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Independent Auditors’ Report 

The Honorable Governor, 
Members of the Legislature, and 
Citizens of the State of Nebraska: 

We have audited the accompanying financial statements of the governmental activities, the business-type 
activities, the aggregate discretely presented component units, each major fund, and the aggregate 
remaining fund information of the State of Nebraska, as of and for the year ended June 30, 2004, which 
collectively comprise the State of Nebraska’s basic financial statements as listed in the table of contents. 
These financial statements are the responsibility of the State of Nebraska’s management. Our responsibility 
is to express opinions on these financial statements based on our audit. We did not audit the financial 
statements of the aggregate discretely presented component units, the Nebraska State Lottery enterprise 
fund or the State and County Employees’ Retirement Plans. The Nebraska State Lottery enterprise fund 
and the State and County Employees’ Retirement Plans represent 12.3% and 14.9% of the assets and 
revenues, respectively, of the aggregate remaining fund information. The Nebraska State Lottery enterprise 
fund represents 4.4% and 37.9% of the assets and revenues, respectively, of the business-type activities. 
Those financial statements were audited by other auditors whose reports thereon have been furnished to us, 
and our opinion, insofar as it relates to the amounts included for the aggregate discretely presented 
component units and aggregate remaining fund information and their effects on the business-type activities 
is based on the reports of the other auditors. 

We conducted our audit in accordance with auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing Standards, 
issued by the Comptroller General of the United States. Those standards require that we plan and perform 
the audit to obtain reasonable assurance about whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement 
presentation. We believe that our audit and the reports of the other auditors provide a reasonable basis for 
our opinions. 

In our opinion, based on our audit and the reports of other auditors, the financial statements referred to 
above present fairly, in all material respects, the respective financial position of the governmental 
activities, the business-type activities, the aggregate discretely presented component units, each major 
fund, and the aggregate remaining fund information of the State of Nebraska as of June 30, 2004, and the 
respective changes in financial position and cash flows, where applicable, thereof for the year then ended, 
in conformity with accounting principles generally accepted in the United States of America. 
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As described in note 15, the State of Nebraska has implemented Governmental Accounting Standards 
Board Technical Bulletin 2004-1, Tobacco Settlement Recognition and Financial Reporting Entity Issues, 
and Governmental Accounting Standards Board Statement No. 39, Determining Whether Certain 
Organizations are Component Units, An Amendment of GASB 14. 

In accordance with Government Auditing Standards, we have also issued a report dated December 22, 
2004 on our consideration of the State of Nebraska’s internal control over financial reporting and on our 
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and 
other matters. The purpose of that report is to describe the scope of our testing of internal control over 
financial reporting and compliance and the results of that testing, and not to provide an opinion on internal 
control over financial reporting or on compliance. That report is an integral part of an audit performed in 
accordance with Government Auditing Standards and should be considered in assessing the results of our 
audit. 

Management’s Discussion and Analysis on pages 3 through 17; the Budgetary Comparison Schedules—
General Fund, Cash, Construction, Federal and Revolving Fund Types on pages 49 through 54; the 
Information About Infrastructure Assets Reported Using the Modified Approach on page 55; and the 
Schedules of Funding Progress and Three-Year Trend Information on pages 46 and 47 are not a required 
part of the basic financial statements, but are supplementary information required by accounting principles 
generally accepted in the United States of America. We and the other auditors have applied certain limited 
procedures, which consisted principally of inquiries of management regarding the methods of measurement 
and presentation of the required supplementary information. However, we did not audit the information 
and express no opinion on it. 

Our audit was made for the purpose of forming opinions on the financial statements that collectively 
comprise the State of Nebraska’s basic financial statements. The accompanying schedule of expenditures 
of federal awards is presented for purposes of additional analysis as required by the U.S. Office of 
Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit 
Organizations, and is not a required part of the basic financial statements. Such additional information has 
been subjected to the auditing procedures applied in the audit of the basic financial statements and, in our 
opinion, based on our audit, is fairly stated, in all material respects, in relation to the basic financial 
statements. 

 

Lincoln, Nebraska 
December 22, 2004 
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(1) General 

The accompanying schedule of expenditures of federal awards (the Schedule) presents the activity of all 
federal awards programs of the State of Nebraska (the State), except as noted in note 2 below. The State’s 
reporting entity is defined in note 1(b) to the State’s financial statements. Federal awards received directly 
from federal agencies, as well as those passed through other government agencies, are included in the 
Schedule. Unless otherwise noted on the Schedule, all programs are received directly from the respective 
federal agency. Due to the decentralized operations of the State, the accumulation of amounts passed to 
subrecipients by the State is not practical. 

(2) Summary of Significant Accounting Policies 

(a) Reporting Entity 

The State’s reporting entity is defined in note 1(b) to the financial statements. The accompanying 
Schedule includes the federal awards programs administered by the State (the primary government) 
for the fiscal year ended June 30, 2004. 

Federal awards, if any, for the following discretely presented component units of the State are 
reported upon separately by other auditors: 

University of Nebraska  
Nebraska State College System 

(b) Basis of Presentation 

The accompanying Schedule presents total expenditures for each federal awards program in 
accordance with Office of Management and Budget (OMB) Circular A-133, Audits of States, Local 
Governments, and Non-Profit Organizations. Therefore, some amounts presented in the Schedule 
may differ from amounts presented in, or used in, the preparation of the basic financial statements. 
Federal program titles are reported as presented in the Catalog of Federal Domestic Assistance 
(CFDA), whenever possible. 

Federal Awards—Pursuant to OMB Circular A-133, federal awards are defined as assistance 
provided by a federal agency, either directly or indirectly, in the form of grants, contracts, 
cooperative agreements, loans, loan guarantees, property, interest subsidies, insurance, or direct 
appropriations. Accordingly, nonmonetary federal awards, including food stamps, food commodities, 
food vouchers, surplus property, and vaccines, are included as federal awards and are reported on the 
Schedule. Federal awards do not include direct federal cash assistance to individuals. 

Major Programs—In accordance with OMB Circular A-133, major programs are determined using 
a risk-based approach. Programs in the accompanying Schedule denoted with an asterisk (*) are 
considered major programs. 
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(c) Basis of Accounting 

The accompanying Schedule was prepared on the cash basis of accounting, except for certain 
amounts reported by the Health and Human Services System (HHSS). The amounts for HHSS 
denoted with a caret (^) were taken from the federal financial status reports. 

Grants Between State Agencies—Certain primary recipient State agencies pass grant money 
through to subrecipient State agencies. These transactions are only shown in the primary recipient’s 
expenditures on the accompanying Schedule to avoid overstating the aggregate level of federal 
awards expended by the State. However, purchases of services between State agencies using federal 
moneys are reported as expenditures by the purchasing agency and as revenue for services by the 
providing agency in the State’s basic financial statements. 

Matching Costs—The Schedule does not include matching expenditures from general revenues of 
the State. 

Nonmonetary Assistance—The Schedule contains amounts for nonmonetary assistance programs. 
The Food Stamp program is presented at the dollar value of food stamp coupons disbursed to 
recipients. The commodities programs are presented at the value assigned by the U.S. Department of 
Agriculture. The Childhood Immunization vaccines are presented at the value assigned by the U.S. 
Department of Health and Human Services. 

Fixed-Price Contracts—Certain federal awards programs are reimbursed based on a fixed price for 
a service and not the actual expenditure made by the State. Under these circumstances, the amounts 
shown on the Schedule represents the amount of assistance received from the federal government, 
not the amount expended by the State. 

(3) Nonmonetary Assistance Inventory 

As described in note 2, nonmonetary assistance is reported in the Schedule based on the amounts 
disbursed. As of June 30, 2004, the following inventories of nonmonetary assistance at the State level 
existed: 

Inventory
balance at

Assistance June 30, 2004

Food Commodities $ 725,872           
Vaccines 853,984           

 

(4) Commodity Supplemental Food Program and Childhood Immunization Grants 

As described in note 2, included in expenditures for the Commodity Supplemental Food program are 
$2,010,255 of nonmonetary federal assistance in the form of food commodities. The U.S. Department of  
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Agriculture, upon direction from the HHSS, delivers the commodities directly to the subrecipients for 
distribution. Included in the expenditures for the Childhood Immunization Grants is $5,922,258 of 
nonmonetary federal assistance in the form of vaccines. 

