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NEBRASKA DEPARTMENT OF EDUCATION

BACKGROUND

The Nebraska Department of Education (Department) is a constitutional agency that operates
under the authority of an elected Board of Education. The Department is organized into teams
that interact to operate the Department and carry out the duties assigned by State and Federal
statutes and the policy directives of the State Board of Education. The teams are organized
around distinct functions and responsibilities that encompass leadership and support for
Nebraska’s system of early childhood, primary, secondary and postsecondary education; direct
services to clients; and internal support to the Department.

The Department carries out its duties on behalf of Nebraska students in public and nonpublic
school systems. The staff of the Department interacts with schools and institutions of higher
education to develop, coordinate, and improve educational programs.

Within the Department is the Vocational Rehabilitation program, which is the statewide
employment agency for people with disabilities. Services are provided or arranged through an
employment team and may include vocational evaluation, career planning, independent living,
assistive technology, job training, and placement. District offices are located in Grand Island,
Kearney, Lincoln, Norfolk, North Platte, Omaha, and Scottsbluff, with satellite offices in
Columbus and South Sioux City. The program receives 20 percent of its funding from the State
and 80 percent from the Federal government. The goal of the program is to help people with
disabilities achieve economic self-sufficiency, including earnings at or above the full-time
minimum wage equivalent with health benefits in competitive employment, self-employment,
and business enterprise employment. If economic self-sufficiency is not possible with the first
job placement, Vocational Rehabilitation may continue to work with the person to help him or
her retain or advance in employment. Vocational Rehabilitation staff work with disabled
students as young as 14 years old. Through the Transition Partnership Initiative, educators,
parents, students, and Vocational Rehabilitation plan to assure that students with disabilities are
prepared for employment after graduation.

The Department also has a Disability Determinations Section (DDS), which is the entity of State
government that processes applications for Federal disability benefits under the Federal social
security program and the supplemental security income program for Nebraska residents. These
applications are taken at social security field offices across the State and forwarded to the DDS
office in Lincoln. DDS staff obtain and evaluate medical and vocational evidence in order to
make a decision on each applicant’s medical eligibility for benefits.
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NEBRASKA DEPARTMENT OF EDUCATION

SUMMARY OF COMMENTS

During our examination of the Nebraska Department of Education (Department), we noted
certain deficiencies and other operational matters that are presented here. The following
comment is required to be reported in accordance with Government Auditing Standards:
Comment #1, which is considered to be a significant deficiency.

These comments and recommendations are intended to improve the internal control over
financial reporting or result in operational efficiencies in the following areas:

1.

Average Daily Membership Verification: The testing of Average Daily Membership
counts by school district auditors was not adequate. Average Daily Membership is a
significant factor in the State Aid formula.

Poverty Allowance Calculation: The Poverty allowance of the State Aid formula
calculated based on free lunch/milk data had inherent errors. Aid calculated from the
Poverty allowance was overstated by 9.33 percent, as students who qualified for free
lunch/milk on an income basis were ineligible.

Unsupported Aid Payments: The Department did not have policies or procedures to
verify costs claimed by residential setting providers. The Department provided
$4,109,282 in aid to residential setting providers during calendar year 2015.

Inadequate Supporting Documentation: The Department failed to maintain adequate
supporting documentation for several expenditure and receipt transactions. The lack of
support prevented the APA from being able to determine whether the expenditures or
revenues were appropriate and accurate.

Education Innovation Fund Transfers: The Department did not complete a statutorily
required transfer from the Education Innovation Fund to the Early Childhood Education
Endowment. Also, a $1 million temporary transfer to the Education Innovation Fund was
not returned to the School District Reorganization Fund in a timely manner.

Contracts Not on the State Contract Database or Accounting System: Multiple
Department contracts were not available on the State’s contract database or were not
entered into the State’s accounting system, as required by State statutes.

Appropriations Exceeded: The Vocational Rehabilitation program exceeded General
fund and Cash fund appropriations authorized by the Legislature by $27,409 and
$71,057, respectively.

Disability Determination Section (DDS) Rate Support: DDS did not have
documentation on file to support how 8 of 15 DDS rates used to reimburse service
providers were determined.

Textbook Loan Program: The Department did not sufficiently monitor the public school
administration of the Textbook Loan program.
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NEBRASKA DEPARTMENT OF EDUCATION

SUMMARY OF COMMENTS
(Concluded)

Purchasing Procedures: A Department employee used elevated system access in the
State’s accounting system to circumvent the required Materiel Division of Administrative
Services purchasing approval to purchase $56,017 worth of computers.

Journal Entries: The Department duplicated $182,245 of expenditures in fund 41340
due to its method of recording, allocating, and reimbursing indirect costs. In addition,
entries for allocating rent expense and network fees did not reconcile to the underlying
support.

Expired Warrants: The Department did not properly follow up on outstanding warrants
before they expired. Seventy-two warrants paid with Federal funds, totaling $15,672,
expired during the calendar year and were inappropriately remitted to the State’s General
Fund.

Capital Assets: The Department lacked an adequate segregation of duties over capital
assets, as one employee was responsible for maintaining capital asset records. The
Department did not review the additions and retirements report, failed to capitalize
properly seven assets, totaling $5,131, and posted the incorrect value to another asset.

