisor”).
On October 8, 2002, the Plan began offering an additional 14 portfolios. These portfolios,
known as the Individud Fund Portfolios invest in individud mutud funds managed by the
Advisor.

The preparation of financid datements in conformity with accounting principles generdly
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liahilities at the date of the financia
gatements and the reported amounts of revenues and expenses during the reporting period.
Actud results could differ from those estimates. The following is a summary of the sgnificant
accounting policies followed by the Plan in the preparation of itsfinancia statements.

1. Security Vauations

Investments in the underlying funds are valued according to the following policy. A
security listed or traded on an exchange (except convertible bonds) is valued at its last
sdes price as of the close of the customary trading sesson on the exchange where the
security is principaly traded, or lacking any sdes on a particular day, the security is
vaued a the closing bid price on that day. Each security traded in the over-the-counter
market (but not securities reported on the NASDAQ National Market System) is
vaued a the bags of prices furnished by independent pricing services or market
makers. Each security reported on the NASDAQ Nationd Market System is valued a
the NASDAQ Officid Closng Price (“NOCP”) as of the close of the customary trading
sesson on the vauation date or absent an NOCP, a the closng bid price. Debt
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NOTESTO THE FINANCIAL STATEMENTS
(Continued)

AIM COLLEGE SAVINGSPLAN
(Continued)

SIGNIFICANT ACCOUNTING POLICIES, CONTINUED

obligations (including convertible bonds) are vaued on the basis of prices provided by
an independent pricing service. Prices provided by the pricing service may be
determined without exclusive reliance on quoted prices, and may reflect appropriate
factors such as inditution-size trading in Imilar groups of securities, developments
related to specid securities, dividend rate, yield, qudity, type d issue, coupon rate,
maturity, individud trading characteristics and other market data.  Securities for which
market prices are not provided by any of the above methods are valued based upon
quotes furnished by independent sources and are vaued at the last bid pricein the case
of equity securities and in the case of debt obligations, the mean between the lagt bid
and asked prices. Securities for which market quotations are not readily available or
are questionable are valued at fair vaue as determined in good faith by or under the
supervison of the Trudt's officers in a manner specificdly authorized by the Board of
Trustees.  Short-term obligations having 60 days or less to maturity and commercid
paper are valued a amortized cost which approximates market value. For purposes of
determining net asset vaue per share, futures and option contracts generdly will be
vaued 15 minutes after the close of the customary trading sesson of the New York
Stock Exchange (“NY SE”).

Foreign securities are converted into U.S. dollar amounts using exchange rates as of the
close of the NYSE. Genedly, trading in foreign securities is subgtantially completed
each day a various times prior to the close of the NYSE. The vaues of such securities
used in computing the net asset value of the Fund's shares are determined as of the
close of the respective markets. Events affecting the values of such foreign securities
may occur between the times at which the particular foreign market closes and the close
of the cusomary trading sesson of the NY SE which would not be reflected in the
computation of the Fund's net asset vdue. If a development/event is so sgnificant that
there is a reasonably high degree of certainty as to both the effect and the degree of
effect that the development/event has actudly caused that closing price to no longer
reflect actua vaue, the closing prices, as determined at the close of the applicable
foreign market, may be adjusted to reflect the fair vaue of the affected foreign securities
as of the close of the NY SE as determined in good faith by or under the supervison of
the Board of Trustees.

- 124-



NOTE A.

NOTE B.

NEBRASKA STATE TREASURER

NEBRASKA EDUCATIONAL SAVINGSPLAN TRUST
NOTESTO THE FINANCIAL STATEMENTS
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AIM COLLEGE SAVINGSPLAN
(Continued)

SIGNIFICANT ACCOUNTING POLICIES, CONTINUED

Securities Transactions and |nvestment Income

Securities transactions are accounted for on a trade date basis. Redlized gains or |osses
on sades are computed on the basis of specific identification of the securities sold.
Dividend ditributions from the underlying funds are recorded on the ex-dividend date.
The Fund dlocates income and redized and unredlized capitd gains and losses to a
class based on the relative net assets of each class.