(5) Federal Loans Outstanding 

The State administers the following loan programs for which the federal government imposes continuing 
compliance requirements (other than repayment of the loan) on the following outstanding balances: 

Outstanding
balance at

CFDA # Program June 30, 2004

20.308 Local Rail Freight Assistance Loan Program $                  95,798 
66.458 Capitalization Grants for Clean Water State

    Revolving Funds           85,256,842 
66.468 Capitalization Grants for Drinking Water State 

    Revolving Fund           53,300,215 
84.176 Paul Douglass Teacher Scholarship Loan Program                194,598 

 

New loans from these programs in the amount of $16,443,674 are included as current year expenditures in 
the Schedule. 

(6) Oil Overcharge Settlement Funds 

The Nebraska Energy Office has committed various Oil Overcharge Settlement funds for use in a 
revolving loan program. Funds, which have been loaned and repaid, are available for new loans. 
Outstanding loan balances of Oil Overcharge Settlement funds are not included in the determination of 
major federal award programs since the federal government does not impose continuing compliance 
requirements on these loans. The amounts included as expenditures on the Schedule include only new 
loans made from any current year’s Oil Overcharge Settlement funds received by the State. 

(7) Airport Improvement Program 

The Nebraska Department of Aeronautics acts as an agent for the various Airport Improvement Program 
grants funded through the Federal Aviation Administration. The grants represent agreements between the 
Federal Aviation Administration and various cities, counties, and airport authorities. The Department of 
Aeronautics’ primary responsibilities are processing of requests for reimbursement and reviewing the 
requests to determine allowability of program expenditures. The amount of reimbursements passed through 
to the respective cities, counties, or airport authorities are included as expenditures on the Schedule.  
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Independent Auditors’ Report on Internal Control Over Financial Reporting and on  
Compliance and Other Matters Based on an Audit of Financial Statements  

Performed in Accordance with Government Auditing Standards 

The Honorable Governor,  
Members of the Legislature, and  
Citizens of the State of Nebraska: 

We have audited the basic financial statements of the State of Nebraska as of and for the year ended 
June 30, 2004, and have issued our report thereon dated December 22, 2004, which refers to the 
implementation of a new accounting standard. We did not audit the financial statements of the aggregate 
discretely presented component units, the Nebraska State Lottery enterprise fund or the State and County 
Employees’ Retirement Plans. The Nebraska State Lottery enterprise fund and the State and County 
Employees’ Retirement Plans represent 12.3% and 14.9% of the assets and revenues, respectively, of the 
aggregate remaining fund information. The Nebraska State Lottery enterprise fund represents 4.4% and 
37.9% of the assets and revenues, respectively, of the business-type activities. Those financial statements 
were audited by other auditors whose reports thereon have been furnished to us, and our opinion, insofar as 
it relates to the amounts included for the aggregate discretely presented component units and aggregate 
remaining fund information and their effects on the business-type activities, is based on the reports of the 
other auditors. We conducted our audit in accordance with auditing standards generally accepted in the 
United States of America and the standards applicable to financial audits contained in Government 
Auditing Standards, issued by the Comptroller General of the United States. 

Internal Control Over Financial Reporting 

In planning and performing our audit, we considered the State of Nebraska’s internal control over financial 
reporting in order to determine our auditing procedures for the purpose of expressing our opinions on the 
basic financial statements and not to provide an opinion on the internal control over financial reporting. 
However, we noted certain matters involving the internal control over financial reporting and its operation 
that we consider to be reportable conditions. Reportable conditions involve matters coming to our attention 
relating to significant deficiencies in the design or operation of the internal control over financial reporting 
that, in our judgment, could adversely affect the State of Nebraska’s ability to record, process, summarize, 
and report financial data consistent with the assertions of management in the basic financial statements. A 
reportable condition is described in the accompanying schedule of findings and questioned costs as item 
#04-65-01. 

A material weakness is a reportable condition in which the design or operation of one or more of the 
internal control components does not reduce to a relatively low level the risk that misstatements caused by 
error or fraud in amounts that would be material in relation to the financial statements being audited may 
occur and not be detected within a timely period by employees in the normal course of performing their  
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assigned functions. Our consideration of the internal control over financial reporting would not necessarily 
disclose all matters in the internal control that might be reportable conditions and, accordingly, would not 
necessarily disclose all reportable conditions that are also considered to be material weaknesses. However, 
we consider the reportable condition item #04-65-01 identified above to a be material weakness. 

We also noted other matters involving internal control over financial reporting that we have reported to the 
management of the respective State agencies in separate letters dated December 22, 2004. 

Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the State of Nebraska’s basic financial statements 
are free of material misstatement, we performed tests of its compliance with certain provisions of laws, 
regulations, contracts, and grant agreements, noncompliance with which could have a direct and material 
effect on the determination of financial statement amounts. However, providing an opinion on compliance 
with those provisions was not an objective of our audit and, accordingly, we do not express such an 
opinion. The results of our tests disclosed no instances of noncompliance or other matters that are required 
to be reported under Government Auditing Standards. 

This report is intended solely for the information and use of the management of the State of Nebraska, the 
Governor and State Legislature, the Auditor of Public Accounts, federal awarding agencies, and 
pass-through entities and is not intended to be, and should not be, used by anyone other than these 
specified parties. 

 

Lincoln, Nebraska 
December 22, 2004  
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Independent Auditors’ Report on Compliance with Requirements Applicable  
to Each Major Program and on Internal Control Over Compliance  

in Accordance with OMB Circular A-133 

The Honorable Governor, 
Members of the Legislature, and  
Citizens of the State of Nebraska: 

Compliance 

We have audited the compliance of the State of Nebraska with the types of compliance requirements 
described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement 
that are applicable to each of its major federal programs for the year ended June 30, 2004. The State of 
Nebraska’s major federal programs are identified in the summary of auditors’ results section of the 
accompanying schedule of findings and questioned costs. Compliance with the requirements of laws, 
regulations, contracts, and grants applicable to each of its major federal programs is the responsibility of 
the State of Nebraska’s management. Our responsibility is to express an opinion on the State of Nebraska’s 
compliance based on our audit. 

The basic financial statements of the State of Nebraska include the operations of component units, which 
received federal awards during the year ended June 30, 2004. Our audit, described below, did not include 
the operations of the component units because the component units engaged other auditors to perform an 
audit in accordance with OMB Circular A-133. 

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

We were unable to obtain sufficient documentation regarding the compliance of the State of Nebraska 
with the major federal programs listed below regarding the program compliance requirements listed 
below, nor were we able to satisfy ourselves as to the State of Nebraska’s compliance with those 
requirements by other auditing procedures.  

CFDA # Federal Program Compliance Requirement Finding #

17.258, 17.259,
and 17.260 Workforce Investment Act Cluster Allowable Costs/Cost Principles 04-23-01

66.458 Capitalization Grants for Clean Water Reporting 04-84-01
93.777 and 93.778 Medicaid Cluster Special Tests and Provisions 04-26-04

93.563 Child Support Enforcement Subrecipient Monitoring 04-26-02
93.994 Maternal and Child Health Services Block Grant Subrecipient Monitoring 04-26-02
93.994 Maternal and Child Health Services Block Grant Earmarking 04-26-08

 
Qualifications 

As identified by the finding number and described in the accompanying schedule of findings and 
questioned costs, the State of Nebraska did not comply with certain compliance requirements that are 
applicable to the major federal programs as listed below. Compliance with such requirements is 
necessary, in our opinion, for the State of Nebraska to comply with requirements applicable to those 
major federal programs. 

CFDA # Federal Program Compliance Requirement Finding #

10.550 Food Donation Subrecipient Monitoring 04-26-06
93.563 Child Support Enforcement Special Tests and Provisions 04-26-03

93.575 and 93.596 Child Care Cluster Allowable Costs/Cost Principles 04-26-05
97.004 State Domestic Preparedness Equipment

   Support Program Allowable Costs/Cost Principles 04-31-01

 
Adverse 

As identified by the finding number and described in the accompanying schedule of findings and 
questioned costs, the State of Nebraska did not comply with the compliance requirements that are 
applicable to the major federal programs as listed below. Compliance with such requirements is 
necessary, in our opinion, for the State of Nebraska to comply with requirements applicable to those 
major programs.  