Developer Access to Production Environment: Two DDS application developers and
two QE2 (Vocational Rehabilitation System) application developers had access to their
respective production environments, allowing them to develop code and move changes
into production.

Information Technology (IT) User Access: One user had access to approve applications
in the Child Nutrition Program (CNP), but it was not required for her job duties. Access
for one Grants Management System (GMS) application user and one DDS application
user was not removed timely after their termination.

Information Technology (IT) Risk Assessment: The Department performed an overall
risk assessment but did not include application-specific risk information.  The
Department has multiple applications, which may have different levels of risk.

More detailed information on the above items is provided hereinafter. It should be noted that
this report is critical in nature, containing only our comments and recommendations on the areas
noted for improvement and does not include our observations on any accounting strengths of the
Department

Draft copies of this report were furnished to the Department to provide its management with an
opportunity to review and to respond to the comments and recommendations contained herein.
All formal responses received have been incorporated into this report. Responses that indicate
corrective action has been taken were not verified at this time, but they will be verified in the
next examination.



NEBRASKA DEPARTMENT OF EDUCATION

COMMENTS AND RECOMMENDATIONS

1. Average Daily Membership Verification

During our review of State Aid, we noted all five audit firms tested did not appear to perform
adequate compliance testing of school districts’ Average Daily Membership (ADM) to provide
sufficient assurance that amounts reported to the Department were correct. The testing of ADM
compliance by district auditors was also inconsistent.

ADM is an integral figure used within the State Aid formula to determine the amount of aid
provided to school districts.

The Department distributed $932,971,842 of State Aid in the State fiscal year ended
June 30, 2015.

The Department’s administrative rules and regulations, Title 92 Nebraska Administrative Code
(NAC) Chapter 1-003.03, state the following, in relevant part:

The audit shall include tests for compliance with the calculation of Average Daily Membership reported on
the Annual Statistical Summary Report.

A good internal control plan requires procedures to ensure adequate reviews of ADM are
performed.

Not ensuring the accuracy of ADM submitted by school districts increases the risk of the State
Aid distribution being incorrect.

We recommend the Department ensure that school district auditors
perform adequate compliance testing of ADM. At a minimum,
such testing should include the tracing of ADM to supporting
documentation, the recalculation of ADM, verification of ADM
reported to the Department, and the documentation of all testing
procedures performed.

Department’s Response: As noted in the finding, Rule 1 does require independent school district
auditors to test average daily membership (ADM). Per discussion with independent auditors
who are performing school district audits, they are testing ADM but there have been no findings
related to Membership/Attendance and thus no documentation of their testing is noted in the
audit reports per auditing standards.

School districts submit attendance and membership information to the state and then average
daily membership is calculated by the Department based on the submitted data. For schools to
inflate their membership they would have to create fake students with unique IDs. These
students would then need to have attendance records kept; test scores entered and would be on a
list that teachers and others staff would review. The Department also performs analytical tests
on membership information to confirm that the membership and attendance information
submitted is reasonable.



NEBRASKA DEPARTMENT OF EDUCATION

COMMENTS AND RECOMMENDATIONS
(Continued)

1. Average Daily Membership Verification (Concluded)

The Department has worked with the Nebraska Society of CPA’s to develop a new form which
outlines the tests independent auditors performed on membership and attendance and notes if the
information submitted to the Departments was accurate. The department now requires
confirmation of membership and attendance testing to be submitted along with the audit before
considering the audit submission complete.

APA Response: The APA understands that independent school auditors had no findings
related to membership/attendance to report. The APA obtained documentation or
explanation of testing performed for five school districts tested. None of the testing
performed included all of the procedures suggested in our recommendation. Therefore, the
lack of school district findings pertaining to membership/attendance may correlate with the
observations in our finding.

2. Poverty Allowance Calculation

The Department used the aggregate number of students receiving free lunch/milk as part of the
calculation of the poverty portion of State Aid, as required by State statute. During testing of the
State Aid calculation, we noted that the imprecise method of calculating the poverty portion of
State Aid leaves the calculation susceptible to errors. The poverty portion of State Aid is based
on the aggregate number of free lunch/milk students, directly certified through Nebraska
Department of Health and Human Services resources or through income based applications
completed by the parents/guardians of the children.

Due to the nature and timing of the State Aid calculation, data from the 2012-2013 school year
was used to calculate the 2015-2016 school year poverty allowance. A verification of free
lunch/milk students completed by school districts and reported to the Department for the 2012-
2013 school year identified that 9.33 percent of students originally approved to receive free
lunch/milk through income-based applications submitted by parents/guardians were ineligible.
Approximately $125.6 million of formula need was allocated to schools based on the poverty
portion of State Aid. A projected $8.4 million in formula need was allocated based on ineligible
free lunch/milk students. The poverty allowance is one piece of the school district formula need
calculation explained in Neb. Rev. Stat. § 79-1007.11 (Supp. 2015). In 2015, the United States
Department of Agriculture (USDA) released a study evaluating 2012-2013 school year free and
reduced lunch certifications. The study reported a 9.8 percent certification error in the total
reimbursements made through the National School Lunch Program (NSLP).

To mitigate the risk of overstating State Aid provided through the poverty allowance, State
statute provides for the recapturing of funds in future State Aid payments through a poverty
correction calculation, as well as allowing schools to submit estimated poverty expenditures.
The lower of the poverty calculation or a school’s estimated poverty expenditures is used;
however, the original allocation is still based on free lunch/milk data, which includes inherent
errors.



