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December 14, 2017

The Honorable Pete Ricketts, Governor
Members of the Legislature
Citizens of the State of Nebraska

We are pleased to present the Comprehensive Annual Financial Report (CAFR) of the State of Nebraska (the
“State”) for the fiscal year ended June 30, 2017. This report is the primary means of reporting the State government’s
financial activities. The State of Nebraska’s financial statements have been audited by the State of Nebraska Auditor of
Public Accounts. The goal of the independent audit was to provide reasonable assurance that the financial statements of
the State for the fiscal year ended June 30, 2017 are free of material misstatement. The independent audit involved
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements; assessing the
accounting principles used and significant estimates made by management; and evaluating the overall financial statement
presentation. Except for the possible effects of the matter discussed below, the independent auditor’s opinion stated that
the State’s financial statements for the fiscal year ended June 30, 2017 are fairly presented in conformity with Accounting
Principles Generally Accepted in the United States of America (GAAP). The independent auditor qualified their opinion
due to the fact that attestation reports prepared by other auditors on the design and operating effectiveness of internal
controls of two service organizations that process the State’s self-funded health insurance and prescription drug claims
were not released prior to the statutorily required reporting date for the CAFR. Please see the independent auditor’s
report, presented as the first component of the financial section of this report, for further information.

The independent audit of the financial statements of the State was part of a broader, federally mandated “Single Audit”
designed to meet the special needs of federal grantor agencies. The standards governing Single Audit engagements require
the independent auditor to report not only on the fair presentation of the financial statements, but also on the audited
government’s internal controls and compliance with legal requirements, with special emphasis on internal controls and legal
requirements involving the administration of federal awards. These reports are available in the State’s separately issued
Single Audit Report.

The CAFR has been prepared in conformance with Governmental Accounting Standards Board (GASB) statements 34 and
35, and other related statements. This reporting model’s objective is to provide a clear picture of the government as a single,
unified entity as well as providing traditional fund based financial statements.

The CAFR is presented in three sections. (1) The Introductory Section contains this letter of transmittal and some
information about the State and its operations. (2) The Financial Section contains Management’s Discussion and Analysis,
Government Wide Financial Statements, Fund Financial Statements for Governmental Funds, Proprietary Funds, Fiduciary
Funds, and Combining Statements for Major Component Units. The Financial Section also includes the Notes to the
Financial Statements, Required Supplementary Information and various combining statements. (3) The Statistical Section
contains selected financial and demographic information, generally presented on a multi-year basis.

State Accounting Division e Jerry Broz, Administrator
Administrative Services ¢ 1526 K Street, Suite 240 ¢ Lincoln, Nebraska 68508 ¢ Phone: 402-471-2581 e Fax: 402-471-2583

An Equal Opportunity/Affirmative Action Employer




The CAFR consists of management’s representations concerning the finances of the State of Nebraska. The State
Accounting Division of Administrative Services assumes full responsibility for the completeness and reliability of all of the
information presented in this report. To provide a reasonable basis for making these representations, management of the
State has established a comprehensive internal control framework that is designed both to protect the government’s assets
from loss, theft, or misuse and to compile sufficient reliable information for the preparation of the State’s financial
statements in conformity with GAAP for governments. Because the cost of internal controls should not outweigh their
benefits, the State’s comprehensive framework of internal controls has been designed to provide reasonable rather than
absolute assurance that the financial statements will be free from material misstatement. As management, we assert that, to
the best of our knowledge and belief, this financial report is complete and reliable in all material respects.

GAAP require that management provide a narrative introduction, overview, and analysis to accompany the basic financial
statements in the form of Management’s Discussion and Analysis (MD&A). This letter of transmittal is designed to
complement MD&A and should be read in conjunction with it. The State’s MD&A can be found immediately following the
report of the independent auditors.

PROFILE OF THE GOVERNMENT

The State was admitted to the Union as the thirty-seventh state in 1867. Nebraska’s government is divided into three
branches: legislative, executive and judicial. Nebraska is the only state with a Unicameral Legislature, which has 49
members elected on a non-partisan ballot. The chief executive is the governor, who is elected for a four-year term. Within
the executive branch are various departments and agencies that perform a variety of functions. Since Nebraska’s
Constitution generally allows no indebtedness, government expenses of such departments and agencies must be met on a
pay-as-you-go basis. The State provides a full range of services including: the construction and maintenance of highways
and infrastructure, education, social and health services, public safety, conservation of natural resources, economic
development, and recreation facilities and development. An organizational chart of the State is shown on page 10.

The State reporting entity reflected in this CAFR is described more fully in Note 1.B. to the financial statements. It should
be noted that the reporting entity includes the familiar government activities plus two component units, the University of
Nebraska and the State College System.

Budgetary control of state expenditures is maintained chiefly by three processes. First, a budget is required to be adopted
through passage of appropriation bills by the Legislature. Second, the appropriated funds are allocated by program and fund
type and are controlled by the executive branch through an allotment process. The Legislature may also enact a supplemental
appropriation bill and other appropriation bills as it deems necessary. Finally, the State’s accounting system checks each
expenditure to ensure the appropriation and allotment are not exceeded.

Budget-to-actual comparisons are provided in this CAFR for various categories of General Fund revenues and appropriated
annual budgets. This comparison is presented on page 84 as part of the Required Supplementary Information to the basic
financial statements for the governmental funds. Budget-to-actual comparisons for Cash Funds, Construction Funds, Federal
Funds, and Revolving Funds are also presented as Required Supplementary Information on pages 137 through 140.