CFDA # Federal Program Compliance Requirement Finding #

66.458 Capitalization Grants for Clean Water Subrecipient monitoring 04-84-02
66.458 Capitalization Grants for Clean Water Reporting 04-84-03
66.468 Capitalization Grants for Drinking Water Subrecipient monitoring 04-84-02
66.468 Capitalization Grants for Drinking Water Reporting 04-84-03
66.468 Capitalization Grants for Drinking Water Reporting 04-84-04
93.994 Maternal and Child Health Services Block Grant Reporting 04-26-09
97.042 Emergency Management Performance Grants Allowable Costs/Cost Principles 04-31-02
97.042 Emergency Management Performance Grants Period of Availability 04-31-03
97.042 Emergency Management Performance Grants Subrecipient Monitoring 04-31-04
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In our opinion, because of the effects of the noncompliance described in the preceding paragraph, the 
State of Nebraska did not comply, in all material respects, with the requirements applicable to the 
programs identified in the preceding paragraph. Also, in our opinion, except for noncompliance 
described in the second preceding paragraph and except for the effects of such noncompliance, if any, as 
might have been determined had we been able to examine sufficient evidence regarding the State of 
Nebraska’s compliance with the requirements described in the third preceding paragraph, the State of 
Nebraska complied, in all material respects, with the requirements referred to above that are applicable 
to each of its other major federal programs for the year ended June 30, 2004. 

Internal Control Over Compliance 

The management of the State of Nebraska is responsible for establishing and maintaining effective 
internal control over compliance with the requirements of laws, regulations, contracts, and grants 
applicable to federal programs. In planning and performing our audit, we considered the State of 
Nebraska’s internal control over compliance with requirements that could have a direct and material 
effect on a major federal program in order to determine our auditing procedures for the purpose of 
expressing our opinion on compliance and to test and report on the internal control over compliance in 
accordance with OMB Circular A-133. 

We noted certain matters involving the internal control over compliance and its operation that we 
consider to be reportable conditions. Reportable conditions involve matters coming to our attention 
relating to significant deficiencies in the design or operation of the internal control over compliance that, 
in our judgment, could adversely affect the State of Nebraska’s ability to administer a major federal 
program in accordance with the applicable requirements of laws, regulations, contracts, and grants. 
Reportable conditions are described in the accompanying schedule of findings and questioned costs as 
items #04-23-01, #04-26-01, #04-26-02, #04-26-03, #04-26-04, #04-26-05, #04-26-06, #04-26-07, 
#04-26-08, #04-26-09, #04-31-01, #04-31-02, #04-31-03, #04-31-04, #04-84-01, #04-84-02, #04-84-03, 
and #04-84-04. 

A material weakness is a reportable condition in which the design or operation of one or more of the 
internal control components does not reduce to a relatively low level the risk that noncompliance with 
the applicable requirements of laws, regulations, contracts, and grants caused by error or fraud that 
would be material in relation to a major federal program being audited may occur and not be detected 
within a timely period by employees in the normal course of performing their assigned functions. Our 
consideration of the internal control over compliance would not necessarily disclose all matters in the 
internal control that might be reportable conditions and, accordingly, would not necessarily disclose all 
reportable conditions that are also considered to be material weaknesses. However, of the reportable 
conditions described above, we consider items #04-26-01, #04-26-08, #04-31-01, #04-31-02, #04-31-03, 
#04-31-04, #04-84-01, #04-84-02, #04-84-03, and #04-84-04 to be material weaknesses. 

This report is intended solely for the information and use of the management of the State of Nebraska, 
the Governor and State Legislature, the Auditor of Public Accounts, federal awarding agencies, and 
pass-through entities and is not intended to be and should not be used by anyone other than these 
specified parties. 

 

Lincoln, Nebraska 
December 22, 2004  
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I. Summary of Auditors’ Results 

a) Type of report issued as it related to the State of Nebraska’s (the State’s) basic financial statements: 
Unqualified. 

b) A reportable condition in internal control was disclosed by the audit of the financial statements and is 
included in the schedule of findings and questioned costs in Part II as item #04-65-01, which is also 
considered a material weakness. 

c) The audit disclosed no instances of noncompliance, which is material to the State’s basic financial 
statements. 

d) Reportable conditions in internal control over the major programs were disclosed by the audit and are 
included in the schedule of findings and questioned costs in Part III as items #04-23-01, #04-26-01, 
#04-26-02, #04-26-03, #04-26-04, #04-26-05, #04-26-06, #04-26-07, #04-26-08, #04-26-09, #04-31-01, 
#04-31-02, #04-31-03, #04-31-04, #04-84-01, #04-84-02, #04-84-03, and #04-84-04. 

 We consider items #04-26-01, #04-26-08, #04-31-01, #04-31-02, #04-31-03, #04-31-04, #04-84-01, 
#04-84-02, #04-84-03, and #04-84-04 to be material weaknesses in internal control over the major 
programs. 

e) Type of report issued on compliance for major programs (restated):  Unqualified, qualified, and 
Adverse. 

f) The audit disclosed audit findings, which are required to be reported in accordance with section .510(a) 
of OMB Circular A-133 and are included in the schedule of findings and questioned costs in Part III. 
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g) The following table shows programs that are considered to be major programs (restated): 

CFDA #10.550 Food Donation
CFDA #’s 10.551 and 10.561 Food Stamp Cluster
CFDA #’s 17.258, 17.259, and 17.260 Workforce Investment Act Cluster
CFDA #20.205 Highway Planning and Construction Cluster
CFDA #21.000 State Fiscal Relief Block Grant
CFDA #66.458 Capitalization Grants for Clean Water State Revolving Funds
CFDA #66.468 Capitalization Grants for Drinking Water State Revolving Funds
CFDA #84.010 Title I Grants to Local Educational Agencies
CFDA #84.126 Rehabilitation Services—Vocational Rehabilitation Grants 

   to States
CFDA #84.367 Improving Teacher Quality State Grants
CFDA #93.283 Center for Disease Control and Prevention—Investigations

   and Technical Assistance
CFDA #93.558 Temporary Assistance for Needy Families
CFDA #93.563 Child Support Enforcement
CFDA #93.568 Low-Income Home Energy Assistance
CFDA #’s 93.575 and 93.596 Child Care Cluster
CFDA #93.658 Foster Care—Title IV-E 
CFDA #93.667 Social Services Block Grant
CFDA #93.767 State Children’s Insurance Program (CHIP)
CFDA #’s 93.777 and 93.778 Medicaid Cluster
CFDA #93.994 Maternal and Child Health Services Block Grant
CFDA #97.004 State Domestic Preparedness Equipment Support Program
CFDA #97.042 Emergency Management Performance Grants

 

h) Dollar threshold used to distinguish between Type A and Type B programs (restated):  $6,779,405. 

i) The State did not qualify as a low-risk auditee. 

II. Findings Relating to the Financial Statements which are Required to be Reported in Accordance with 
Government Auditing Standards: 

DEPARTMENT OF ADMINISTRATIVE SERVICES (DAS) 

Finding #04-65-01 

Criteria:  The preparation of reconciliations between the actual bank statements and the accounting 
records (NIS) and the related disposition of reconciling items is an essential element of control in 
safeguarding cash and providing accurate interim and annual financial information. 

Condition:  The State has developed a new reconciliation process; however, the following areas need to 
be addressed: 

� The variance continues to shift from month to month, which still indicates unknown reconciling 
items continue to exist. As of June 30, 2004, the unreconciled variance between the bank 
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balances and the State’s accounting records was $3,883,239, which indicates that the cash 
balance per the State’s accounting records is overstated. 

� No adjustment has been made for the portion of the variance that is due to prior errors. 

� No adjustments have been made for the carryover reconciling items related to the Investment 
Council. 

� Although a reconciliation is being performed, some reconciling items are not posted to the 
general ledger at year-end. 

� The reconciliations are not being performed or reviewed in a timely manner. 

� Monitoring and developing procedures to capture reconciling activity from new systems. The 
SDU also has an unreconciled amount in addition to the above of approximately $1.3 million. 

� Developing an automated reconciliation process. 

Questioned Costs:  None. 