Didributions

Didtributions from income from underlying funds, if any, are recorded to income on ex-
dividend date. Didributions from net redized capitd gains from underlying funds, if any,
are recorded to realized gains on ex-dividend date.

Federd Income Taxes

The Plan intends to comply with the requirements under Section 529 of the Internd
Revenue Code; therefore, no provison for federa income taxes is recorded in the
financiad statements.

Expenses

Expenses included in the accompanying financiad statements reflect the expenses of each
Portfolio and do not include any expenses associated with the underlying funds
Adminigrative services fees directly attributable to a class of shares are charged to the
respective classes operations. Each Portfolio indirectly bearsits proportiona share of
the fees and expenses of the underlying funds in which it invests. Accordingly, each
Portfalio’s investment return will be net of both the fees and expenses of the underlying
funds and the expenses attributable to the Portfolio.

PLAN FEES

The operation of the Plan is governed by a Marketing and Adminigtrative Services Agreement
between the Trugt; the Nebraska State Investment Council (the “Council”); Union Bank &
Trust Company (the “Program Manager”); AIM Capitd Management, Inc. (the “Investment
Manager”); AIM Digributors, Inc. (the “Didributor”), and AIM Fund Services, Inc. (the
“Servicing Agent”).
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AIM COLLEGE SAVINGSPLAN
(Continued)

NOTE B. PLAN FEES, CONTINUED

The Portfolios accrue an adminidrative service fee daily which is based on the net assets of each
portfolio, based on the following annud rates:

Class A 0.35%
ClassB 1.10%
Class C 1.10%

Prior to October 8, 2002, Class B and Class C shares adminidtrative service fees were 0.90%
and 0.90%, respectively.

An initid sdes charge is assessed on purchases of Class A shares of the Portfolios. Such
commissions are not expenses of the Portfolios. They are deducted from, and are not included
in, the proceeds from sdes of Class A shares. Contingent deferred saes charges may be
imposed on redemptions of Class B and Class C shares. For the year ended December 31,
2002, the Digtributor retained the following fees:

Class B ClassC
Contingent Contingent
ClassA Deferred Deferred
Portfolio Commissions | Sales Charge | Sales Charge
AIM Aggressive Growth Portfolio $ 16825 | $ 119 | $ 28
AIM Balanced Portfalio 9,609 - 707
AIM Growth Portfolio 13,705 - -
AIM 16+ Yearsto College Portfolio 11,526 99 54
AIM 13-15 Yearsto College Portfolio 8,817 528 -
AIM 10-12 Yearsto College Portfolio 9,479 243 81
AIM 7-9 Years to College Portfolio 9,555 938 130
AIM 4-6 Years to College Portfolio 14,685 337 44
AIM 1-3 Years to College Portfolio 9,655 - 122
AIM College Now Portfolio 2617 - 75
AIM Aggressive Growth Fund Portfolio 80 - -
AIM Basic Vaue Fund Portfolio 852 - -
AIM Blue Chip Fund Portfolio 212 - -
AIM Capita Development Fund Portfolio 115 - -
AIM Congdlation Fund Portfolio 442 - -
AIM Intermediate Government
Fund Portfolio 494 - -
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AIM COLLEGE SAVINGSPLAN

(Continued)

NOTE B. PLAN FEES, CONCLUDED

Portfolio

Class A
Commission

Class B
Contingent
Deferred
Sales Charge

ClassC
Contingent
Deferred
Sales Charge

S

AIM Internationa Core Equity Fund
Portfalio 7 - -

AIM Internationa Growth Fund Portfolio 87 - -
AIM Large Cap Basic Vaue Fund Portfolio - - -
AIM Large Cap Growth Fund Portfolio 45 - -
AIM Mid Cap Core Equity Fund Portfolio 127 - -

AIM Money Market Fund Portfolio - - -
AIM Premier Equity Fund Portfolio 7 - -
AIM Smdl Cap Growth Fund Portfolio 113 - -