FACTORS AFFECTING FINANCIAL CONDITION

In order to better understand the information presented in the basic financial statements, such information should be
considered from the broader perspective of the specific environment within which the State operates.

Current Revenue Outlook
The General Fund operations of the State are almost entirely dependent upon the income and sales taxes the State receives

each year. Such taxes represent 96 percent of all General Fund revenues. Net revenue from income taxes and sales taxes
from all funds for the fiscal year ended June 30, 2017 decreased $5 million from the prior year.



The current forecast for fiscal year 2018 anticipates net receipts in the General Fund to increase about $239 million, a 5.6%
increase over fiscal year 2017, indicating a strengthening Nebraska economy. No significant changes in revenue are
anticipated in the other governmental funds.

For the fiscal year ending June 30, 2017 the State’s General Fund ended the fiscal year with a cash and investments balance
of $970 million. The balance had exceeded $800 million dollars for the prior nine years.

Economy of the State

The University of Nebraska-Lincoln Bureau of Business Research and the Nebraska Business Forecast Council are
cautiously optimistic in forecasting Nebraska’s economic future. The Council is projecting moderate growth for both the
national economy and for Nebraska. The Council’s June 2017 State forecast is shown on the following chart. The agriculture
sector is a major force in the Nebraska economy. Farm incomes (net) have declined over the last four years, are expected to
bottom out during 2017, then grow modestly in 2018 and 2019 due to improved farm productivity. Commodity prices are
expected to remain steady rather than rebound. Weakness in the agricultural sector will cap growth in the Nebraska economy
despite strong growth in other sectors such as construction and business services. Annual nonfarm income is projected to
grow in the 3.8% to 4.2% range for 2017 through 2019 while employment continues to grow in the 1.0% range as population
growth remains modest. This projected growth in annual income is sufficient to exceed inflation, implying growth in real
per capita income.

ACTUAL PROJECTED
2014 2015 2016 2017 2018 2019
Net Farm Income (USDA):
Annual Totals (in millions $) 5,823 4,885 4,431 3,733 3,879 4,154
Growth Rates -21.9% -16.1% -9.3% -15.8% 3.9% 7.1%
Nonfarm Personal Income:
Annual Totals (in millions $) 84,965 87,155 90,097 93,564 97,375 101,440
Growth Rates 7.5% 2.6% 3.4% 3.8% 4.1% 4.2%
Nonfarm Employment:
Annual Totals 992,900 1,006,300 1,015,000 1,024,600 1,035,700 1,046,800
Growth Rates 1.3% 1.3% 0.9% 0.9% 1.1% 1.1%

Long-term Financial Planning

The State always is looking at least four years out in its analysis of the financial condition of the State in preparing the
State’s budgets. Currently, we have a working model of the biennium budget for fiscal years 2018 and 2019. In our analysis,
we use forecasting models to forecast revenue and then examine major expenditures, especially those that have a trend of
outpacing revenues. Revenues for fiscal years 2018, 2019, 2020 and 2021 are projected to increase by 5.6%, 3.8%, 5.3%
and 6.8%, respectively. The 5.6% projected growth for fiscal year 2018 follows a revenue decline of 1.0% in fiscal year
2017. Note that revenue projections include receipts of one-time transfers which could influence growth rates.

Higher than projected tax receipts have historically boosted state revenue, the two recently completed fiscal years, 2017 and
2016, being exceptions. By operation of law, any revenue above the certified forecast is used to rebuild the cash reserve,
which is intended to supplement weak revenue during recessionary periods. The potential for relatively large annual growth
in expenditures for aid to education, Medicaid, and other health and human services presents a challenge in preparing a
budget that keeps expenses within projected revenue. Additionally, growth in recent years in the prison inmate population
continues to present complex challenges to controlling operating costs and planning for possible capital asset improvements.
To ensure a balanced budget, the State exerts considerable time and effort in reviewing the trends of future revenues and
expenditures.



Major Initiatives

Major initiatives focus on growing Nebraska by creating opportunity through more effective, more efficient, and customer
focused state government. Priorities include efficiency and effectiveness, customer service, growth, public safety and
reduced regulatory burden.

AWARDS AND ACKNOWLEDGEMENTS

The Government Finance Officers Association (GFOA) awarded the State of Nebraska a Certificate of Achievement for
Excellence in Financial Reporting for its CAFR for the fiscal year ended June 30, 2016. This was the twenty-sixth
consecutive year that the State has received this prestigious award. In order to be awarded a Certificate of Achievement, the
State published an easily readable and efficiently organized CAFR. This report satisfied both GAAP and applicable legal
requirements.

A Certificate of Achievement is valid for a period of one year only. We are confident that our current CAFR continues to
meet the Certificate of Achievement Program’s requirements and will submit it to the GFOA to determine its eligibility for
another certificate.

This report continues our commitment to comprehensive disclosure of the State’s financial condition. We are committed to
issuing reports that are informative and meet governmental accounting standards. Reports that meet these standards provide
the reader with an opportunity to make more informed judgments about the government’s financial position and results of
operations.

The 2017 CAFR represents the continuous effort on our part to fulfill this commitment. We wish to express our appreciation
to the accounting staff of the State Accounting Division of Administrative Services and the budget and accounting staff
throughout State government for their assistance in the preparation of this report.

Questions or requests for additional information related to this report can be directed to the State Accounting office at (402)
471-2581.