Context:  Two complete reconciliations under the new methodology were performed during the year and 
cash is overstated by the above amounts at June 30, 2004.  

Cause:  Complexity of reconciliation and number of transactions. 

Effect:  Interim cash reports produced by NIS and annual financial statements do not accurately reflect 
the State’s cash balance, which may lead to errors in the managerial decision-making process. 

Recommendation:  We recommend the State continue to investigate the shift in the variance to 
determine the cause and establish policies and procedures related to posting adjustments in a timely 
manner to ensure cash is accurately reported. We also recommend that the reconciliations be prepared in 
a timely manner and someone other than the preparer review them shortly after completion. Finally, we 
recommend the State investigate and begin the implementation of a systematic online reconciliation 
process by utilizing the capabilities of the accounting system. The implementation of an online 
reconciliation process would further require that the treasurer’s currently manual ledger be maintained 
online. Last, we recommend the State begin working on reconciliations as soon as possible rather than 
wait until year-end. 

Management Response: State accounting has allocated increased resources to completing a consistent 
reconciliation process. Variances have been identified and recommendations of new procedures 
recommended to the State Treasurer. Research is ongoing and journal entries are being formulated to 
eliminate the prior variances. Reconciliations for July – September 2004 and January 2005 are in 
progress and close to completion. Reconciliations for the last six months of fiscal year 2005 should be in 
a timely manner. The State Disbursement Unit has engaged an outside accounting firm to assist with 
reconciling their activity and stabilizing procedures for ongoing reconciliations.  
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Corrective Action Plan:  State accounting will be creating a journal entry prior to fiscal year end 
June 30, 2005, to correct known variances based on increased reconciliation work completed for fiscal 
year 2004 and 2005. Bank reconciliations will be completed monthly for the last six months of fiscal 
year 2005 and appropriate review and correcting entries completed. The Department of Administrative 
Services is reviewing the current Nebraska Information System bank reconciliation module to 
determine how implementation of the module can assist in a more automated reconciliation process. 

Contact:  Paul Carlson 

Anticipated Completion Date:  The correcting journal entry should be completed by June 30, 2005. 
The bank reconciliations should be completed within 60 days of the end each month. Automation of 
the bank reconciliation process within current resources has begun and research into the purchase of 
the NIS bank reconciliation module is in progress. 
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III. Findings and Questioned Costs Relating to Federal Awards: 

DEPARTMENT OF LABOR  

Finding #04-23-01 

Program:  CFDA #’s 17.258, 17.259, and 17.260—Workforce Investment Act—Allowable Costs/Cost 
Principles 

Federal Grantor Agency:  U.S. Department of Labor 

Criteria:  Per OMB Circular A-87, Attachment A, “Indirect costs are those: (a) incurred for a common 
or joint purpose benefiting more than one cost objective, and (b) not readily assignable to the cost 
objectives specifically benefited, without effort disproportionate to the results achieved. The term 
‘indirect costs,’ applies to costs of this type originating in the grantee department, as well as those 
incurred by other departments in supplying goods, services, and facilities. To facilitate equitable 
distribution of indirect expenses to the cost objectives served, it may be necessary to establish a number 
of pools of indirect costs within a governmental unit department or in other agencies providing services 
to a governmental unit department. Indirect cost pools should be distributed to benefited cost objectives 
on bases that will produce an equitable result in consideration of relative benefits derived.” Further, to be 
allowable under Federal awards, costs must be adequately documented. 

Condition:  The Department could not provide detailed documentation to support indirect cost 
allocations. 

Questioned Costs:  $458,965 

Context:  Indirect costs are allocated based on the time distribution for all project codes. Indirect cost 
charges totaled $458,965 for fiscal year 2004. 

Cause:  The Department is not able to perform a reconciliation of how indirect costs are allocated to 
each of the project codes. The allocation is performed by the Financial Accounting & Reporting System 
(FARS), a federally approved cost accounting system. The indirect costs cannot be traced back to NIS 
after they have been allocated to each of the projects. Expenditures are paid through NIS. 

Effect:  Inability to test compliance and the lack of the ability to perform a reconciliation increases the 
risk of allocating costs in error. 

Recommendation:  We recommend the Department establish policies and procedures to support indirect 
cost allocations. 
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Management Response: 

Corrective Action Plan:  The process of allocating expenses in FARS has remained the same since 
1999. All allocated expenses are based upon a USDOL approval of time charging process to each 
direct fund source, which changes each month. While we can produce a list of allocated costs to each 
fund source, it would be extremely time consuming to break out each allocation. The expenses are 
lumped together by project/function code each month and the grand total amount (by project/function) 
is allocated to the direct fund sources. The list of allocated costs to each fund source was provided to 
the auditors. The Statewide accounting/hr system was implemented in 2003. We are in process of 
setting up each allocation in NIS. Based on the allocation reports reviewed in 2004, NIS will have the 
capability to list out each allocation basis and the to/from of those allocations. This should provide the 
information that is being requested by the auditors and avoid findings in the future. 

Contact:  Becky Tejral 

Anticipated Completion Date:  December 31, 2005 
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DEPARTMENT OF HEALTH AND HUMAN SERVICES 

Finding #04-26-01 

Program:  CFDA #93.658—Foster Care Title IV-E—Eligibility 

Federal Grantor Agency:  U.S. Department of Health and Human Services 

Criteria:  According to OMB Circular A-133, an Agency has the responsibility to ensure compliance 
with federal requirements through the use of sound internal controls. The Agency performs yearly 
reviews of case files to ensure only eligible recipients continue to receive IV-E funding.  

Condition:  The yearly review of case files to review eligibility is not being completed in a timely 
manner.  

Questioned Costs:  None. 

Context:  Four of the 50 cases selected for testing were not reviewed in the current year. These reviews 
were completed five months to one year late. 

Cause:  Although the caseworker received an alert from NFOCUS that a review was due, action was not 
taken. 

Effect:  Caseworkers are not in compliance with the Agency’s internal control policies. This increases 
the risk that ineligible recipients will receive IV-E funding. 

Recommendations:  We recommend the Agency enforce the review policies and procedures in place by 
monitoring that action is taken on alerts received by caseworkers. 

Management Response: 

Corrective Action Plan:  The Agency continues to provide ongoing training on IV-E policy, holds 
statewide meetings with eligibility staff regarding any audit findings, and operates quality assurance 
statewide. 

Contact:  Margaret Bitz and Ruth Grosse 

Anticipated Completion Date:  The corrective action is continuous and ongoing. 

 

Finding #04-26-02 

Program:  CFDA #’s 93.563 and 93.994—Child Support Enforcement and Maternal and Child Health 
Services Block Grant to States—Subrecipient Monitoring  
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Federal Grantor Agency:  U.S. Department of Health and Human Services 

Criteria:  A pass-through entity is responsible for:  

� Award Identification—At the time of the award, identifying to the subrecipient the federal award 
information (e.g., CFDA title and number, award name, name of federal agency) and applicable 
compliance requirements.  

� During-the-Award Monitoring—Monitoring the subrecipient’s use of federal awards through site 
visits or other means to provide reasonable assurance that the subrecipient administers federal 
awards in compliance with laws, regulations, and the provisions of contracts or grant agreements 
and that performance goals are achieved.  

� Subrecipient Audits—Ensuring required audits are completed within nine months of the end of 
the subrecipient’s audit period, issuing a management decision on audit findings within six 
months after receipt of the subrecipient’s audit report, and ensuring that the subrecipient takes 
timely and appropriate corrective action on all audit findings. In cases of continued inability or 
unwillingness of a subrecipient to have the required audits, the pass-through entity shall take 
appropriate action using sanctions.  

� Pass-Through Entity Impact—Evaluating the impact of subrecipient activities on the 
pass-through entity’s ability to comply with applicable federal regulations.  

Condition:  The Agency has centralized monitoring procedures related to subrecipient audits. The 
agency received all the necessary single audit reports, but did not properly document the Agency’s 
review of the single audit reports.  

Questioned Costs:  None. 

Context:  The Agency has developed centralized procedures related to obtaining and reviewing single 
audit reports from subrecipients. However, they had not documented their review of the single audit 
reports. 

Cause:  Change in and lack of personnel resources. 

Effect: The requirement could not be tested as the Agency is unable to provide documentation of their 
review of subrecipients’ single audit reports.  