NOTE C. SHARE INFORMATION

The Portfolios offer Class A, Class B, and Class C shares. Class A shares are sold with a front-end
sdes charge. Class B shares and Class C shares are sold with a contingent deferred saes charge.
Transactions in shares outstanding during the period from commencement of operations through
December 31, 2002, were as follows:

AIM Aggressive Growth Portfolio

Y ear Ended December 31, 2002

Shares Amount
Sold:
ClassA 415,189 $ 3,744,064
ClassB 144,459 1,283,826
ClassB 160,203 1,436,592
Reacquired:
Class A (14,504) (109,229)
ClassB (5,458) (48,648)
ClassC (9,196) (71,615)
690,693 $ 6,234,990
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NEBRASKA STATE TREASURER
NEBRASKA EDUCATIONAL SAVINGSPLAN TRUST
NOTESTO THE FINANCIAL STATEMENTS
(Continued)

AIM COLLEGE SAVINGSPLAN
(Continued)

NOTE C. SHARE INFORMATION, CONTINUED

AIM Balanced Portfolio

Y ear Ended December 31, 2002

Shares Amount
Sold:
ClassA 205,263 $ 1,933,333
ClassB 139,524 1,305,056
ClassB 331,990 3,177,176
Reacquired:
ClassA (6,532) (57,922)
ClassB (1,957) (16,791)
ClassC (17,681) (157,860)
650,607 $ 6,182,992
AIM Growth Portfolio
Y ear Ended December 31, 2002
Shares Amount
Sold:
ClassA 262588 $ 2,463,462
ClassB 234,544 2,209,941
ClassC 318,123 3,007,764
Reacquired:
ClassA (14,774) (122,327)
ClassB (4,189) (34,115)
ClassC (14,744) (120,670)
781548 % 7,404,055
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NEBRASKA EDUCATIONAL SAVINGSPLAN TRUST
NOTESTO THE FINANCIAL STATEMENTS
(Continued)

AIM COLLEGE SAVINGSPLAN

(Continued)

NOTE C. SHARE INFORMATION, CONTINUED

AlIM 16+ Yearsto College Portfolio

Y ear Ended December 31, 2002

Shares Amount
Sold:
ClassA 255,773  $ 2,262,609
ClassB 204,809 1,842,611
ClassC 119,681 1,074,036
Reacquired:
ClassA (30,062) (240,191)
ClassB (9,687) (75,739)
ClassC (10,621) (82,291)
529,803 $ 4,781,035
AlIM 13-15 Yearsto College Portfolio
Y ear Ended December 31, 2002
Shares Amount
Sold:
ClassA 197,745 $ 1,789,256
ClassB 198,087 1,787,123
ClassC 128,840 1,182,615
Reacquired:
ClassA (8,268) (67,488)
ClassB (19,879) (159,686)
ClassC (7,134) (58,070)
489,391 $ 4,473,750
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NEBRASKA EDUCATIONAL SAVINGSPLAN TRUST
NOTESTO THE FINANCIAL STATEMENTS
(Continued)

AIM COLLEGE SAVINGSPLAN
(Continued)

NOTE C. SHARE INFORMATION, CONTINUED

AIM 10-12 Yearsto College Portfolio

Y ear Ended December 31, 2002

Shares Amount
Sold:
ClassA 219,045 $ 2,008,541
ClassB 274,368 2,518,798
ClassC 197,542 1,833,439
Reacquired:
ClassA (10,019) (85,107)
ClassB (19,516) (162,161)
ClassC (20,953) (182,009)
640,467 $ 5,931,501
AIM 7-9 Yearsto College Portfolio
Y ear Ended December 31, 2002
Shares Amount
Sold:
ClassA 217429 % 1,996,910
ClassB 353,396 3,236,994
ClassC 166,332 1,531,135
Reacquired:
Class A (15,508) (130,790)
ClassB (13,337) (112,834)
ClassC (10,257) (87,359)
698,055 $ 6,434,056

- 130 -



NEBRASKA STATE TREASURER
NEBRASKA EDUCATIONAL SAVINGSPLAN TRUST
NOTESTO THE FINANCIAL STATEMENTS
(Continued)