Respectfully submitted,

b irntd Sl £

Byron L. Diamond Gerald E. Broz
Director, Administrative Services State Accounting Administrator
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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

Independent Auditor’s Report

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

Report on the Financial Statements

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, 2017, and the related notes to the financial statements, which collectively
comprise the State of Nebraska's basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with accounting principles generally accepted in the United States of America; this
includes the design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of financial statements that are free from material misstatement,
whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We
did not audit the financial statements of the University of Nebraska Foundation, the University of
Nebraska Facilities Corporation, the University Technology Development Corporation, the
University Dental Associates, the UNeHealth, the UNMC Science Research Fund, the Nebraska
Utility Corporation, the activity relating to the Members of the Obligated Group Under the
Master Trust Indenture, the Nebraska State College System Foundations, the activity of the
Nebraska State College System Revenue and Refunding Bond Program, and the Nebraska State
Colleges Facilities Corporation, which represent 44%, 45%, and 17%, respectively, of the assets,
net position or fund balances, and revenues of the aggregate discretely presented component
units. We also did not audit the financial statements of the College Savings Plan and Enable
Savings Plan which represent 18%, 21%, and 17% of the assets, net position or fund balances,
and revenues of the aggregate remaining fund information. Those statements were audited by
other auditors whose reports have been furnished to us, and our opinion, insofar as it relates to
the amounts included for the aggregate discretely presented component units and the aggregate
remaining fund information for the College Savings Plan and Enable Savings Plan is based
solely 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 from material misstatement.



The financial statements of the University of Nebraska Foundation, the University of Nebraska
Facilities Corporation, the University Dental Associates, the UNeHealth, the UNMC Science
Research Fund, the Nebraska Utility Corporation, the Nebraska State College System
Foundations, the Nebraska State College System Revenue and Refunding Bond Program, and the
Nebraska State Colleges Facilities Corporation were not audited in accordance with Government
Auditing Standards.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the State of Nebraska’s preparation and fair presentation of
the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the State
of Nebraska’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the
financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our qualified audit opinions.

Basis for Qualified Opinions

The State of Nebraska contracted with two service organizations, United Healthcare Services,
Inc. and OptumRx, Inc. to process its self-funded health insurance and prescription drug claims
paid on behalf of State employees. During the fiscal year ended June 30, 2017, the State of
Nebraska paid or was liable for a total of $184,052,764 in claims. Neb. Rev. Stat. § 81-1125.01
requires in part, for the Director of Administrative Services to report “at least twenty days before
the commencement of each regular session of the Legislature: (2) The Comprehensive Annual
Financial Report...” We were unable to obtain sufficient appropriate audit evidence, prior to the
statutorily required reporting date, regarding the suitability of the design and operating
effectiveness of the service organizations internal controls. The service organization control
attestation reports had not yet been released by their auditors.

Quualified Opinions

In our opinion, except for the possible effects of the matter described in the Basis for Qualified
Opinion paragraph, based on our audit and the reports of the 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, 2017, and the respective changes in financial position and,
where applicable, cash flows thereof for the year then ended in accordance with accounting
principles generally accepted in the United States of America.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Management's Discussion and Analysis on pages 16 through 29, the Budgetary Comparison
Schedule on page 84, the Information About Infrastructure Assets Reported Using the Modified
Approach on page 86, and the Information About Pension Plans on pages 87 through 102, be
presented to supplement the basic financial statements. Such information, although not a part of



the basic financial statements, is required by the Governmental Accounting Standards Board who
considers it to be an essential part of financial reporting for placing the basic financial statements
in an appropriate operational, economic, or historical context. We have applied certain limited
procedures to the required supplementary information in accordance with auditing standards
generally accepted in the United States of America, which consisted of inquiries of management
about the methods of preparing the information and comparing the information for consistency
with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an
opinion or provide any assurance on the information because the limited procedures do not
provide us with sufficient evidence to express an opinion or provide any assurance.

Supplementary and Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the State of Nebraska's basic financial statements. The combining
statements and budgetary comparison schedules included as supplementary information, and
introductory and statistical sections are presented for purposes of additional analysis and are not
a required part of the basic financial statements.

The combining statements and budgetary comparison schedules included as supplementary
information are the responsibility of management and were derived from and relate directly to
the underlying accounting and other records used to prepare the basic financial statements. Such
information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the basic
financial statements or to the basic financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of
America by us and other auditors. In our opinion, based on our audit, the procedures performed
as described above, and the report of the other auditors, the combining statements and budgetary
comparison schedules included as supplementary information are fairly stated, in all material
respects, in relation to the basic financial statements as a whole.

The introductory and statistical sections have not been subjected to the auditing procedures
applied in the audit of the basic financial statements, and accordingly, we do not express an
opinion or provide any assurance on it.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
December 14, 2017, 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. That report will be issued under separate
cover in the State’s Single Audit Report. The purpose of that report is solely 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 the effectiveness of the State of Nebraska’s internal
control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the State of
Nebraska’s internal control over financial reporting and compliance.

fgr o 28
Lincoln, Nebraska Philip J. Olsen, CPA, CISA
December 14, 2017 Audit Manager



MANAGEMENT’S DISCUSSION AND ANALYSIS

Management of the State of Nebraska provides the following discussion and analysis of the State of Nebraska’s financial
performance, as reflected in the Comprehensive Annual Financial Report (CAFR) for the fiscal year ended June 30, 2017.
Please read it in conjunction with the additional information furnished in the letter of transmittal at the front of this report,
and with the State’s basic financial statements. Numerical years refer to fiscal years with a June 30 year-end, unless
otherwise noted.

