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NEBRASKA AUDITOR OF PUBLIC ACCOUNTS 
 Charlie Janssen   Charlie.Janssen@nebraska.gov 

 State Auditor PO Box 98917 
State Capitol, Suite 2303 

 Lincoln, Nebraska  68509 
402-471-2111, FAX 402-471-3301 

www.auditors.nebraska.gov 
January 29, 2016 
 
 
 
Bruce Ramge, Director 
Department of Insurance 
941 O Street 
Lincoln, Nebraska 68501 
 
 
Dear Mr. Ramge: 
 
In planning and performing our audit of the 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 (State) as of and for the 
year ended June 30, 2015, in accordance with auditing standards generally accepted in the United 
States of America and standards applicable to financial audits contained in Government Auditing 
Standards issued by the Comptroller General of the United States, we have issued our report 
thereon dated December 17, 2015.  In planning and performing our audit, we considered the 
State’s internal control over financial reporting (internal control) as a basis for designing audit 
procedures that are appropriate in the circumstances for the purpose of expressing our opinions 
on the financial statements of the State, but not for the purpose of expressing an opinion on the 
effectiveness of the State’s internal control.  Accordingly, we do not express an opinion on the 
effectiveness of the State’s internal control.   
 
In connection with our audit described above, we noted certain internal control or compliance 
matters related to the activities of the Department of Insurance (Agency) or other operational 
matters that are presented below for your consideration.  These comments and recommendations, 
which have been discussed with the appropriate members of the Agency’s management, are 
intended to improve internal control or result in other operating efficiencies. 
 
Our consideration of internal control included a review of prior year comments and 
recommendations.  To the extent the situations that prompted the recommendations in the prior 
year still exist, they have been incorporated in the comments presented for the current year.  All 
other prior year comments and recommendations (if applicable) have been satisfactorily 
resolved.   
 
Our consideration of internal control was for the limited purpose described in the first paragraph 
and was not designed to identify all deficiencies in internal control that might be material 
weaknesses or significant deficiencies.  Given these limitations during our audit, we did not 
identify any deficiencies in internal control that we consider to be material weaknesses or 
significant deficiencies.  However, material weaknesses or significant deficiencies may exist that 
were not identified.   
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Draft copies of this letter were furnished to the Agency to provide 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 letter.  Responses have been 
objectively evaluated and recognized, as appropriate, in the letter.  Responses that indicate 
corrective action has been taken were not verified at this time, but they will be verified in the 
next audit.   
 
The following are our comments and recommendations for the year ended June 30, 2015. 
 
1. Deposits with Third-Party Administrator 
 
Neb. Rev. Stat. § 44-4225(2) (Cum. Supp. 2014) states the following:  
 

The Comprehensive Health Insurance Pool Distributive Fund is created.  Commencing with the premium 
and related retaliatory taxes for the taxable year ending December 31, 2001, and for each taxable year 
thereafter, any premium and related retaliatory taxes imposed by section 44-150 or 77-908 paid by 
insurers writing health insurance in this state, except as otherwise set forth in subdivisions (1) and (2) of 
section 77-912, shall be remitted to the State Treasurer for credit to the fund.  The fund shall be used for 
the operation of and payment of claims made against the pool.  Any money in the fund available for 
investment shall be invested by the state investment officer pursuant to the Nebraska Capital Expansion Act 
and the Nebraska State Funds Investment Act. 

 
A good internal control plan requires policies and procedures to ensure deposits with vendors are 
properly reflected in the accounting system, bank accounts are approved by the State Treasurer, 
and balances held by third-party administrators are properly collateralized above the Federal 
Depository Insurance Corporation (FDIC) coverage.  
 
The Agency’s Comprehensive Health Insurance Pool (CHIP) program uses a third-party 
administrator (Administrator) that processes insurance claims for the program.  Prior to June 
2014, the Administrator maintained $5,000,000 in State funds in a bank account in the 
Administrator’s name.  The balance was held by the Administrator to ensure claims could be 
processed timely.  During June 2014, the Agency decreased the funding on hand to $1,000,000, 
due to decreased enrollment and claims processing in the CHIP program.  In August 2014, the 
Administrator remitted the excess funds of $4,700,000 back to the Agency.   
 