AIM COLLEGE SAVINGSPLAN
(Continued)

NOTE C. SHARE INFORMATION, CONTINUED

AIM 4-6 Yearsto College Portfolio

Y ear Ended December 31, 2002

Shares Amount
Sold:
ClassA 279,259 $ 2,627,213
ClassB 296,934 2,805,183
ClassC 297,198 2,775,874
Reacquired:
ClassA (13,843) (121,508)
ClassB (13,429) (118,540)
ClassC (11,799) (110,991)
834,320 $ 7,857,231
AIM 1-3 Yearsto College Portfolio
Y ear Ended December 31, 2002
Shares Amount
Sold:
ClassA 200,109 $ 1,946,367
ClassB 18,986 189,992
ClassC 265,487 2,612,167
Reacquired:
ClassA (5,089) (48,553)
ClassB (268) (2,502)
ClassC (27,814) (262,778)
451,411  $ 4,434,693
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NEBRASKA EDUCATIONAL SAVINGSPLAN TRUST
NOTESTO THE FINANCIAL STATEMENTS
(Continued)

AIM COLLEGE SAVINGSPLAN
(Continued)

NOTE C. SHARE INFORMATION, CONTINUED

AlIM College Now Portfolio

Y ear Ended December 31, 2002

Shares Amount
Sold:

ClassA 72850 $ 721,511
ClassB 28,265 281,892
ClassC 140,564 1,384,748

Reacquired:
ClassA (5,414) (53,447)
ClassB (74) (726)
ClassC (21,751) (213,599)
214440 $ 2,120,379

AIM Aggressive Growth Fund Portfolio
October 24, 2002
(Date sales commenced)
to December 31, 2002
Shares Amount
Sold:

ClassA 1818 $ 18,357
ClassB 3,611 36,478
ClassC 133 1,300

Reacquired:
ClassA (18) (175)
ClassB (25) (250)
ClassC (3) (25)
5516 $ 55,685
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NOTESTO THE FINANCIAL STATEMENTS
(Continued)

AIM COLLEGE SAVINGSPLAN
(Continued)

NOTE C. SHARE INFORMATION, CONTINUED

AIM Best Value Fund Portfolio

October 8, 2002

(Date sales commenced)
to December 31, 2002
Shares Amount
Sold:
ClassA 11581 $ 133,540
ClassB 4,246 48,514
ClassC 2,675 30,732
Reacquired:
ClassA (35) (400)
ClassB (69) (814)
ClassC (10) (125)
18,388 $ 211,447
AIM Blue Chip Fund Portfolio
October 24, 2002
(Date sales commenced)
to December 31, 2002
Shares Amount
Sold:
ClassA 4390 $ 44,174
ClassB 1,605 15,774
ClassC 1,025 10,171
Reacquired:
ClassA (7 (75)
ClassB (13) (125)
ClassC 2 (25)
6,998 $ 69,894
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NEBRASKA EDUCATIONAL SAVINGSPLAN TRUST
NOTESTO THE FINANCIAL STATEMENTS
(Continued)

AIM COLLEGE SAVINGSPLAN
(Continued)

NOTE C. SHARE INFORMATION, CONTINUED

AlIM Capital Development Fund Portfolio

October 8, 2002

(Date sales commenced)
to December 31, 2002
Shares Amount
Sold:
Class A 2588 $ 27,835
ClassB 1,012 11,536
ClassC 954 10,250
Reacquired:
ClassB 9 (100)
4545 $ 49,521
AIM Congdlation Fund Portfolio
October 18, 2002
(Date sales commenced)
to December 31, 2002
Shares Amount
Sold:
Class A 13598 $ 136,226
ClassB 2,321 23,182
ClassC 6,158 60,924
Reacquired:
Class A (13) (125)
ClassB (3) (25)
ClassC (12) (125)
22,049 $ 220,057

- 134-



NEBRASKA STATE TREASURER
NEBRASKA EDUCATIONAL SAVINGSPLAN TRUST
NOTESTO THE FINANCIAL STATEMENTS
(Continued)