Recommendation: We recommend the Agency continue to implement its centralized monitoring 
procedures, as well as written policies and procedures, to ensure that all required single audit reports are 
received and reviewed and appropriate action is taken on any findings noted. 
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Management Response: 

Corrective Action Plan:  We agree with the conditions and the recommendation. We have a basic 
outline of our process. We will build on that outline to develop methods to ensure that the Grants and 
Cost Management Unit, acting as the Agency’s central clearing house, obtains, reviews, and completes 
needed follow-up on all subgrantee audits. Documentation will be maintained to identify the audit 
clearing house activities. 

Contact:  Larry Morrison 

Anticipated Completion Date:  July 1, 2005 

 

Finding #04-26-03 

Program:  CFDA #93.563—Child Support Enforcement—Special Tests and Provisions (Paternity) 

Federal Grantor Agency:  U.S. Department of Health and Human Services 

Criteria:  The State IV-D Agency must attempt to establish paternity and a support obligation for 
children born out of wedlock. The State IV-D Agency must establish a support obligation when 
paternity is not an issue. These services must be provided for any children in cases referred to the IV-D 
Agency or to individuals applying for services under 45 CFR section 302.33 for whom paternity or a 
support obligation had not been established (45 CFR sections 303.4 and 303.5). These services must be 
provided within the time frames specified in 45 CFR sections 303.3(b)(3) and (b)(5), 303.3(c) and 
303.4(d). 

Establishment of Paternity and Support Order—The State must have and use procedures required in 
this paragraph in at least 75% of the cases reviewed (45 CFR Section 308.2 (b)). 

Condition:  Caseworkers are not consistently taking steps to follow up on all leads and services were 
not processed within the 90 days in some cases. For the cases reviewed by the Self-Assessment 
Division, only 73% indicated the State used the above procedures. 

Questioned Costs:  None. 

Context:  Of the 80 cases tested by the Self-Assessment Division, 22 were not in compliance. Ten 
errors were due to service of process was not initiated within 90 days. Twelve errors were due to that 
not all leads were exhausted by the Title IV-D Agency. 

Cause:  The State has not taken corrective action to ensure the above procedures are performed. 

Effect:  Noncompliance with the special test requirement and the 75% minimum requirement. 
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Recommendations:  We recommend the Agency review the cause of the errors and implement 
procedures to help eliminate them in the future. 

Management Response: 

Corrective Action Plan:  The CHARTS tickler system has helped reduce errors for verified 
addresses. Workers are not able to delete the tickler unless appropriate action is taken. 

One issue that has impacted CSE staff is the automated referral process from IV-A staff. There have 
been issues of accuracy and consistency by the referring parties. In some parts of the state, there has 
been less supporting documentation accompanying the automated referrals than when done 
manually. When CSE must obtain the information, there is less time to do other things. 

The IV-D Agency has implemented a Federal Compliance Review Team to do in-depth case 
processing reviews. 

The IV-D Agency has also begun improving the management reports. Issues affecting incentives are 
being addressed first. For example, the annual 157 report is broken down by local office in order to 
determine where errors are occurring. The 157 report gives totals and detail for each line item for 
each office. The monthly 157 report is also being broken down by local office. Currently, the 
monthly 157 change is implemented for one office, as a pilot. The goal is to implement it statewide 
in October for the September 2004 statistics. 

Contact:  Deb Steidley 

Anticipated Completion Date:  The local office 157 report is stilling being developed and tested 
along with other management reports. Expected completion date is October 2005. Ongoing training 
is provided for paternity, use of CHARTS and related time frames.  

 

Finding #04-26-04 

Program:  CFDA #’s 93.777 and 93.778—Medicaid Cluster—Special Tests and Provisions 

Federal Grantor Agency:  U.S. Department of Health and Human Services 

Criteria:  State agencies must establish and maintain a program for conducting periodic risk analyses to 
ensure that appropriate, cost-effective safeguards are incorporated into new and existing systems. State 
agencies must perform risk analyses whenever significant system changes occur. State agencies shall 
review the ADP system security installations involved in the administration of HHS programs on a 
biennial basis. At a minimum, the reviews shall include an evaluation of physical and data security 
operating procedures and personnel practices. The State agency shall maintain reports on its biennial 
ADP system security reviews, together with pertinent supporting documentation, for HHS onsite reviews 
(45 CFR section 95.621).  
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Condition:  Although a review was performed in May 2004, no formal documentation of the review was 
maintained by the Agency.  

Questioned Costs:  None. 

Context:  No formal documentation was maintained indicating an evaluation of physical and data 
security operating procedures and personnel practices. The Agency is working to develop a standardized 
documentation template for their review procedures. It is scheduled to be in use for the 2004 – 2005 
State fiscal year reviews. 

Cause:  The Agency has not completed its procedures to ensure proper documentation of the evaluation.  

Effect:  Inability to test compliance with the requirement. 

Recommendation:  We encourage the Agency to continue working on formally documenting the 
outcomes of the evaluations of physical and data security operating procedures and personnel practices. 

Management Response: 

Corrective Action Plan:  We agree that documentation of the periodic risk assessment can be 
improved; however, we maintain that adequate risk analysis procedures are in place. During 2003 – 
2004, the Agency took steps to improve documentation of security procedures and to improve 
coordination of security activities through designation of an HHS security officer. Further 
documentation of the MMIS application risk assessment procedures will be implemented for the fiscal 
year 2005 audit period. 

Contact:  Pat Darnell-Cass 

Anticipated Completion Date:  June 30, 2005 

 

Finding #04-26-05 

Program:  CFDA #’s 93.575 and 93.596—Child Care Cluster—Allowable Costs/Cost Principles  

Federal Grantor Agency:  U.S. Department of Health and Human Services 

Criteria:  According to OMB Circular A-133, an agency has the responsibility to ensure compliance 
with federal requirements through the use of sound internal controls. According to OMB Circular A-87, 
costs must conform to any limitations or exclusions set forth in the circulars, Federal laws, State or local 
laws, sponsored agreements, or other governing regulations as to types or amounts of cost items. 

Condition:  The Agency requires billing documents to be submitted by providers summarizing total 
units of care and claim amounts. The Agency considers this the source document for all child care 
claims. Before being entered into NFOCUS for payment processing, these billing documents are 
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compared to attendance sheets and the provider agreement by Agency personnel to ensure the provider is 
billed using allowable units and rates. This review is evidenced by the reviewer’s signature and date on 
the billing document. Four of fifty aid disbursements tested included either an incorrect rate or number of 
units in the billing document, resulting in overpayments of claims. 

Questioned Costs:  Out of the four erroneous disbursements discussed above, the known amount of 
overcharge is $31.50. Based on this information, an extrapolated error of $123,315 was calculated (0.5% 
error rate times total expenditures of $23,136,374). 

Cause:  Review process did not identify errors. 

Effect:  The Agency disbursed federal funds for unallowable costs. 

Recommendation:  We recommend the Agency analyze its review procedures to ensure such errors are 
identified and corrected in the future. 

Management Response: 

Corrective Action Plan:  We followed up on the five erroneous disbursements discussed to resolve 
each case with local staff. Over the next few months, we will analyze and review procedures in place 
to prevent errors from occurring, and when identified, take corrective action. 

Contact: Betty Medinger 

Anticipated Completion Date:  September 1, 2005 

 

Finding #04-26-06 

Program:  CFDA #10.550—Food Donation—Subrecipient Monitoring 

Federal Grantor Agency:  U.S. Department of Agriculture 

Criteria:  A pass-through entity is responsible for monitoring the subrecipient’s activities to provide 
reasonable assurance that the subrecipient administers federal awards in compliance with regulations 
“CFR 3016.” Each distributing agency shall establish a review system in order to assess the effectiveness 
of its food distribution program in meeting the requirements of these regulations. Responsibilities of 
distributing agencies—each distributing agency shall establish review procedures encompassing 
eligibility, food ordering procedures, storage practices, inventory controls, reporting and record keeping 
requirements, and compliance with nondiscrimination provisions. For nutrition programs for the elderly 
that reviews be completed at least once every four years, with not fewer than 25% of these programs 
being reviewed each year (7 CFR 250.19). The State adopted this monitoring policy for all types of 
nutrition programs that receive aid under this program.  
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Condition:  Reviews are not completed at least once every four years and 25% of the programs are not 
reviewed each year. 