NEBRASKA DEPARTMENT OF EDUCATION

COMMENTS AND RECOMMENDATIONS
(Continued)

2. Poverty Allowance Calculation (Concluded)

Neb. Rev. Stat. § 79-1003(32) (Supp. 2015) states, in relevant part, the following:

Poverty students means (a) for school fiscal years prior to 2016-17, the number of low-income students or
the number of students who are free lunch and free milk students in a district plus the difference of the
number of low-income students or the number of students who are free lunch and free milk students in a
district, whichever is greater, minus the average number of poverty students for such district, prior to such
addition, for the three immediately preceding school fiscal years if such difference is greater than zero . . . .

Good fiscal policy and internal control requires the use of accurate data to calculate State Aid.

Using data with a high inherent risk of error may cause the poverty portion of the State Aid
formula to be overstated in the initial aid payments made to school districts.

We acknowledge the Department was allocating State Aid to
Schools in accordance with State statute and has the ability to
recapture some of the overstated funds in future aid payments;
however, because of the inherent errors included in the free
lunch/milk figures, we recommend the Department work with the
Legislature to revise the State Aid formula statutes to include a
more accurate, reliable poverty allowance.

Department’s Response: NDE was required by statute to use the free lunch counts as noted in
this finding. The report used was the latest and most accurate information available at that time.
Starting with the 2016/17 certification of state aid the Department began using the US
Department of Agriculture’s School Food Authority Verification Summary Report (FNS Form
742) as its data source which is a new report with more accurate information.

The Department will continue to work closely with the Commissioner, the Board of Education,
legislative staff, and educational partners to review and revise the state aid formula and its
statutes, implementing efficiency measures and accountability to all its components including the
poverty allowance.

3. Unsupported Aid Payments

The Department did not have policies or procedures to verify costs claimed by residential setting
providers. The Department provided aid to residential setting providers on a daily rate, per
student, based on the previous year’s total expenditures and the average number of daily students
for whom services were provided. The Department did not receive audited financial statements
or other supporting documentation to support the expenditures incurred by service providers or
the average number of daily students served.

The only verification procedure used by the Department to ensure the accuracy of both
expenditures and student counts reported was to compare prior year figures to current figures to
determine if the changes were reasonable; however, the Department’s initial figures used to
establish reasonableness of expenditures and student counts were not verified either.

-7 -



NEBRASKA DEPARTMENT OF EDUCATION

COMMENTS AND RECOMMENDATIONS
(Continued)

3. Unsupported Aid Payments (Concluded)

A total of $4,109,282 was paid to residential providers in calendar year 2015.

Neb. Rev. Stat. § 79-215(10)(a) (Reissue 2014) states, in relevant part, the following:

When a student is not a ward of the state or a ward of any court and is residing in a residential setting
located in Nebraska for reasons other than to receive an education and the residential setting is operated
by a service provider which is certified or licensed by the Department of Health and Human services . . .
the student shall remain a resident of the district in which he or she resided immediately prior to residing
in such residential setting.

Neb. Rev. Stat. § 79-215(10)(c) states the following, as is relevant:

If a student is residing in a residential setting as described in subdivision (10)(a) of this section . . . the
department shall reimburse such residential setting for the provision of all educational services, including
all special education services and support services, with the amount of payment for all educational services
determined pursuant to the average per pupil cost of the service agency . . . .

Neb. Rev. Stat. § 79-1142(5) (Reissue 2014) states, in relevant part, the following:

On and after August 1, 2010, residential settings described in subdivision (10)(c) of section 79-215 shall be
reimbursed for the educational services . . .. The department may audit any required documentation and
subtract any payments made in error from future reimbursements.

A good internal control plan requires periodic reviews of supporting documentation to ensure
reimbursements for educational services are proper.

Without procedures for the verification or review of costs claimed and other data submitted by
residential setting providers to support aid payments, there is an increased risk for the loss or
misuse of State funds.

We recommend the Department implement procedures to ensure
the verification or review of costs claimed and other data submitted
by residential setting providers to support aid payments.

Department’s Response: Beginning with the 2016-17 fiscal year, the Special Education Office
will require additional fiscal and student attendance documentation that supports the calculation
of any educational “per pupil cost” that any residential setting reimbursement payments are
based on. Documentation will be reviewed to verify calculations and appropriateness of
educational costs included.

4. Inadequate Supporting Documentation

During testing, we noted the following:

e For one expenditure tested, adequate supporting documentation was not kept on file. The
Department could not provide support for $1,415,343 expended, as the Department’s
system that calculates Special Education (SPED) school age payments did not have a
record of how the supplemental aid payment to schools was calculated.