During testing, we noted the following: 
 

• The CHIP fund balance held by the Administrator was not recorded in the State’s 
accounting system as a deposit with vendor.  The State’s financial statements were 
adjusted to properly reflect the $1,178,526 balance as of June 30, 2015, in the State’s 
Comprehensive Annual Financial Report. 
 

• State funds are required to be held by the State Treasurer in accordance with Neb. Rev. 
Stat. § 84-602(1) (Reissue 2014).  There was no record of approval from the State 
Treasurer for the State funds to be held by the Administrator. 

 
Neb. Rev. Stat. § 77-2301(1) (Reissue 2009) says the following, in relevant part: 
 

The State Treasurer shall deposit, and at all times keep on deposit for safekeeping, in the state or 
national banks, or some of them doing business in this state and of approved standing and 
responsibility, the amount of money in his or her hands belonging to the several current funds in 
the state treasury.  
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Furthermore, in Op. Att’y Gen. No. 15-010 (Aug. 10, 2015), the Attorney General has 
stated the following:  
 

The State Treasurer is charged with the duty of establishing the banking relationship for the State 
of Nebraska and its agencies.  This is a statutory duty that cannot be delegated and is one of the 
“core functions” of the Nebraska State Treasurer.  

 
• The Administrator was unable to provide documentation of collateral sufficient to cover 

the State’s deposits in excess of FDIC coverage of $250,000.  The balance was under 
collateralized by $195,394 at June 30, 2015. 
 
Neb. Rev. Stat. § 77-2395(1) (Reissue 2009) states the following: 
 

If a bank, capital stock financial institution, or qualifying mutual financial institution designated 
as a depository furnishes securities pursuant to section 77-2389, the custodial official shall not 
have on deposit in such depository any public money or public funds in excess of the amount 
insured or guaranteed by the Federal Deposit Insurance Corporation, unless and until the 
depository has furnished to the custodial official securities, the market value of which are in an 
amount not less than one hundred two percent of the amount on deposit which is in excess of the 
amount so insured or guaranteed. 

 
When deposits with vendors are not recorded in the accounting system, there is an increased risk 
of material misstatement of financial statements.  Furthermore, when bank accounts are held by 
third-party administrators instead of the State Treasurer, and balances are not adequately 
collateralized, there is an increased risk for loss of State funds. 
 

We recommend the Agency ensure deposits with third-party 
administrators are properly recorded in the accounting system for 
financial statement presentation.  Additionally, we recommend the 
Agency work with the State Treasurer to eliminate the balances 
held with the third-party administrator and, until the deposit is 
eliminated, the Agency should ensure the balances held by the 
third-party administrator are properly collateralized. 

 
Agency Response:  
 
Regarding the items noted: 
 

• The Agency has been in contact with State Accounting to discuss the issue of the 
Nebraska Comprehensive Health Insurance Pool (NECHIP) balance not being recorded 
in the State’s accounting system.  We are working with State Accounting to have the 
balance correctly reflected on the Agency records for the June 30, 2016 fiscal year end. 

 
• The Agency has met with the State Treasurer’s office in regard to the deposits held by 

third parties.  Currently, we are still discussing this matter and do not have a resolution 
at this time.  We will keep your office appraised of the outcome. 

 
• The Agency will continue communications with the NECHIP Board and the appropriate 

third party regarding this matter. 
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2. Premium Tax Distribution 
 

Neb. Rev. Stat. § 77-912 (Cum. Supp. 2014) states the following, in relevant part: 
 

The Director of Insurance shall transmit fifty percent of the taxes paid inconformity with Chapter 44, 
article 1, and Chapter 77, article 9, to the State Treasurer, forty percent of such taxes paid to the General 
Fund, and ten percent of such taxes paid to the Mutual Finance Assistance Fund promptly upon completion 
of his or her audit and examination and in no event later than May 1 of each year . . . . 

 
A good internal control plan requires procedures to be in place to review journal entries to ensure 
they are accurate and are proper. 
 