AIM COLLEGE SAVINGSPLAN
(Continued)

NOTE C. SHARE INFORMATION, CONTINUED

AIM Intermediate Gover nment Fund Portfolio

October 8, 2002

(Date sales commenced)
to December 31, 2002
Shares Amount
Sold:
ClassA 9147 $ 91,146
ClassB 25,240 250,932
ClassC 18,719 187,025
Reacquired:
ClassA (5) (50)
ClassB (43) (425)
ClassC (10) (100)
53048 $ 528,528
AIM International Core Equity Fund Portfolio
October 28, 2002
(Date sales commenced)
to December 31, 2002
Shares Amount
Sold:
ClassA 233 % 2,410
ClassC 523 5,325
756 $ 7,735
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NEBRASKA EDUCATIONAL SAVINGSPLAN TRUST
NOTESTO THE FINANCIAL STATEMENTS
(Continued)

AIM COLLEGE SAVINGSPLAN
(Continued)

NOTE C. SHARE INFORMATION, CONTINUED

AIM International Growth Fund Portfolio

November 14, 2002

(Date sales commenced)
to December 31, 2002
Shares Amount
Sold:
ClassA 1,826 $ 18,164
ClassB 13 125
ClassC 2,734 27,055
4573 $ 45,344
AIM Large Cap Basic Value Fund Portfolio
October 24, 2002
(Date sdes commenced)
to December 31, 2002
Shares Amount
Sold:
ClassA 12 $ 122
ClassB 1,703 17,334
ClassC 2,627 27,055
4342 $ 44,511
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NEBRASKA EDUCATIONAL SAVINGSPLAN TRUST
NOTESTO THE FINANCIAL STATEMENTS
(Continued)

AIM COLLEGE SAVINGSPLAN
(Continued)

NOTE C. SHARE INFORMATION, CONTINUED

AIM Large Cap Growth Fund Portfolio

October 8, 2002

(Date sales commenced)
to December 31, 2002
Shares Amount
Sold:
ClassA 3173 $ 32,622
ClassB 1,392 14,695
ClassC 500 5,375
Reacquired:
ClassA (14) (150)
ClassB (345) (3,695)
ClassC (17) (175)
4689 $ 48,672
AIM Mid Cap Core Equity Fund Portfolio
October 8, 2002
(Date sdes commenced)
to December 31, 2002
Shares Amount
Sold:
ClassA 5020 $ 54,962
ClassB 4,556 50,820
ClassC 3,792 41,713
Reacquired:
ClassA 9 (100)
ClassB (349) (3,849)
13,010 $ 143,546
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NEBRASKA STATE TREASURER
NEBRASKA EDUCATIONAL SAVINGSPLAN TRUST
NOTESTO THE FINANCIAL STATEMENTS
(Continued)

AIM COLLEGE SAVINGSPLAN
(Continued)

NOTE C. SHARE INFORMATION, CONTINUED

AIM Money Market Fund Portfolio

October 11, 2002

(Date sdes commenced)
to December 31, 2002
Shares Amount
Sold:
ClassA 113,308 $ 113,308
ClassB 83,982 83,982
ClassC 195,335 195,335
Issued as reinvestment dividends
ClassA 22 22
ClassB 7 7
ClassC 11 11
Reacquired:
ClassA (100) (100)
ClassB (275) (275)
ClassC (150) (150)
392,140 $ 392,140
AIM Premier Equity Fund Portfolio
October 28, 2002
(Date sales commenced)
to December 31, 2002
Shares Amount
Sold:
ClassA 3,750 $ 37,743
ClassB 908 8,955
ClassC 898 9,018
Reacquired:
ClassA 2 (25)
5554 $ 55,691
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NEBRASKA EDUCATIONAL SAVINGSPLAN TRUST
NOTESTO THE FINANCIAL STATEMENTS
(Continued)

AIM COLLEGE SAVINGSPLAN
(Continued)