-8 -



NEBRASKA DEPARTMENT OF EDUCATION

COMMENTS AND RECOMMENDATIONS
(Continued)

Inadequate Supporting Documentation (Continued)

The Department did not have adequate supporting documentation on file for four
expenditures related to the Early Childhood Education Endowment (Endowment) Board
of Trustees.

o One contract tested, totaling $493,815, was to provide technical assistance for the
Endowment from November 15, 2013, through November 8, 2015. The payment
tested totaled $55,489 for the period September 1, 2015, through
November 4, 2015. Supporting documentation included only an invoice and a
general summary of the funds requested. For example, the contractor claimed
$6,230 in meal, transportation, lodging, and registration expenses for the period,
however, the Department had no receipts, hotel folios, or mileage logs on hand to
support these amounts before payment was approved.

o One contract tested, totaling $124,886, was for the collection, analysis, and
evaluation of data for the Endowment from July 1, 2014, through June 30, 2015.
The payment tested totaled $26,311, of which $25,152 was for payroll. The
remaining $1,159 of the payment was for telephone equipment, printing expenses,
a library subscription, and mileage. Supporting documentation was not detailed
and included only a printout from the vendor’s system.

o Two payments to school districts from the Innovation Cash Fund and the General
Fund for $103,118 and $131,422, respectively, were not adequately supported.
The Department received expenditure reports and invoices, but no supporting
receipts for travel, training, and supply costs. These payments were originally
approved by a contractor that ran the administration part of the Endowment.
According to the Department, staff would have requested supporting receipts if an
amount looked questionable on the expenditure report, but there was no regular
monitoring of the payments approved by the contractor to ensure that unallowable
expenses were not approved.

There was a lack of supporting documentation for 1 of 20 State grant expenditures tested.
A payment from the Career Education Grant to a school district for $26,075 was tested;
of that amount, $23,119 was supported by invoices from the vendor. The remaining
$2,956 did not have support, so the APA could not determine what the costs were for or
whether those costs were allowable per the State grant.

For one payment tested to a school district from Title I funds, adequate supporting
documentation was not on file. The payment was for $63,905, of which $5,637 was for
travel costs associated with a conference. The Department did not obtain detailed
receipts or other supporting documentation to ensure the travel expenditures were
allowable.



NEBRASKA DEPARTMENT OF EDUCATION

COMMENTS AND RECOMMENDATIONS
(Continued)

4. Inadequate Supporting Documentation (Continued)

e A subrecipient payment of $7,986 for an education certification study was made without
adequate supporting documentation. Per the grant agreement, “Properly detailed
documentation specifying the grant expenditures must accompany all requests for
reimbursement. (i.e. computer printouts, system generated documentation.)” An invoice
was obtained; however, computer printouts and system generated documentation
normally observed with other payments was not obtained.

e For one of three Vocational Rehabilitation travel expenditures tested, no documentation
was available. The document for catering expenses, totaling $285, paid with Federal
funds, could not be located.

e For 2 of 27 receipts tested, adequate supporting documentation was not kept on file. For
one transaction, the revenue was a $46 receipt from Chadron State College, but the
purpose of the receipt could not be determined, as the batch originator had disposed of
the records. The other transaction was a $2,779 refund from McGraw-Hill that could not
be verified, as supporting documentation was not kept on file.

Good business practices include maintaining documentation on file to support calculations upon
which payments are made and to ensure transactions are appropriate for the Department.

OMB Circular A-87 requires costs to be adequately documented.

When supporting documentation of calculations are not on file, it is possible that payments may
not have been calculated correctly, resulting in a loss or misuse of State funds. Additionally,
such a lack of supporting documentation increases the risk of noncompliance with Federal
requirements. Finally, failure to maintain adequate supporting documentation increases the risk
that the underlying transactions themselves may be improper.

We  recommend the Department maintain  sufficient
documentation, including proper backup of electronic systems, to
ensure that all transactions are adequately supported.

Department’s Response: The Department will review and update its procedures to maintain
adequate supporting documentation for expenditures as needed. The following contain
additional information about the exceptions noted:

o There was a report available for the 31,415,343 Special Education expenditure from the
date the payment was processed but the underlying data was subsequently overwritten in
the computer system. The Department will review data backup procedures specifically
related to this system.

-10 -



NEBRASKA DEPARTMENT OF EDUCATION

COMMENTS AND RECOMMENDATIONS
(Continued)

Inadequate Supporting Documentation (Concluded)

The Early Childhood Education Endowment Board is a separate legal entity that the
Department is the fiscal agent for. The Department will recommend to the board that
they review and approve contract payments to their vendors in greater detail and
document their approval of the payments in their meeting minutes in the future.

The Department feels that supporting documentation obtained from subrecipients for the
Career Education Grant, Title I, and Title IIA expenditures was sufficient relative to the
amounts being reimbursed as it is impractical to review all supporting documentation for
all subrecipients and vendors and would not provide an assurance benefit commensurate
with the associated costs.

The documentation for the McGraw-Hill receipt was from an expenditure in 2007 that
had been disposed of in compliance with State records retention rules and regulations.

The documentation for the Vocational Rehabilitation expenditure was located and
provided to the Auditor subsequent to their fieldwork being completed.

APA Response: The two payments to the school districts were from the Department’s
Innovation Cash Fund and the General Fund. These payments were processed after
approval from a contractor; however, there was no monitoring of the contractor to ensure
they were approving appropriate expenditures.

The Department’s response brings into question as to why the Department received a
refund in 2015 for an expenditure in 2007, or 8 years later.

5.

Education Innovation Fund Transfers

During testing, we noted the following issues with the Education Innovation Fund (Innovation
Fund) transfers:

A transfer required by State statute from the Innovation Fund to the Early Childhood
Education Endowment Fund (Endowment Fund) was not made.