Questioned Costs:  None. 

Context:  Of the 30 subrecipients tested, 3 did not have a review within the last four years. Of 525 total 
subrecipients, 38 have not been reviewed within the last four years. 

Cause:  A lack of personnel to conduct reviews. 

Effect:  Failure to provide reasonable assurance that subrecipients are in compliance with federal 
requirements. 

Recommendation:  We recommend the Agency review procedures in place for monitoring to ensure 
field reviews are conducted on a timely basis. 

Management Response: 

Corrective Action Plan:  Our Agency is presently working to correct the fact that the reviews are not 
completed in a timely manner by concentrating on those agencies that were not up to date. 

We will also be reviewing our policy that is in place as to the frequency of reviews and other factors 
with our agency that effect the ability to complete the reviews in a timely manner. Reviews will be 
done on an as needed basis as deemed necessary by the food distribution staff. 

Contact:  Julia West 

Anticipated Completion Date:  June 1, 2005 

 

Finding #04-26-07 

Program:  CFDA #93.558—Temporary Assistance for Needy Families (TANF)—Allowable Costs/Cost 
Principles and Eligibility 

Federal Grantor Agency:  U.S. Department of Health and Human Services 

Criteria:  According to OMB Circular A-133, a department has the responsibility to ensure compliance 
with federal requirements through the use of sound internal controls. Caseworkers are required to 
reevaluate eligibility on an annual basis, which is generally documented through the completion of an 
application. 

Condition:  In 1 of the 40 cases selected, eligibility had not been reevaluated on an annual basis. 

Questioned Costs:  None. 
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Context:  Eligibility had not been reevaluated since 2001. 

Cause:  The caseworker did not take action in response to receiving an alert that eligibility needed to be 
reevaluated. 

Effect:  Caseworkers are not in compliance with the Agency’s policies. This increases the risk that 
ineligible recipients will receive TANF funding or that TANF funding will be used for unallowable 
costs. 

Recommendation:  We recommend the Agency establish monitoring procedures to ensure caseworkers 
take appropriate action upon receiving an alert that eligibility needs to be reevaluated. 

Management Response: 

Corrective Action Plan:  Supervisors are responsible for the review of Social Service workers in their 
supervisory span. The supervisor review should have detected the fact that the review had not been 
completed and then taken appropriate action. We will remind supervisors that their responsibilities 
include ensuring that eligibility reviews are completed in a timely manner. 

Also, in excess of 50% of the Aid to Dependent Cases also are eligible for the Food Stamp Program. 
Because of the threat of federal fiscal sanctions, a high number of Food Stamp cases are reviewed to 
ensure that appropriate actions are taken, including case reviews being completed in a timely manner. 
Although these reviews do not look specifically at the Aid to Dependent Children Program (TANF), if 
a Food Stamp review is not completed the probability is great that an ADC review is also not 
completed and the corrective action will be the same. 

This finding deals with 1 case out of 40, which is an extremely small sample. 

Contact:  George Kahlandt 

Anticipated Completion Date:  The corrective action is continuous and ongoing. 

 

Finding #04-26-08 

Program: CFDA #93.994—Maternal and Child Health Services Block Grant—Earmarking  

Federal Grantor Agency:  U.S. Department of Health and Human Services 

Criteria:  (1) Unless a lesser percentage is established in the State’s notice of award for a given fiscal 
year, the State must use at least 30% of payment of amounts for preventive and primary case services for 
children (42 USC 705(a)(3)(A)). (2) Unless a lessor percentage is established in the State’s notice of 
award for a given fiscal year, the State must use at least 30% of payment of amounts for services for 
children with special health care needs (42 USC 705 (a)(3)(B)). (3) A State may not use more than 10% 
of allotted funds for administrative expenses (42 USC 704(d)). 
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Condition:  Inability to determine if the Agency met the requirements. 

Questioned Costs:  None. 

Context:  The Agency does not track expenditures by allotment/grant year; therefore, the requirements 
could not be tested. 

Cause:  The Agency tracks expenditures based on the Federal fiscal year and not by the allotment/grant 
period. The Agency tracks expenditures based on the Federal fiscal year because they are required to 
report the expenditures in this format. As expenditures from one federal fiscal year could include funds 
from up to three allotments/grants, the program is not able to identify what type of expenditures were 
specifically spent for each allotment. Therefore, we were unable to determine if the Agency was in 
compliance. 

Effect:  Inability to determine if the Agency is in compliance with the earmarking requirements.  

Recommendations:  We encourage the Agency to continue to work with the federal agency to resolve 
this finding. 

Management Response: 

Corrective Action Plan:  State staff will continue to follow up on the submissions made to federal 
agency officials and will, to the extent necessary, enlist the assistance of the Nebraska congressional 
delegation to monitor the progress made by the federal agencies in clarifying the applicable audit 
guidance for future years. As of March 3, 2005, the Office of Management and Budget (OMB) A-133 
2005 Compliance Supplement has not been released. The Compliance Supplement is released annually 
in March or April. If the recommendations submitted most recently in October 2004 are not 
incorporated in the 2005 Compliance Supplement, state staff will enlist the assistance of the Nebraska 
congressional delegation to monitor progress made by the federal agencies in clarifying the applicable 
audit guidance for future years. 

Contact:  Rayma Delaney 

Anticipated Completion Date:  State staff expect to complete this corrective action plan by June 30, 
2005. 
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Finding #04-26-09 

Program: CFDA #93.994—Maternal and Child Health Services Block Grant—Reporting 

Federal Grantor Agency:  U.S. Department of Health and Human Services 

Criteria:  The State is required to submit an SF-269, Financial Status Report, annually for each federal 
allotment. 

Condition:  Certain amounts on the SF-269, Financial Status Report, were not accurately prepared and 
the report was not submitted in a timely manner. 

Questioned Costs:  None. 

Context:  The Agency submitted an SF-269, Financial Status Report, for the 2003 Federal grant 
allotment for the period from October 1, 2002 – September 30, 2003; however, they did not submit the 
report within the time requirements and total federal share, total federal funds authorized for the period, 
and total unliquidated obligations were misreported by $8,881.  

Cause:  Review procedures did not identify reporting errors and did not ensure reports were submitted in 
a timely manner.  

Effect:  The Agency inaccurately submitted a required report and did not file it in a timely manner. 
Further, there is an increased risk future reports will not be submitted. 

Recommendations:  We recommend the Agency analyze its review and reconciliation procedures to 
ensure they are sufficient to identify reporting errors and to ensure reports are submitted in a timely 
manner.  

Management Response: 

Corrective Action Plan:  We agree with the finding. A revised report to correct the authorized 
amount, federal amount, and unliquidated obligations has been prepared and submitted.  

Contact:  Larry Morrison 

Anticipated Completion Date:  Completed as of March 2005. 
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DEPARTMENT OF MILITARY 

Finding #04-31-01 

Program:  CFDA #97.004—State Domestic Preparedness Equipment Support Program—Allowable 
Costs/Cost Principles  

Federal Grantor Agency:  Department of Homeland Security 

Criteria:  OMB Circular A-87 indicates that costs of compensation for personnel services are allowable 
if adequate support exists. Where employees are expected to work solely on a single federal award or 
cost objective, charges for their salary 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 semiannually and will be signed by the employee or supervisory official having 
firsthand knowledge of the work performed by the employee. Where employees work on multiple 
activities or cost objectives, such as more than one federal award, a distribution of their salaries or wages 
will be supported by personnel activity reports or equivalent documentation. Personnel activity reports 
must reflect an after-the-fact distribution of the actual activity of each employee, must account for the 
total activity for which the employee is compensated, must be prepared at least monthly, and must be 
signed by the employee. Budget estimates determined before the services are performed do not qualify as 
support for charges to federal awards, but may be used for interim accounting purposes, provided that, at 
least quarterly, comparisons of actual costs to budgeted distributions based on monthly activity reports 
are made. Costs charged to federal awards to reflect adjustments made as a result of the activity actually 
performed may be recorded annually if the quarterly comparisons show the differences between the 
budgeted and actual costs are less than 10%. 