NOTE C. SHARE INFORMATION, CONCLUDED

AIM Small Cap Growth Fund Portfolio

October 8, 2002

(Date sdes commenced)
to December 31, 2002
Shares Amount
Sold:
ClassA 3240 $ 36,088
ClassB 2,934 33,710
ClassC 1,738 19,615
Reacquired:
ClassB (450) (5,110)
7462 $ 84,303

- 139 -



STATE OF NEBRASKA
AUDITOR OF PUBLIC ACCOUNTS

Kate Witek
Stare Audiror

kwireh @ mail state ne:us

Deann Haeffner, CPA
Deputy Stace Auditor

haetiner®imail.state.ne us

Don I_)un]ni_\:. CPA
Agsr. !.'L'|I=-I'-. Auditor

Ii"lliull.:l"'""'lll ||i.'\-|:|l<..ll Lis

Patr Reding, CPA
Assr, !]r'J-.sH.' Aunditor

red ing@®mail stave.ne, s

Tim Channer, CPA
AssT. |]._-|-.;t'. Audiror

channer® mail stace. neus

Mary Avery
SAE/Finance Manage

marvifmall.state.ne. us

Dennis Meyer, CGFM

Subdivision Budger
Coordinarar
-'il'.ll:\..':-"'ll il srare e us

Mark Avery, CPA
Subdivision Audir
Review Coordinator

mravery Rims I| REELTE, NS

Robert Hotz, |D
Legal Counsel
rabhor@ mail stace.neus

PLY. Box 989

Stare Capitel, Suire 2307
Lincoln, NE GRS
L= 71 =3301

WWMLALITOrS. STAlC. D, us

NEBRASKA STATE TREASURER
REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER
FINANCIAL REPORTING BASED ON AN EXAMINATION OF THE
SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGESIN
FUND BALANCES, PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

We have examined the accompanying schedule of revenues, expenditures, and
changes in fund baances of the Nebraska State Treasurer for the fisca year ended
June 30, 2003, and for the period July 1, 2003 through January 6, 2004 and have
issued our report thereon dated April 6, 2004. The report was qudified, ascertain
amounts were not examined as part of the State Treasurer’ s examination as they are
examined as pat of other State agencies. We conducted our examination in
accordance with atestaion standards established by the American Inditute of
Certified Public Accountants and the standards applicable to financid-related 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 State

Treasurer’s schedule of revenues, expenditures, and changes in fund balances, is
free of materid misstatement, we performed tests of its compliance with certain
provisons of laws, regulaions, contracts, and grants, noncompliance with which
could have a direct and materid effect on the determination of financia schedule
amounts. However, providing an opinion on compliance with those provisons was
not an objective of our examination, and, accordingly, we do not express such an
opinion. The results of our tests disclosed an instance of noncompliance that are
required to be reported under Government Auditing Standards, and is described
in the Comments and Recommendations Section of our report as Comment
Number 2.A. (Payrall Allocation/Compliance with A-87 Requirements) We aso
noted certain immateria instances of noncompliance that we have reported to
management of the Nebraska State Treasurer in the Comments and
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Recommendations Section of this report as Comment Number 2.B. (Timesheets - Employeesin the
TM, UP and NCSP Dvisons), Comment Number 2.H. (Baancing of Vacation Leave), Comment
Number 21. (Vacation Leave Payout)) Comment Number 3.A. (Lack of Supporting
Documentation/Origina Invoices), Comment Number 3.B. (Purchase of Scanners), Comment Number
3.C. (Cost Allocation Between Programs), Comment Number 3.D. (Prepayments), Comment Number
3.E. (Use of DAS State Purchasing Bureau), Comment Number 3.I. (Questionable Expenditures),
Comment Number 3.J. (Invoices Not Pad Timdy), Comment Number 3.L. (Contracts), Comment
Number 4.D. (Pledged Collatera), Comment Number 4.E. (Treasurer’s Report), Comment Number
5.A. (Public Sde of Unclamed Property), Comment Number 5.B. (Transfers Not Conducted Timely),
Comment Number 5.C. (Public Notice of Undaimed Property), Comment Number 5.F. (Recording of
Unclaimed Property Receipts), Comment Number 5.G. (Reporting of Unclaimed Property), Comment
Number 5.H. (Unclamed Property Securities), Comment Number 7.B. (Missing Assets/Assets Not
Tagged), Comment Number 7.C. (Disposal of Assats), Comment Number 8.F. (Federal Reporting),
and Comment Number 9 (Transfers and Allocations).