The Endowment Fund expenditures were mistakenly paid directly out of the Innovation
Fund. Early Childhood Education Grants are administered by two groups. The
Endowment Fund runs the program for children from birth to age three, and the
Department runs the program for preschool age children. Both grants receive an
allocation of funds from the Innovation Fund. The Department grants are to be paid
directly out of the Innovation Fund. Meanwhile, the Endowment’s grant allocation is to
be transferred from the Innovation Fund to the Endowment Fund and paid out to
subrecipients from there. Since July 1, 2013, when the transfer was established, the
Endowment’s payments have been paid directly out of the Innovation Fund.

-11 -



NEBRASKA DEPARTMENT OF EDUCATION

COMMENTS AND RECOMMENDATIONS
(Continued)

5. Education Innovation Fund Transfers (Concluded)

e The Department made a $1 million transfer from the Innovation Fund to the School
District Reorganization Fund (Reorganization Fund), as directed by State statute.
However, the transfer was made in advance of the required distribution for high-ability
learners. As a result, the Department transferred $1 million back to the Innovation Fund
from the Reorganization Fund to cover the annual distribution of aid to districts for High
Ability Learner programs made in October 2015. The transfer was noted as temporary
within the State’s accounting system; however, the funds were not returned to the
Reorganization Fund until March 2016, after the APA brought it to the Department’s
attention. The Innovation Fund balance was large enough to repay the Reorganization
Fund as of January 4, 2016, after the second quarterly deposit of State Lottery proceeds
was received.

Neb. Rev. Stat. 9-812(4)(c) (Supp. 2015) states, in relevant part, the following:

For fiscal year 2015-16, the Education Innovation Fund shall be allocated, after administrative expenses,
as follows: . . . (ii) the next allocation shall be distributed to local systems as grants for approved
accelerated or differentiated curriculum programs for students identified as learners with high ability
pursuant to section 79-11008.02 in an aggregated amount up to the amount distributed in the prior fiscal
year for such purposes increased by the basic allowable growth rate pursuant to section 79-1025; . . . (iv)
the next one million dollars shall be transferred to the Early Childhood Education Endowment Cash Fund
for use pursuant to section 79-1104.02; . . . (vii) the next one million dollars shall be transferred to the
School District Reorganization fund; . . . Except for funds transferred to the School District Reorganization
fund, . . . no funds received as allocations from the Education Innovation Fund pursuant to this subdivision
may be obligated for payment to be made after June 30, 2016, and such funds received as transfers or
allocations from the Education Innovation Fund that have not been used for their designed purpose as of
such date shall be transferred to the Nebraska Education Improvement Fund on or before August 1, 2016.

When Innovation Fund transfers are not made in accordance with applicable statutory
requirements, and temporary transfers between funds are not returned in a timely manner, there
is an increased risk for the loss or misuse of State funds.

We recommend the Department perform Innovation Fund transfers
in accordance with applicable State statutes. We also recommend
temporary transfers between funds be returned to the appropriate
fund as soon as possible.

Department’s Response: The Department will review its procedures to ensure that statutorily
required transfers are made as required in the future and that temporary transfers are returned
in a timely manner.

6. Contracts Not on the State Contract Database or Accounting System

The APA found multiple instances of the Department not placing its contracts on the State’s
contract database or accounting system, as required by State statutes. The contracts in question
were not written based on the regular Department contract template. The APA found four
different types of contracts that were not consistently entered into the State’s contract database or

-12-



NEBRASKA DEPARTMENT OF EDUCATION

COMMENTS AND RECOMMENDATIONS
(Continued)

6. Contracts Not on the State Contract Database or Accounting System (Continued)

accounting system: letter contracts; booking contracts; contracts between vendors and the Early
Childhood Education Endowment’s Board of Trustees; and special service contracts for
disciplinary investigations. Also, the APA tested contracts for services provided to individuals
through the Vocational Rehabilitation Program that were not placed on the State’s contract
database or accounting system.

The following contracts tested were not entered into the State’s contract database or accounting
system:

e One letter contract tested was for compensation of $50 per hour plus expenses for a
Routines Based Interview (RBI) boot camp. According to the Department’s internal
administrative memorandum on letter contracts, “Letter contracts may only be used if the
total payment to the contractor, including expenses, is less than $2,000. An activity that
may be provided under one contract may not be broken down into multiple letter
contracts.” If the letter contract provides “monetary consideration beyond expenses,” the
administrative memorandum on letter contracts states that these contracts should be
entered into the State’s accounting system. The letter contract tested was not entered into
the system.

e One hotel payment tested for conference expenses was paid pursuant to letter contracts
and a booking contract. These contracts were not uploaded into the State’s contract
database or accounting system. The amount of this payment for letter contracts was
$5,743. The cost to rent the hotel conference room was $1,200, and $785 was paid for
rental equipment, which would have been covered under the terms of the booking
contract.

e Two contracts tested between vendors and the Early Childhood Education Endowment
Board of Trustees were not uploaded into the State’s contract database or accounting
system. According to Department representatives, contracts between the Board and
vendors did not need to be uploaded into the State’s contract database or accounting
system because the Endowment’s Board of Trustees is not part of the Department. One
contract was worth $439,815, and the other was worth $124,886. The Department has
since placed the current contracts with these two vendors on the database and in the
State’s accounting system.

e One contract between the Professional Practices Commission and their legal counsel was
not entered into the State’s contract database or accounting system. The contract was for
a maximum of $12,000 per year. Payments for this contract during the period of testing
totaled $3,976. The commission advises the State Board of Education regarding rules
and regulations for the standards of ethics and competency for Nebraska public school
educators, promotes understanding of and adherence to the standards and provides an
orderly method of resolving disputes arising over alleged failure of an educator to adhere
to the standards.
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6.