The State of Nebraska (State) implemented one new standard in 2017 required by the Governmental Accounting Standards
Board (GASB) that had an impact on the June 30, 2017 financial statements. Statement No. 77, Tax Abatement Disclosures
establishes financial reporting standards for tax abatement agreements entered into by State and Local governments. Note
disclosures have been developed according to these reporting standards and can be found under Note 15 Tax Abatements.
The State also implemented the following three new standards in 2017 that had no impact on the June 30, 2017 financial
statements. Statement No. 74, Financial Reporting for Postemployment Benefit Plans Other Than Pension Plans, improves
the usefulness of information about postemployment benefits other than pensions. Statement No. 78, Pensions Provided
through Certain Multiple-Employer Defined Benefit Pension Plans, establishes accounting and financial reporting standards
for benefit plans that meet specific criteria. The State does not have any pension plans at this time that meet those criteria.
Statement No. 80, Blending Requirements for Certain Component Units, clarifies financial statement presentation
requirements for component units that are organized as not-for-profit corporations in which the government is the sole
corporate member. The State does not have any component units at this time that meet the criteria. Statement No. 82,
Pension Issues, improves consistency in the application of pension accounting and financial reporting requirement by
addressing certain issues that were raised with the implementation of Statements No. 67 Financial Reporting for Pension
Plans, No. 68 Accounting and Financial Reporting for Pensions and No. 73 Accounting and Financial Reporting for
Pensions and Related Assets That Are Not Within the Scope of GASB Statement 68 and Amendments to Certain Provision
of GASB Statement 67 and 68. The State has reviewed and implemented the requirements of this statement that apply to
the pension plans reported in the State’s financial statements.

A comparative analysis of government-wide data for the last two years is presented in this analysis. Additionally, we are
presenting an analysis of activity in the State’s funds for the fiscal year ended June 30, 2017 along with an analysis of the
State’s capital assets and long-term debt related to capital assets.

FINANCIAL HIGHLIGHTS

Government-wide:

The assets and deferred outflows of the State exceeded its liabilities and deferred inflows at June 30, 2017 by $12.7 billion
(presented as “net position” in the CAFR). The majority of the net position is represented by the investment in the State’s
infrastructure and other capital assets, which cannot be used to fund ongoing activities of the State. Of the net position,
unrestricted net position was reported as $0.6 billion, most of which is available to be used to fund future needs of the State.
The primary government’s net expenses exceeded net general revenues, contributions and transfers for 2017 resulting in a
decrease in net position of $143 million. This decrease in net position follows a decrease in 2016 of $13 million.

Fund Level:

General Fund revenues for 2017 were $301 million below the original budgeted amount and below the final budget by $34
million. Expenditures were $393 million less than the original budgeted amount and below the final budget by $253 million.
On a Generally Accepted Accounting Principles (GAAP) basis, the General Fund had $164 million deficiency in revenues
prior to a legislatively mandated property tax relief transfer of $202 million in addition to other financing sources causing
a decrease in fund balances of $378 million, and thereby decreasing the fund balance on June 30, 2017 to $750 million.
Other governmental funds revenues exceeded expenditures by $54 million, chiefly due to market changes. In addition to
these operating changes, other governmental funds received $57 million in net other financing sources. This $111 million
net increase resulted in raising such fund balances at June 30, 2017 to $2,810 million.
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The $500 million of net position of the Unemployment Insurance Fund represents 85% of the enterprise funds. Such fund
had a $12 million increase in net position for 2017 compared to a $24 million increase in 2016, a decrease in growth of
$12 million. Business assessment fees collected from employers exceeded the unemployment insurance claims in 2017.
Business assessment fees from employers, net of unemployment insurance claims was down 74.5% from 2016.

Long-term Liabilities:

Long-term liabilities shown on the government-wide financial statements totaled $949 million at June 30, 2017, which is a
$136 million increase from the prior year, primarily due to an increase in net accrued pension liability. The remaining
liabilities consist of claims payable for workers’ compensation, medical excess liability, capital lease obligations,
unemployment insurance, employee health insurance, and Medicaid, in addition to the calculated amount for accrued
vacation and vested sick leave due to employees when they retire. After a retired employee reaches the age of 65, the State
has no further obligation for other post-employment benefits, except for a very small number of employees.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the State’s financial statements. The State’s basic
financial statements include three components: 1) government-wide financial statements, 2) fund financial statements, and
3) notes to the financial statements. This CAFR also contains other supplementary information (e.g., budgetary schedules
and combining financial statements) in addition to the basic financial statements. These components are described below:

Government-wide Financial Statements

These statements provide a broad view of the State’s operations in a manner similar to the private sector, providing both a
short-term and a long-term view of the State’s financial position. The statements are prepared using the accrual basis of
accounting. This means all revenues and expenses related to the fiscal year are recorded in the statements, even if cash has
not been received or paid. If taxes are owed to the State but not yet received, such transaction is recorded as an asset (a
receivable) and revenue to the State. Likewise, if the State owes for vacation time, but has not yet paid the worker for such
vacation earned, then the liability and payroll expense is recorded. The government-wide financial statements include two
statements, the Statement of Net Position and the Statement of Activities.

The Statement of Net Position (page 31) presents all the State’s assets and liabilities with the difference between the two
reported as “net position.” Changes in net position over time may indicate the relative health of the State and this statement
will assist users in assessing whether or not the State’s financial position is improving or deteriorating.