The Agency is required to distribute the premium and retaliatory taxes collected in the Insurance 
Cash Fund to various funds by May 1 of each year, in accordance with Neb. Rev. Stat. § 77-912.  
The Agency uses the OPTins system to account for the taxes collected.   
 
The Agency made the first distribution on April 30, 2015, for $18,928,927, which was later 
determined to be incorrect.  The Agency reversed the original distribution on May 29, 2015, and 
a correcting distribution was made; however, again, the Agency determined that this distribution 
was incorrect.  The final distribution was made on June 22, 2015, for a total of $16,201,572.  The 
final distribution was 52 days past the May 1 requirement per State statute.   
 
According to the Agency, issues within the OPTins system was part of the cause for these 
incorrect distributions.  
 
When distributions are not made in accordance with State statute, the amounts transferred to 
receiving funds will be inaccurate and untimely.  
 

We recommend the Agency ensure distributions are made in 
accordance with State statute.   

 
Agency Response: The Agency is reviewing and updating its procedures and personnel assigned 
to the premium tax area.  We concur that the distributions need to be made in accordance with 
state statute. 
 

* * * * * 
 
Our audit procedures are designed primarily on a test basis and, therefore, may not bring to light 
all weaknesses in policies or procedures that may exist.  Our objective is, however, to use our 
knowledge of the Agency and its interaction with other State agencies and administrative 
departments gained during our work to make comments and suggestions that we hope will be 
useful to the Agency. 
 
This communication is intended solely for the information and use of the Agency, the Governor 
and State Legislature, others within the Agency, Federal awarding agencies, pass-through 
entities, and management of the State of Nebraska and is not intended to be, and should not be, 
used by anyone other than the specified parties.  However, this communication is a matter of 
public record, and its distribution is not limited.  

 
 
 

Don Dunlap, CPA                                                                                               
Assistant Deputy Auditor                                                                        



<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /None

  /Binding /Left

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Error

  /CompatibilityLevel 1.4

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.0000

  /ColorConversionStrategy /CMYK

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams false

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments true

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 300

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 300

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /ColorImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 300

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 300

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /GrayImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile ()

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<



    /BGR <>

    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>

    /GRE <>



    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)

    /HUN <>

    /ITA <>

    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>

    /RUM <>

    /RUS <>

    /SKY <>

    /SLV <>

    /SUO <>

    /SVE <>

    /TUR <>

    /UKR <>

    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

  /Namespace [

    (Adobe)

    (Common)

    (1.0)

  ]

  /OtherNamespaces [

    <<

      /AsReaderSpreads false

      /CropImagesToFrames true

      /ErrorControl /WarnAndContinue

      /FlattenerIgnoreSpreadOverrides false

      /IncludeGuidesGrids false

      /IncludeNonPrinting false

      /IncludeSlug false

      /Namespace [

        (Adobe)

        (InDesign)

        (4.0)

      ]

      /OmitPlacedBitmaps false

      /OmitPlacedEPS false

      /OmitPlacedPDF false

      /SimulateOverprint /Legacy

    >>

    <<

      /AddBleedMarks false

      /AddColorBars false

      /AddCropMarks false

      /AddPageInfo false

      /AddRegMarks false

      /ConvertColors /ConvertToCMYK

      /DestinationProfileName ()

      /DestinationProfileSelector /DocumentCMYK

      /Downsample16BitImages true

      /FlattenerPreset <<

        /PresetSelector /MediumResolution

      >>

      /FormElements false

      /GenerateStructure false

      /IncludeBookmarks false

      /IncludeHyperlinks false

      /IncludeInteractive false

      /IncludeLayers false

      /IncludeProfiles false

      /MultimediaHandling /UseObjectSettings

      /Namespace [

        (Adobe)

        (CreativeSuite)

        (2.0)

      ]

      /PDFXOutputIntentProfileSelector /DocumentCMYK

      /PreserveEditing true

      /UntaggedCMYKHandling /LeaveUntagged

      /UntaggedRGBHandling /UseDocumentProfile

      /UseDocumentBleed false

    >>

  ]

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [612.000 792.000]

>> setpagedevice