NEBRASKA DEPARTMENT OF EDUCATION

COMMENTS AND RECOMMENDATIONS
(Continued)

Contracts Not on the State Contract Database or Accounting System (Continued)

e Two contracts for services provided to individuals through the Vocational Rehabilitation
Program were not entered into the State’s accounting system. One contract totaled

$7,000, and the other contract totaled $25,000.

Neb. Rev. Stat. § 73-503(1) (Cum. Supp. 2014) states the following:

All state agencies shall process and document all contracts for services through the state accounting
system. The Director of Administrative Services shall specify the format and type of information for state
agencies to provide and approve any alternatives to such formats. All state agencies shall enter the
information on new contracts for services and amendments to existing contracts for services. State agency
directors shall ensure that contracts for services are coded appropriately into the state accounting system.

Neb. Rev. Stat. § 73-503(2) (Cum. Supp. 2014) states the following:

The requirements of this section also apply to the courts, the Legislature, and any officer or state agency
established by the Constitution of Nebraska, but not to the University of Nebraska.

Neb. Rev. Stat. § 84-602.02(3)(a) (Supp. 2015) states the following, in relevant part:

Beginning July 1, 2014, the web site described in this section shall include a link to the website of the
Department of Administrative Services. The department's web site shall contain: (i) A data base that
includes a copy of each active contract that is a basis for an expenditure of state funds, including any
amendment to such contract and any document incorporated by reference in such contract . . .. The data
base shall be accessible by the public and searchable by vendor, by agency, board, commission, or
department, and by dollar amount. All agencies, boards, commissions, and departments of the state shall
provide to the Department of Administrative Services, in electronic form, copies of such contracts for
inclusion in the data base beginning with contracts that are active on and after January 1, 2014, and (ii) A
data base that includes copies of all expired contracts which were previously included in the data base
described in subdivision (3)(a)(i) of this section and which have not been disposed of pursuant to policies
and procedures adopted under subdivision (3)(e) of this section. The data base required under this
subdivision shall be accessible by the public and searchable by vendor, by agency, board, commission, or
department, and by dollar amount.

Subsection (6) of § 84-602.02 defines “expenditure of state funds” as follows:

(a) For purposes of this section, expenditure of state funds means all expenditures of appropriated or
nonappropriated funds by an agency, board, commission, or department of the state from the state
treasury in forms including, but not limited to.

(i) Grants;

(ii) Contracts;

(iii) Subcontracts;

(iv) State aid to political subdivisions; and

(v) Tax refunds or credits that may be disclosed pursuant to the Nebraska Advantage Act, the
Nebraska Advantage Microenterprise Tax Credit Act, the Nebraska Advantage Research and
Development Act, or the Nebraska Advantage Rural Development Act.

(b) Expenditure of state funds does not include the transfer of funds between two agencies, boards,
commissions, or departments of the state or payments of state or federal assistance to an individual
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NEBRASKA DEPARTMENT OF EDUCATION

COMMENTS AND RECOMMENDATIONS
(Continued)

6. Contracts Not on the State Contract Database or Accounting System (Concluded)

Neb. Rev. Stat. § 79-1104.03 (Reissue 2014) states the following:

To administer the Early Childhood Education Grant Program with respect to children from birth to age
three, the Early Childhood Education Endowment Board of Trustees is created. For administrative
support and budgetary purposes only, the board of trustees shall be within the State Department of
Education.

By failing to enter its contracts into the State’s contract database or accounting system, the
Department is not only noncompliant with State statutes but also inadvertently preventing both
the Legislature and the general public from having access to valuable financial information.

We recommend that the Department enter all required contracts
into the State’s contract database and accounting system.

Department’s Response: The Department will review its contract reporting procedures to ensure
compliance with State statute. The following contain additional information about the
exceptions noted:

o The Department will work with DAS Material to review processing related to entering
letter and booking contracts into the State Contract Database.

o The Department will work with the Early Childhood Education Endowment Board and
the Public Practices Commission as their fiscal agents to ensure their contracts are
reported as required.

e VR annually receives direct purchase authority from DAS Material that exempts goods
and services purchased for individual clients from E1 Procurement, therefore they are
not entered into the accounting system.

Contracts of similar nature for UNL, State Colleges, Veteran Affairs, the Energy Office,
and others are exempted from the State's Contract database in the Taxpayer
Transparency Act, and VR believed the exclusion of VR from that list was an oversight.
In Legislative session 2016, LB694 amended the Taxpayer Transparency Act to exempt
contracts entered into by the Department of Education (VR) for the purpose of providing
specific goods, services, or financial assistance on behalf of or to a specifically
named individual from the State Contract database.