The Statement of Activities (pages 32 and 33) presents information showing how the State’s net position changed during the
reported year. All changes in net position are reported as soon as the underlying events giving rise to the changes occur,
regardless of the timing of related cash flows, using the accrual basis of accounting discussed earlier.

Both of these statements have separate sections for three different types of State programs or activities. These sections are
Governmental Activities, Business-type Activities, and Discretely Presented Component Units. Governmental Activities
and Business-type Activities are combined to report on what is termed Primary Government activities, which is separate
and distinct from the activity of the component units. Fiduciary Funds, which include the Pension Trust Funds, are not
included in the government-wide financial statements.

Primary Government

GOVERNMENTAL ACTIVITIES — Activities in this section are mostly supported by taxes and federal grants. All General Fund
activity is included here. Governmental activities represent 95% of all activity of the primary government. It includes general
government; education; health and social services; public safety; transportation; regulatory services; and economic
development and assistance.

BUSINESS-TYPE ACTIVITIES — Functions reported in this section include those activities whereby the State charges fees and
other charges to external users of the State’s services and purchasers of State’s goods in order to recover all or a significant
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portion of the State’s operating costs related to these activities, much like a private business. Such activities are
unemployment insurance services, lottery tickets, premium surcharges for excess liability coverage, and the sales and
services provided by Cornhusker State Industries.

Component Units

DISCRETELY PRESENTED COMPONENT UNITS — These are separate entities for which the State has financial accountability
(in which the State provides over one-fifth of their funding) but such organizations have independent qualities as well. The
University of Nebraska and the Nebraska State College System are the State’s only two discretely presented component
units. While presented in this report, each of these two units has separate audited financial statements and such audited
reports can be obtained from their respective administrative offices.

The government-wide financial statements can be found immediately following this discussion and analysis.

Fund Financial Statements

This is the second set of financial statements presented in the CAFR. These statements are different from the government-
wide statements in that some of these statements use a different accounting approach and focus on the near-term inflows
and outflows of the State’s operations. As previously noted, these Statements are commonly referred to as GAAP Fund
Statements, as they are prepared in accordance with generally accepted accounting principles. The Fund Financial
Statements (which begin on page 34) provide detailed information about the State’s major funds. A fund is a method of
accounting that uses a set of accounts to maintain accountability and control over specific sources of funding and spending
for a particular activity or objective. The State’s funds are divided into three categories — Governmental Funds, Proprietary
Funds and Fiduciary Funds. It is important to note that each of these three fund categories use different accounting
approaches and should be analyzed differently.

Governmental Funds Financial Statements — Most of the basic services provided by the State are reported in the
governmental funds. Governmental funds are used to account for essentially the same functions reported as governmental
activities in the government-wide financial statements. However, the governmental funds financial statements use modified
accrual accounting, which limits assets to cash and all other financial assets that can readily be converted into cash. This is
different from the governmental activities recorded in the government-wide financial statements that use full accrual
accounting. These fund statements provide a detailed short-term view of the State’s finances that assist the reader in
determining whether or not there will be adequate financial resources to meet the current needs of the State.

Because the focus of governmental funds is narrower than that of the government-wide financial statements, it is useful to
compare the information presented for governmental funds with similar information presented for governmental activities
in the government-wide financial statements. By doing so, the reader can better understand the long-term impact of the
State’s near-term financing decisions. To aid the reader in such analysis, reconciliations are provided between the
government-wide financial statements and the governmental funds financial statements (see pages 35 and 37).

The State of Nebraska’s governmental funds include five major funds: the General Fund, the Highway Fund, the Federal
Fund, the Health and Social Services Fund and the Permanent School Fund. Non-major special revenue, capital project and
other permanent funds are also included in the governmental funds.

Proprietary Funds Financial Statements — These funds are used to show activities that operate more like those of
commercial enterprises. Thus, when the State charges for the services it provides, these services are generally reported in
proprietary funds. Proprietary funds consist of both Enterprise Funds (services provided to outside customers) and Internal
Service Funds (services provided to other State agencies). Proprietary funds utilize accrual accounting, the same method
used by private businesses. Therefore, the net position reported in these statements as Enterprise Funds will be identical to
the net position reported in the net position for business-type activities in the government-wide financial statements.
However, because the Internal Service Funds predominantly benefit governmental rather than business-type functions, they
have been included within governmental activities in the government-wide financial statements.

Fiduciary Funds Financial Statements — Whenever the State receives funds on behalf of others, it is acting in a fiduciary
capacity or trustee of those funds belonging to others. Thus, assets in these funds are restricted as to use and do not represent
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discretionary assets that the State could use to finance its operations. They are presented in these statements only for the
purpose to indicate that the State has responsibility for these assets. For that reason, such assets are not included in the
government-wide financial statements. Fiduciary funds are reported on the accrual basis of accounting.

The State’s principal fiduciary fund is the Pension Trust Fund, which contains retirement contributions held by the State for
state employees, county employees and public school employees (see Note 13 to the financial statements). There are also
Private-Purpose Trust Funds whereby the State has control of unclaimed property and contributions from State participants
received by the College Savings Plan. The State also has Agency Funds whereby the State holds funds earmarked as aid for
other political subdivisions and retirement contributions held by the State for Omaha School Employees Retirement
Systems.

Component Units Financial Statements

As mentioned in the discussion of the government-wide financial statements, the State has included the net position and
activities of the University of Nebraska and the Nebraska State College System in a single column of such statements,
labeling them as discretely presented component units. We have provided separate component unit statements to allow the
reader to analyze each of these two units separately beginning on page 44.