Condition:  Employees who worked only on one federal program were not required to complete 
semiannual certifications that the employees worked solely on that program for the period covered by the 
certification. Time worked by employees on multiple federal programs was not based on an after-the-fact 
distribution of actual activity of each employee. Each employees’ time was budgeted for each federal 
program and charged to the federal programs according to the budget.  

Questioned Costs:  $309,448—Total payroll expense charged to the federal program. 

Context:  There are 30 employees of the Nebraska Emergency Management Agency (NEMA). This is 
the State program that administers the federal program. Approximately 10 of the employees were paid 
partially or fully from the federal program. The total payroll charged to the federal fund was $309,448. 

Cause:  The Agency was unaware of this requirement. 

Effect:  Noncompliance with the allowable costs compliance requirements. 

Recommendation:  We recommend the Agency implement procedures to ensure the requirements of 
OMB Circular A-87 are met related to personnel services documentation. Employees who work on only 
one federal program should complete a semiannual certification stating such. Employees who work on 
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more than one federal program should document their total activities using after-the-fact personnel 
activity reports. 

Management Response: 

Corrective Action Plan:  Quarterly and biannual reports are submitted and are reviewed with the 
federal grant manager of the EMPG and HLS grants. A-87 compliance regarding payroll costs has not 
been identified by the federal grant manager as a concern. Currently, NEMA is in the process of 
amending employee timesheets to indicate grant funding availability that will track programmatic 
duties to specific grants and will be certified by individual employees. The Military Department and 
NEMA are vigorously pursuing additional means for providing a semiannual payroll certification 
report, utilizing the payroll portion of the Nebraska Information System (NIS). 

Contact:  Shawn Fitzgerald 

Anticipated Completion Date:  2005 

 

Finding #04-31-02 

Program:  CFDA #97.042—Emergency Management Performance Grants—Allowable Costs/Cost 
Principles  

Federal Grantor Agency:  Department of Homeland Security 

Criteria:  OMB Circular A-87 indicates that costs of compensation for personnel services are allowable 
if adequate support exists. Where employees are expected to work solely on a single federal award or 
cost objective, charges for their salary 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 semiannually and will be signed by the employee or supervisory official having 
firsthand knowledge of the work performed by the employee. Where employees work on multiple 
activities or cost objectives, such as more than one federal award, a distribution of their salaries or wages 
will be supported by personnel activity reports or equivalent documentation. Personnel activity reports 
must reflect an after-the-fact distribution of the actual activity of each employee, must account for the 
total activity for which the employee is compensated, must be prepared at least monthly, and must be 
signed by the employee. Budget estimates determined before the services are performed do not qualify as 
support for charges to federal awards, but may be used for interim accounting purposes, provided that, at 
least quarterly, comparisons of actual costs to budgeted distributions based on monthly activity reports 
are made. Costs charged to federal awards to reflect adjustments made as a result of the activity actually 
performed may be recorded annually if the quarterly comparisons show the differences between the 
budgeted and actual costs are less than 10%. 

Condition:  Employees who worked only on one federal program were not required to complete 
semiannual certifications that the employees worked solely on that program for the period covered by the 
certification. Time worked by employees on multiple federal programs was not based on an after-the-fact 
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distribution of actual activity of each employee. Each employees’ time was budgeted for each federal 
program and charged to the federal programs according to the budget.  

Questioned Costs:  $512,695—Total payroll expense charged to the federal program. 

Context:  There are 30 employees of the Nebraska Emergency Management Agency (NEMA). This is 
the State program that administers the federal program. Approximately 21 of the employees were paid 
partially or fully from the federal program. The total payroll charged to the federal fund was $512,695. 

Cause:  The Agency was unaware of this requirement. 

Effect:  Noncompliance with the allowable costs compliance requirements. 

Recommendation:  We recommend the Agency implement procedures to ensure the requirements of 
OMB Circular A-87 are met related to personnel services documentation. Employees who work on only 
one federal program should complete a semiannual certification stating such. Employees who work on 
more than one federal program should document their total activities using after-the-fact personnel 
activity reports. 

Management Response: 

Corrective Action Plan:  This is a moot issue—the grants in question allow for their usage to support 
a comprehensive, Emergency Management, Civil Defense program—allowing a wide range of 
program activities. In 2005, all grant programs come under the umbrella of one grant application. 

The Military Department and NEMA are vigorously pursuing additional means for providing payroll 
certification be added to the monthly time/payroll sheet. 

Contact:  Shawn Fitzgerald 

Anticipated Completion Date:  2005 

 

Finding #04-31-03 

Program:  CFDA #97.042—Emergency Management Performance Grants—Period of Availability  

Federal Grantor Agency:  Department of Homeland Security 

Criteria:  The program requirements for this grant define the period of performance as the 12-month 
period from October 1 through September 30. 

Condition:  The October 2003 payroll was included in the new fiscal year 2004 grant and the time 
worked was in September 2003, the period of performance. Additionally, one travel expense claim 
incurred in July 2003 was paid from the 2004 grant award. The amount was $54.72. 
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Questioned Costs:  $42,044—amount charged to the grant in October 2003 (payroll). 

Context:  There were 30 total employees at NEMA. Not all of them were fully funded by the federal 
grant. 

Cause:  The Agency indicated that only 12 months of payrolls are included in the period of 
performance and this is how it has been since the grant was received. 

Effect:  Noncompliance with the grant requirements. 

Recommendation:  We recommend the Agency work with the federal grantor agency to determine 
whether the reporting of payroll needs to be adjusted to comply with the period of performance 
specified in the grant. We also recommend the Agency ensure procedures for determining expenses are 
charged to the correct grant are adequate. 

Management Response: 

Corrective Action Plan:  The 2005 grant program becomes a 30-month performance grant with the 
grant being renewed on an annual basis. This issue will become moot. The issue has been discussed 
with the grantor agency and has not been identified as a problem. The program has been transferred to 
DHS for FEMA and this accounts for an extended performance period to allow extended time frames 
to alleviate the problems noted. 

Contact:  Shawn Fitzgerald 

Anticipated Completion Date:  2005 

 

Finding #04-31-04 

Program:  CFDA #97.042—Emergency Management Performance Grants—Subrecipient Monitoring  

Federal Grantor Agency:  Department of Homeland Security 

Criteria:  A pass-through entity is responsible for:  

� Award Identification—At the time of the award, identifying to the subrecipient the federal award 
information (e.g., CFDA title and number, award name, name of federal agency) and applicable 
compliance requirements.  

� During-the-Award Monitoring—Monitoring the subrecipient’s use of federal awards through site 
visits or other means to provide reasonable assurance that the subrecipient administers federal 
awards in compliance with laws, regulations, and the provisions of contracts or grant agreements 
and that performance goals are achieved.  
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� Subrecipient Audits—Ensuring required audits are completed within nine months of the end of 
the subrecipient’s audit period, issuing a management decision on audit findings within six 
months after receipt of the subrecipient’s audit report, and ensuring that the subrecipient takes 
timely and appropriate corrective action on all audit findings. In cases of continued inability or 
unwillingness of a subrecipient to have the required audits, the pass-through entity shall take 
appropriate action using sanctions.  

� Pass-Through Entity Impact—Evaluating the impact of subrecipient activities on the 
pass-through entity’s ability to comply with applicable federal regulations.  

Condition:  We noted the Agency allowed subrecipients to submit a certification of expenses paid 
signed by the county clerk in lieu of submitting receipts and other supporting documentation. Only five 
on-site visits were performed during the fiscal year ending June 30, 2004 of the 28 local agencies 
electing not to submit support (Cass, Dakota, Knox, Madison, and Platte). All local agencies were 
divided into six areas. Selection for visits was based on time available taking into consideration required 
travel time. 

Questioned Costs:  $625,070 

Context:  There were 34 local agencies that received a total of $958,669 in federal funds in fiscal year 
2004. Six of these agencies submitted adequate support for all of their costs totaling $198,482. The other 
28 agencies submitted a certification of expenditures signed by the county clerk. On-site visits to 5 of the 
28 local agencies sampled about 30% of their claims by looking at supporting detail for amounts paid 
and verifying local payment prior to claiming reimbursement. The total expenditures for those agencies 
was $135,117. The remaining 23 local agencies received distributions in the amount of $625,070. 