Internal Control Over Financid Reporting

In planning and performing our examination, we consdered the Nebraska State Treasurer’s internd
control over financia reporting in order to determine our procedures for the purpose of expressing our
opinion on the schedule of revenues, expenditures, and changes in fund baances, and not to provide
assurance on the interna control over financid reporting. However, we noted certain matters involving
the internal control over financia reporting and its operation that we consider to be reportable
conditions. Reportable conditions involve matters coming to our atention relaiing to sgnificant
deficiencies in the design or operaion of the internd control over financid reporting thet, in our
judgment, could adversdly affect the Nebraska State Treasurer’s ability to record, process, summarize,
and report financid data consgtent with the assartions of management in the financid schedule.

Reportable conditions are described in the Comments Without Recommendations Section of this report
as Comment Number 2 (Internal Control Structure) and the Comments and Recommendations Section
of this report as Comment Number 1 (Nebraska Information System), Comment Number 2 (Payroll
Policies, Procedures, and Interna Controls), Comment Number 3 (Expenditures), and Comment
Number 8.A. (SDU Bank Reconciliation).

A maerid weskness is a condition in which the design or operation of one or more of the interna
control components does not reduce to ardatively low leve the risk that misstatements in amounts that
would be materid in relaion to the financid schedule being examined may occur and not be detected
within a timely period by employees in the normd course of performing their assgned functions. Our
condderation of the interna control over financid reporting would not necessarily disclose dl mattersin
the internd control that might be reportable conditions and, accordingly, would not necessarily disclose
al reportable conditions that are dso consdered the be materia weaknesses. However, of the
reportable conditions described above, we consider to the Comment Without Recommendations
Comment Number 2 (Internd Control Structure), the Comments and Recommendations Comment
Number 1 (Nebraska Information System), and Comment Number 8.A. (SDU Bank Reconciliation) to
be material weaknesses. We aso noted other matters involving interna control over financia reporting
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that we have reported to management of the Nebraska State Treasurer in the Comments and
Recommendations Section of the report as Comment Number 4.A. (Review of Bank Activity),
Comment Number 4.B. (Bank Reconciliaions), Comment Number 4.C. (Master Month-End
Reconciliation), Comment Number 4.D. (Pledged Collateral), Comment Number 5.B. (Transfers Not
Conducted Timely), Comment Number 5.C. (Public Notice of Unclamed Property), Comment
Number 5.D. (Clamant Proof of Ownership Not on File), Comment Number 5.E. (Lack of
Segregation of Duties in Unclamed Property), Comment Number 5.F. (Recording of Unclaimed
Property Receipts), Comment Number 5.G. (Reporting of Unclamed Property), Comment Number
5.H. (Unclamed Property Securities), Comment Number 5.1. (Unclaimed Property Safety Deposit
Boxes), Comment Number 6.A. (Outstanding Warrants Procedures Review), Comment Number 6.B.
(Outganding Warrants Report), Comment Number 6.C. (Cumulative Warrant Register), Comment
Number 6.D. (Cancellation Procedures), Comment Number 7.A. (Lack of Segregation of Duties Over
Fixed Assats), Comment Number 7.B. (Missng AssetsAssets Not Tagged), Comment Number 7.C.
(Disposal of Assets), Comment Number 8.B. (Reconciliation Processes), Comment Number 8.C. (Bad
Debt, Duplicate Warrants, and Cancelled Warrants), Comment Number 8.D. (Misapplied Payments),
and Comment Number 8.E. (Daily Suspense Report).

This report isintended solely for the information and use of the State Treasurer, the appropriate Federa

and regulatory agencies, and citizens of the State of Nebraska, and is not intended to be and should not
be used by anyone other than these specified parties.

@WWQPIQ

April 6, 2004 Assgtant Deputy Auditor
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