Notes to the Financial Statements

The notes to the financial statements provide additional information that is essential to a full understanding of the data
provided in all of the basic financial statements. The notes can be found immediately following the component units’
financial statements beginning on page 46.

Required Supplementary Information

Following the basic financial statements and the accompanying notes thereto, is additional Required Supplementary
Information that further explains and supports the information in such financial statements. The required supplementary
information includes a budgetary comparison schedule that reconciles the statutory fund balance used for budgetary
purposes to the fund balance determined by GAAP used in the Fund Financial Statements. Other information included are
the condition and maintenance data regarding certain aspects of the State’s infrastructure, and certain pension plan actuarial
information.

Other Supplementary Information

Other supplementary information includes the budgetary comparison schedules for Cash Funds, Construction Funds,
Federal Funds and Revolving Funds. This section also includes combining statements for non-major governmental,
proprietary and fiduciary funds. These funds are summarized by fund type and presented in single columns in the basic
financial statements, but are not reported individually, as with major funds, on the Governmental Fund Financial Statements.
Also presented is a statistical section providing State data.

FINANCIAL ANALYSIS OF THE STATE AS A WHOLE
Net Position

The State’s assets and deferred outflows of resources totaled $15,241 million at June 30, 2017 as compared to
$15,133 million at June 30, 2016, as restated. As total liabilities and deferred inflows of resources only totaled
$2,504 million, net position amounted to $12,737 million as of June 30, 2017. As of June 30, 2016, these amounts were
$2,253 million and $12,880 million, respectively, as restated. By far the largest portion of the State of Nebraska’s net
position (70 percent) reflects the State’s investment in capital assets (e.g., land, buildings, equipment and infrastructure —
highways, bridges, dams, etc.). The State uses these capital assets to provide services to citizens; thus, these assets are not
available for future spending.
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Restricted net position is subject to external restrictions, constitutional provisions, or enabling legislation on how it can be
used. It is also not available for future general government spending.

For Governmental Activities other than capital assets, the majority of the restricted net position consists of the Permanent
School Trust, the Tobacco Settlement Trust, the Intergovernmental Trust and the loans to political subdivisions for drinking
water and clean water projects.

The net position for business-type activities chiefly represents cash set aside for future unemployment insurance benefits.
STATE OF NEBRASKA

Net Position as of June 30
(in millions of dollars)

Governmental Business-type Total Primary
Activities Activities Government
2017 2016 2017 2016 2017 2016
Current and Other
Non-current Assets $ 5326 $ 5450 $ 679 $ 644 % 6,006 $ 6,094
Capital Assets 8,918 8,807 8 7 8,926 8,814
Total Assets 14,244 14,257 687 651 14,931 14,908
Deferred Outflows of Resources 310 225 - - 310 225
Non-current Liabilities 910 788 39 25 949 813
Other Liabilities 1,330 1,225 59 41 1,389 1,266
Total Liabilities 2,240 2,013 98 66 2,338 2,079
Deferred Inflows of Resources 166 174 - - 166 174
Net position:
Net Investment in Capital Assets 8,889 8,773 8 7 8,897 8,780
Restricted 2,708 2,553 503 490 3,211 3,043
Unrestricted 551 969 78 88 629 1,057
Total Net Position(as restated) $ 12,148 $ 12,295 $ 580 $ 585 $ 12,737  $ 12,880

Governmental Activities Net
Position - Total 12,148 million

B Invested in Capital
Aszets

B Restricted

Unrestricted

Approximately 72% of the State’s non-capital assets consist of cash and investments. It should be noted that $40 million in
2017 and $95 million in 2016 of such assets represent “Securities Lending Collateral,” an amount established in accordance
with GASB guidelines to record a lending transaction. Since the asset is offset by a corresponding equal liability, the effect
on net position is zero and thus the asset cannot be spent. (For more detail, see Note 2 to the financial statements.)
Receivables, chiefly from taxes and the federal government, represent 21% of the non-capital assets.
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Liabilities largely reflect three groupings which represent 96% of total State liabilities, not including the obligations under
securities lending explained in the above paragraph. These are operational payables, which consist of accounts payable and
accrued liabilities totaling $844 million in 2017 ($684 million in 2016); tax refunds payable of $420 million ($399 million
in 2016); and long-term payables, discussed in the following paragraph.

Since the State’s Constitution generally prohibits the State from incurring debt, the Statement of Net Position presents few
long-term liabilities (shown as noncurrent liabilities), which total $949 million in 2017 ($813 million in 2016). Such
liabilities include claims payable for workers’ compensation, medical excess liability, capital lease obligations,
unemployment insurance, and employee health insurance totaling $111 million in 2017 ($99 million in 2016), Medicaid
claims for $227 million in 2017 ($209 million in 2016), the State’s liability for pension funds of $450 million in 2017
($337 million in 2016), and the calculated amount for vested sick leave due to employees when they retire and accrued
vacation of $132 million in 2017 ($132 million for 2016). Another minor amount of long-term liabilities consists of capital
lease obligations (See Note 8 to the Financial Statements), which totaled $29 million at June 30, 2017, compared to $35
million at June 30, 2016.

The $147 million decrease in net position of Governmental Activities for 2017, was due to a $116 million increase in the
net investment in capital assets, a $155 million increase in restricted net position, and a $418 million decrease in unrestricted
net position. Additionally, there was a $7 million decrease in taxes collected.

At the end of June 30, 2017, the State reported a positive balance in all of the three categories of net position.