APA Response: The VR direct purchase authority does not relate to services and
furthermore it does not exempt purchases from being entered into the State’s accounting
system. The VR purchases tested were not on the State Contract Database, which did not
comply with State statute at that time.
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NEBRASKA DEPARTMENT OF EDUCATION

COMMENTS AND RECOMMENDATIONS
(Continued)

7. Appropriations Exceeded

The Legislature makes appropriations for each fiscal year. An appropriation is an authorization
to make expenditures and incur financial obligations. This authority is granted by the
Legislature, and each agency is expected to operate within those limits.

Program 351 — Vocational Rehabilitation General Fund expenditures for fiscal year 2015,
including expenditures obligated in fiscal year 2015 and paid in fiscal year 2016, totaled
$4,981,788. The Department exceeded its appropriated General Fund spending authority by
$27,409 for Program 351.

Program 351 — Vocational Rehabilitation Cash Fund expenditures for fiscal year 2015, including
expenditures obligated in fiscal year 2015 and paid in fiscal year 2016, totaled $391,840. The
Department exceeded its appropriated Cash Fund spending authority by $71,057 for Program
351.

The 103rd Legislature, Legislative Bill 195
Program 351 - Vocational Rehabilitation

Total FY15 Exceeded

Appropriation Re-appropriation Authorization Expenditures Authority
General Fund  $ 4,756,703 $ 197,676  $ 4954379 § 4,981,788 § 27,409
Cash Fund 249,777 71,006 320,783 391,840 71,057
Total $ 5,006,480 $ 268,682 $ 5,275,162 $§ 5,373,628 § 98,466

The Department did not adequately monitor its appropriation level. At June 30, 2015, the
Department had $590 of appropriations remaining in the Vocational Rehabilitation Cash Fund.
Over the next six months, however, $71,647 was expended for prior year obligations, on what
appears to have been a variety of transactions in the normal course of business.

When expenditures and obligations exceed appropriations, the Department is not in compliance
with spending limitations established by the State Legislature.

We recommend the Department operate Program 351 within the
spending limitations established by the State Legislature.

Department’s Response: The Department acknowledges that the appropriations were exceeded
on an accrual basis but there were sufficient Federal Fund appropriations available that these
transactions could have been coded to. The Department will review its procedures to ensure that
prior year obligations paid in the current year are properly coded.

8. Disability Determination Section (DDS) Rate Support

The Disability Determination Section (DDS) did not have support for 8 of 15 service rates tested.
Service rates set the maximum allowed reimbursement that providers can receive for medical
procedures performed. DDS did not maintain documentation to support how these
reimbursement rates were determined.
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NEBRASKA DEPARTMENT OF EDUCATION

COMMENTS AND RECOMMENDATIONS
(Continued)

8. Disability Determination Section (DDS) Rate Support (Concluded)

DDS is able to set its own rates based on what other State agencies are paying for those same
types of services. For five of the eight rates noted, DDS was reimbursing providers more than
specified by either the Department of Health and Human Services (DHHS) Practitioner Fee
Schedule or the Federal Medicaid Physician Fee Schedule (FMPFS). For three of the eight rates
noted, DDS developed its own rates, as neither DHHS nor FMPFS listed rates for those or
similar services.

20 C.F.R. § 404.1624 (April 1, 2015) states the following:

The State will determine the rates of payment for purchasing medical or other services necessary to make
determinations of disability. The rates may not exceed the highest rate paid by Federal or other agencies
in the State for the same or similar type of service. The State will maintain documentation to support the
rates of payment it uses.

Good internal controls require documentation to support how reimbursement rates were
determined and periodic reviews of those rates.

When no documentation is maintained to support how reimbursement rates were determined, and
no periodic review of those rates is performed, there is an increased risk of both overpayment for
services and noncompliance with Federal regulations.

We recommend the Department implement procedures to ensure
both the maintenance of supporting documentation for
reimbursement rates and the periodic review of those rates.

Department’s Response: The Department will take the recommendation under advisement as
they evaluate processes moving forward.

9. Textbook L.oan Program

The Department did not sufficiently monitor the public school administration of the Textbook
Loan Program (Program). During our review, we noted the following issues:

e The Department did not have procedures in place to confirm the public school district
cash fund balances maintained for the Program. The cash fund balances consisted of
funds received from parents of private school children for lost/damaged books, cash
received from the sale of books that were no longer used, and any excess Program money
received from the Department representing the difference between textbook purchase
prices and price quotations submitted to the Department.

e The APA questions the legal authority of public school districts to carry over unexpended
Program funds. Instead of being deposited back with the State Treasurer, as required by
statutes, the unexpended funds are retained by the public school districts until the
following Program year. For example, one public school district did not expend $94,104
of Program funds requested in 2014. The funds were carried over by the public school
district and effectively reduced the 2015 Program funds requested from $177,868 to
$83,764. Additionally, when public school districts are allowed to carry over funds, the
achievement of current year Program goals may be limited.
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9.