Cause:  The Agency believes that the certifications are adequate supporting documentation. Although 
they began on-site visits after the prior audit findings were discussed, they do not have the resources to 
perform on-site visits for all 28 local agencies between April 2004 and June 2004. 

Effect:  Increased risk of possible loss or misuse of federal funds. 

Recommendation:  We recommend the Agency require adequate supporting documentation be 
submitted by all local agencies with their reimbursement request. If this is not possible, the Agency 
should consider performing on-site visits during the grant year to all local agencies processed without 
adequate documentation or require local agencies to periodically submit the receipts for the expenses 
being reimbursed, based on risk. 
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Management Response:   

Corrective Action Plan:  We will require all supporting documentation to be submitted by 
subrecipients prior to reimbursement. 

Contact:  Shawn Fitzgerald 

Anticipated Completion Date:  2005 
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DEPARTMENT OF ENVIRONMENTAL QUALITY 

Finding #04-84-01 

Program:  CFDA #66.458—Capitalization Grants for Clean Water State Revolving Fund—Reporting  

Federal Grantor Agency:  U.S. Environmental Protection Agency 

Criteria:  The Code of Federal Regulations requires annual submission of the SF-269, Financial Status 
Report, to the Environmental Protection Agency (40 CFR 30.52) within 90 calendar days after the end of 
the fiscal year. 

Condition:  The SF-269, Financial Status Report, for the 2002 and 2003 capitalization grants were not 
filed.  

Questioned Costs:  None. 

Context:  The annual report was not submitted to the federal agency. 

Cause:  No procedure was in place to ensure that the report was prepared and submitted.  

Effect:  The Agency did not submit the required reports. 

Recommendation:  We recommend the Agency design and implement controls to ensure reports are 
completed and filed with the federal agency in accordance with federal requirements. 

Management Response: 

Corrective Action Plan:  The Agency adopted procedures during fiscal year 2004 in response to that 
years’ audit. All SF-269 reports were completed by December 31, 2004. 

Contact:  Bart Moore 

Anticipated Completion Date:  December 31, 2004 

 

Finding #04-84-02 

Program:  CFDA #’s 66.458 and #66.468—Capitalization Grants for Clean Water State Revolving 
Funds and Capitalization Grants for Drinking Water State Revolving Funds—Subrecipient Monitoring 

Federal Grantor Agency:  U.S. Environmental Protection Agency 

Criteria:  A pass-through entity is responsible for:  
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� Award Identification—At the time of the award, identifying to the subrecipient the Federal 
award information (e.g., CFDA title and number, award name, name of Federal agency) and 
applicable compliance requirements.  

� During-the-Award Monitoring—Monitoring the subrecipient’s use of federal awards 
through site visits or other means to provide reasonable assurance that the subrecipient 
administers federal awards in compliance with laws, regulations, and the provisions of 
contracts or grant agreements and that performance goals are achieved.  

� Subrecipient Audits—Ensuring required audits are completed within nine months of the end 
of the subrecipient’s audit period, issuing a management decision on audit findings within 
six months after receipt of the subrecipient’s audit report, and ensuring that the subrecipient 
takes timely and appropriate corrective action on all audit findings. In cases of continued 
inability or unwillingness of a subrecipient to have the required audits, the pass-through 
entity shall take appropriate action using sanctions.  

� Pass-Through Entity Impact—Evaluating the impact of subrecipient activities on the pass-
through entity’s ability to comply with applicable federal regulations.  

Condition:  The Agency has not performed the following: 

� Obtained all required A-133 reports from subrecipients 

� Reviewed A-133 reports 

� Followed-up on findings and related corrective action 

Questioned Costs:  None. 

Context: The Agency has obtained A-133 single audit reports from subrecipients; however, they have 
not been reviewed since 2002 and do not have controls in place to ensure they have received all the 
reports. The Agency does perform on-site and desk reviews to monitor their subrecipients’ annual 
activity, but does not ensure proper follow-up is conducted on the subrecipients’ A-133 single audit 
reports. During fiscal year 2004, there were 28 recipients receiving $11,023,948 for the Drinking Water 
program and 24 recipients receiving $5,443,302 for the Clean Water program. 

Cause:  Due to the lack of personnel, the Agency has not been able to properly review single audit 
reports. 

Effect: The Agency is not in compliance with subrecipient monitoring requirements and is unable to 
provide assurance that the subrecipients are in compliance with Federal requirements. 



STATE OF NEBRASKA 
 

Schedule of Findings and Questioned Costs 

Year ended June 30, 2004 
(restated) 

102 

Recommendation: We recommend the Agency continue to refine its centralized monitoring procedures 
and develop a monitoring tool, as well as written policies and procedures, to ensure that all required 
single audit reports are received and reviewed and appropriate action is taken on any findings noted 
within time requirements. 

Management Response: 

Corrective Action Plan:  It should be noted that site visits are made to each loan recipient by program 
staff to make sure project activities are consistent with costs. A policy and procedure will be written by 
April 1, 2005. All single audit reports will be reviewed. A monthly report will be provided to the Fiscal 
Section Supervisor that will identify reports received and the status of review as well as status of 
follow up. 

Contact:  Bart Moore 

Anticipated Completion Date:  April 1, 2005 

 

Finding #04-84-03 

Program:  CFDA #’s 66.458 and #66.468—Capitalization Grants for Clean Water State Revolving Fund 
and Capitalization Grants for Drinking Water State Revolving Funds—Reporting  

Federal Grantor Agency:  U.S. Environmental Protection Agency 

Criteria:  The U.S. Environmental Protection Agency Electronic Funds Transfer Payment Process 
Recipients’ Manual requires semiannual submission of the SF-272, Federal Cash Transactions Report, 
to the Environmental Protection Agency 15 days after the periods ending June 30 and December 31. 

Condition:  The SF-272, Federal Cash Transactions Report, for the period from July 1, 2003 – 
December 31, 2003 was not prepared in a manner consistent with the manner in which the EPA requires 
the form to be prepared.  

Questioned Costs:  None. 

Context:  The Agency did not prepare the semiannual report submitted in accordance with EPA 
calculations and instructions. 

Cause:  The Agency believes the calculations used represent a better measure of the financial activity 
during the period.  

Effect:  The Agency did not submit required reports in accordance with EPA guidance. 

Recommendation:  We recommend the Agency ensure reports are completed and filed with the federal 
agency in accordance with federal requirements. 
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Management Response: 

Corrective Action Plan:  The report was prepared using State of Nebraska accounting system records. 
The required form does not contain information that allows for the accounting of cash due to increases 
and/or decreases in accounts payable and receivable. Therefore, those must be taken into account on a 
separate form. EPA requests this information be identified on the “Program Income” line. These funds 
are not program income and should not be reported as such. We will work with the EPA to resolve the 
issue. 

Contact:  Bart Moore 

Anticipated Completion Date:  May 1, 2005 

 

Finding #04-84-04 

Program:  CFDA #66.468—Capitalization Grants for Drinking Water State Revolving Fund—
Reporting 

Federal Grantor Agency:  U.S. Environmental Protection Agency 

Criteria:  The Code of Federal Regulations requires annual submission of the SF-269, Financial 
Status Report, to the Environmental Protection Agency (40 CFR 30.52) within 90 calendar days after 
the end of the fiscal year. 

Condition:  The SF-269, Financial Status Report, for the 2002 capitalization grant was submitted with 
“Total Outlays” and “Federal Share of Outlays” overstated by $17,200. 

Questioned Costs:  None. 

Context:  Based on a review of the accounting records used to prepare the SF-269, Financial Status 
Report, for the 2002 capitalization grant, “total outlays” and “federal share of outlays” were overstated 
by $17,200. 

Cause:  The report was not properly reconciled to the accounting system records used to prepare the 
report. 

Effect:  The SF-269, Financial Status Report, for the 2002 capitalization grant was submitted with 
“total outlays” and “federal share of outlays” overstated by $17,200. 

Recommendation:  We recommend the Agency design and implement controls to ensure reports are 
reconciled to the accounting system. 
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Management Response: 

Corrective Action Plan:  The Agency has implemented procedures to monitor and review reports 
prepared and will continue performing procedures to ensure reports are accurately prepared. The report 
identified had previously been corrected. 

Contact:  Bart Moore 

Anticipated Completion Date:  December 31, 2004 