Changes in Net Position

The condensed financial information on the following page was derived from the Government-Wide Statement of Activities
and reflects how the State’s net position changed during the year. Following that table is management’s analysis of the
changes in net position for 2017, analyzing both the governmental activities and the business-type activities.
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STATE OF NEBRASKA
CHANGES IN NET POSITION FOR THE YEAR ENDED JUNE 30

(in millions of dollars)

Governmental Business-type Total Primary
Activities Activities Government
2017 2016 2017 2016 2017 2016
REVENUES
Program Revenues
Charges for Services $ 639 $ 617 $ 282 % 295 % 921 % 912
Operating Grants and Contributions 2,766 2,719 - - 2,766 2,719
Capital Grants and Contributions 1 - - - 1 -
General Revenues
Taxes 4,954 4,961 - - 4,954 4,961
Unrestricted Investment Earnings 109 145 11 16 120 161
Miscellaneous 4 2 - - 4 2
Total Revenues 8,473 8,444 293 311 8,766 8,755
EXPENSES
General Government 650 630 - - 650 630
Conservation of Natural Resources 146 144 - - 146 144
Culture - Recreation 38 36 - - 38 36
Economic Development and Assistance 102 100 - - 102 100
Education 1,811 1,800 - - 1,811 1,800
Higher Education - Colleges and Universities 664 676 - - 664 676
Health and Social Services 3,616 3,476 - - 3,616 3,476
Public Safety 396 399 - - 396 399
Regulation of Business and Professions 116 118 - - 116 118
Transportation 1,041 1,096 - - 1,041 1,096
Interest on Long-term Debt 1 - - - 1 -
Net Pension Expense 82 80 - - 82 80
Unemployment Insurance - - 76 79 76 79
Lottery - - 132 136 132 136
Excess Liability - - 21 9 21 9
Cornhusker State Industries - - 17 14 17 14
Total Expenses 8,663 8,555 246 238 8,909 8,793
Excess/(Deficiency) Before Transfers and
Contributions: Permanent Fund Principal (190) (111) 47 73 (143) (38)
Net Transfers In (Out) 44 49 (43) (49) 1 -
Contributions: Permanent Fund Principal (1) 25 - - 1) 25
Increase/(Decrease) in Net Position (247) (37) 4 24 (143) (13)
Net Position - Beginning (as restated) 12,295 12,332 585 561 12,880 12,893
Net Position - Ending $ 12,148 $ 12295 $ 589 $ 585 $ 12,737 $ 12,880

Governmental Activities

Governmental activities decreased the State’s net position by $147 million in 2017 ($37 million decrease in 2016) and
represent 97% of all primary government revenues. Program revenues from governmental activities were $3,406 million
and were used to partially offset program expenses of $8,663 million, leaving net expenses of $5,257 million. Only 8% of
total expenses were incurred for general government services. General revenues from taxes, investment earnings, and
miscellaneous sources, plus contributions to the permanent fund principal, and transfers, totaling $5,110 million, were
$147 million less than the remaining costs of the governmental activities” programs as shown below.

Tax revenues were down $7 million, from 2016, compared to a decrease of $15 million in 2016 over 2015. Program
revenues increased 2% from 2016, chiefly due to income from operating grants being up $47 million. Increases in general
government, education and health and social services expenses contributed to the $108 million increase in program
expenses. The change in Net Position decreased $110 million from 2016 to 2017 compared to the $348 million decrease
from 2015 to 2016. Although the General Fund holds more investments than other programs and maintains safer
investments, it showed a decrease in investment income in 2017 from 2016 of $72 million due to the changes in the market
value of the underlying investments.
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STATE OF NEBRASKA

Governmental Activities
As of June 30, 2017

Revenues - Total $8,473

Unrestricted
Investment

Earnings

1.3%

Expenses - Total $8,663 million

Conservationof Natural
Resources
1.7%

General Government
7.5%

MNet Pension Expense,
1.0%

Transportation

Regulation of Busin 12.0%

and Professions

1.3%
Economic Development
and Assistance
Public Safety, 1.2%
4. 6%

Higher Education-
Collegesand
Universities
T.7%
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Four functional areas of the State comprise 82% of the expenses of all Governmental Activities: Education, Higher
Education, Health and Social Services and Transportation. Education expenses were up $11 million, Health and Social
Services was up $140 million, Higher Education was down $12 million, and Transportation expenses were down
$55 million. All the other functional areas had small variances in net expenses.

Program expenses, net of revenue, increased by $38 million in 2017, over 2016, as shown below:

GOVERNMENTAL ACTIVITIES

(in millions of dollars)

2017 2016
Program Expenses, Net of Revenue
General Government $ (547) $ (517)
Conservation of Natural Resources (47) (46)
Culture - Recreation (6) @)
Economic Development and Assistance (50) (48)
Education (1,400) (1,375)
Higher Education - Colleges and University (664) (677)
Health and Social Services (1,597) (1,579)
Public Safety (299) (291)
Regulation of Business and Professions 14 14
Transportation (578) (613)
Interest on Long-Term Debt Q) -
Net Pension Expense (82) (80)
Subtotal (5,257) (5,219)
General Revenues
Taxes 4,954 4,961
Unrestricted Investment Earnings 109 145
Miscellaneous 4 2
Transfers 44 49
Contributions: Permanent Fund Principal (1) 25
Increase(Decrease) in Net Position(as restated) $ (147) $ (37)

Business-type Activities

The business-type activities increased the State’s net position by $3 million for 2017, which was net of a $44 million transfer
to governmental activities. Most of the $282 million of business-type activities’ program revenues were related to the
business assessment fees in the Unemployment Insurance Fund and Lottery Fund revenues. The Unemployment Insurance
Fund had operating income of $6 million in 2017. This gain, when combined with transfers and $9 million in investment
income, produced a $12 million increase in net position for the Unemployment Insurance Fund. Lottery revenues of
$174 million generated operating income of $41 million, which was offset by a $41 million transfer to Governmental
Activities. The lottery transfer was used primarily for education and environmental studies.
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FINANCIAL ANALYSIS OF THE STATE’S FUNDS

As noted earlier, the State uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements.