NEBRASKA DEPARTMENT OF EDUCATION

COMMENTS AND RECOMMENDATIONS
(Continued)

Textbook Loan Program (Continued)

For the one public school tested, we noted the following:

o Program textbooks were not returned to the designated inventory site within 15
days after the close of the public school year classes. In fact, Program textbooks
were not returned at all. The public school district allowed the private schools to
maintain Program inventory at their locations, which was not in compliance with
the public school’s policy.

o The school allowed private schools to continue to use Program textbooks that
were no longer used by the public district. Twenty-two of 34 books on the
inventory of one private school tested in the public school district were no longer
used by the public school district.

o The school allowed private schools to maintain inventory at levels higher than
needed. For example, one second grade class in a private school tested had 30
books on hand, but there were only 27 students in that grade. Because the books
were not returned to the public school at the end of the year, excess inventory

will fluctuate year-to-year depending on class size.

Neb. Rev. Stat. § 79-734(2) (Reissue 2014) states, in relevant part, the following:

School boards and boards of education shall purchase and loan textbooks to all children who are enrolled
in kindergarten to grade twelve of a public school and, upon individual request, to children who are
enrolled in kindergarten to grade twelve of a private school which is approved for continued legal
operation under rules and regulations established by the State Board of Education pursuant to subdivision
(5)(c) of section 79-318. The legislature may appropriate funds to carry out the provisions of this
subsection . . . . The State Department of Education shall adopt and promulgate rules and regulations to
carry out this section . . . .

Neb. Rev. Stat. § 84-602 (Reissue 2014) states the following, as is relevant:

1t shall be the duty of the State Treasurer: (1) To receive and keep all money of the state not expressly
required to be received and kept by some other person/.]

Neb. Rev. Stat. § 72-1243(1) (Cum. Supp. 2014) states, in relevant part, the following:

Except as otherwise specifically provided by law, the state investment officer shall direct the investment
and reinvestment of money in all state funds not currently needed . . . and order the purchase, sale, or
exchange of securities for such funds.

Title 92 NAC Chapter 4 contains the following provisions:

§ 003.01 - Return of Textbooks. A parent, legal guardian, or authorized parent representative of a private
school student shall return textbooks to the designated inventory site as provided in 004.07 within 15 days
after the close of the public school year classes.

§ 004.01 - Local procedures. Each school district shall have local rules and regulations for the

distribution of textbooks and the management of funds under this chapter, which shall include, but not be
limited to:
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NEBRASKA DEPARTMENT OF EDUCATION

COMMENTS AND RECOMMENDATIONS
(Continued)

0. Textbook Loan Program (Continued)

§ 004.01A - Making available, no later than November 15, a list of textbooks designated for use in the
public schools of the district during the current school year, a list of any new textbooks that the school
district has determined by November 15 shall be used during the next school year, and a list showing, by
title (including edition and copyright), the number of all textbooks previously purchased for the textbook
loan program and still available for loan.

%k ok sk ok

§ 004.01E - Procedures for establishing and maintaining a separate inventory of textbooks for loan to
private school children.

§ 004.04 - Distribution of funds. Boards of education shall make application for funds from the
Department of Education . . . . The board of education shall specify in the application:

%k ok sk ok

§ 004.04E - If applicable, the amount of carryover funds remaining from the previous year if the total
amount received was not expended (and an explanation of the reasons for the carryover), the amount of
funds on hand from any sale of unused textbooks (per section 004.01F), and the amount of funds on hand
from reimbursements received for damaged textbooks (per Section 004.08).

§ 004.07 - Textbooks purchased with funds appropriated for purposes of this chapter shall be maintained in
a separate inventory and shall be made available to private school children so long as the textbook titles
remain on the list required in 004.01A, and the textbooks are not lost, stolen, destroyed, or damaged
beyond repair. Such inventory may be maintained at a facility of the school district which purchased the
textbooks or at an alternative site or sties agreed upon by the school district and the authorized parent
representative(s) responsible for such textbooks. If an alternative inventory site is designated, the
authorized parent representative(s) shall be deemed to have custody of such textbooks, be personally liable
for the safekeeping of such textbooks, and shall maintain a documented inventory-control system as agreed
upon with the school district.

When recipients of Program funds are not adequately monitored, there is an increased risk for
abuse of the Program by participants. There is also an increased risk that the Program will not be
operated in accordance with applicable State statutes and Department rules and regulations.
Additionally, failure to remit unused Program funds to the State Treasurer for investment with
the Nebraska Investment Council may violate State statute.

We recommend the Department implement monitoring procedures
to ensure that schools are in compliance with Program
requirements. We also recommend the Department revise its
policies and procedures to require the return of excess Program
funds for redistribution to other schools that did not receive full
funding for the period or for investment in the State Investment
Pool. Additionally, we recommend the Department amend Title
92 NAC Chapter 4 or obtain an Attorney General’s opinion on the
clause allowing excess Program funds to be held by public school
districts.

Department’s Response: The Department will take the State Auditor’s recommendations into
consideration as we evaluate our role in monitoring the textbook loan program going forward.
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NEBRASKA DEPARTMENT OF EDUCATION

COMMENTS AND RECOMMENDATIONS
(Continued)

0. Textbook Loan Program (Concluded)

Rule 4 is currently in the process of being updated which will include an Attorney General
review. We will request the Attorney General’s review of the carryover funds during their
review of the updated Rule 4.

10. Purchasing Procedures

The Department purchased 55 Apple computers for a total of $56,017 without proper approval
from the Materiel Division of Administrative Services (DAS), as required by State statute.
Within the State’s accounting system, an employee used an elevated level of access to
circumvent the purchasing approval routes to directly route the purchase back to the Department
after the Office of th