Governmental Funds

The focus of the State’s Governmental Funds is to provide information on near-term inflows and outflows and the
availability of spendable resources. At June 30, 2017, the State’s Governmental Funds reported combined ending fund
balances of $3,560 million. Of this amount, $578 million is nonspendable, either due to its form or legal constraints, and
$2,120 million is restricted for specific programs by external constraints, constitutional provisions, or contractual
obligations. Revenue restricted by enabling legislation, and public school land lease revenues are included in restricted
fund balance. An additional $752 million of total fund balance has been committed to specific purposes. Committed amounts
cannot be used for any other purpose unless approved by the Legislature. An additional $43 million of total fund balance
has been assigned to specific purposes, as expressed by legislative intent. The remaining $67 million is unassigned and
available for appropriations.

General Fund

The General Fund is the chief operating fund of the State. The major General Fund liability is the estimated tax refunds
payable of $407 million. However, such refunds payable are $23 million less than the expected taxes owed the State. Other
assets of the General Fund available to pay non tax-refund liabilities exceed such liabilities by $767 million.

On June 30, 2016, the General Fund had a positive fund balance of $1,128 million. For 2017, expenditures increased
$99 million from 2016 and revenues decreased by $89 million. The revenues were $366 million less than expenditures for
2017 while revenues were $178 million less than expenditures in 2016. The General Fund balance in 2017 decreased by
$378 million, after adjusting for transfers in and out of the General Fund, ending with a fund balance of $750 million on
June 30, 2017.

Revenues began decreasing during mid 2017 finishing $89 million down from 2016. This decrease was chiefly due to a
decrease in income tax revenue of $12 million (a 0.46% decrease) from 2016, an increase in sales and use tax revenue of
$4 million (a 0.27% increase) over 2016, and decreases in business and franchise taxes of $10 million (an 11% decrease)
and investment income of $72 million (a 120% decrease) from 2016. Expenditures were less than budgeted due to continued
efforts by agency heads to be conservative in spending. A net increase in expenditures was caused chiefly in four areas.
Education expenditures increased $19 million due to increased aid and Higher Education — Colleges and University
expenditures increased $11 million due to increased payroll costs. Health and Social Services expenditures increased
$62 million due to increased aid; General Government expenditures increased $11 million mainly due to an increase in
payments for property tax credits.

To compensate for any downturns in revenues, the State has maintained a budgetary basis Cash Reserve Fund. While this
Cash Reserve Fund is commingled with General Fund cash in the General Fund financial statements, it is separate and
distinct in that, by State Statute, it can only be used (1) when the cash balance of the General Fund is insufficient to meet
General Fund current obligations and (2) for legislatively mandated transfers to other funds. Any money transferred in
accordance with item one above must be repaid as soon as there is sufficient cash in the General Fund cash account to do
s0. No such need existed in 2017.

The Cash Reserve Fund balance was $728 million at the beginning of 2016. In 2016, there was a net statutory transfer to
the Fund from the General Fund of $85 million and other net transfers out of $82 million, leaving a Cash Reserve Fund
balance at June 30, 2016 of $731 million. In 2017, there were other transfers out of $50 million leaving a Fund balance of
$681 million at June 30, 2017. The Cash Reserve Fund is reflected as committed to economic stabilization on the
governmental funds balance sheet.
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Other Governmental Funds

Other governmental fund balances totaled $2,810 million at June 30, 2017. Of this amount, $576 million is nonspendable,
either due to its form or legal constraints, and $2,120 million is restricted for specific programs by external constraints,
constitutional provisions, or contractual obligations. An additional $71 million of total fund balance has been committed to
specific purposes. The remaining $43 million of total fund balance has been assigned to specific purposes, as expressed by
legislative intent.

The three major funds presented as special revenue funds are the Highway Fund, the Federal Fund and the Health and Social
Services Fund, with total fund balances of $814 million. The non-major special revenue fund balances totaled
$1,030 million.

Governmental funds other than the General Fund saw an increase in fund balances of $111 million. The fund balances of
the following funds increased: the Permanent School Fund ($48 million), the Health and Social Service Fund ($32 million),
the Highway Fund ($43 million) and Federal Fund ($1 million). The fund balance of other Nonmajor Funds decreased
($12 million).

The Highway Fund had a $12 million increase in Licenses, Fees and Permits, $23 million decrease in federal grants revenue
and a $51 million decrease in operating expenses. These changes are mainly why the Highway Fund had a $43 million
increase in its fund balance in 2017 as opposed to a $55 million decrease in 2016.

The activity in the Federal Fund represents federal funds received, and each year’s spending should generally approximate
grant funds received. In 2017, there was an increase in federal grants and contracts revenue of $106 million and investment
income decreased $4 million. Expenditures in 2017 decreased by $15 million for Education, increased $6 million for
Conservation of Natural Resources, increased $2 million for Economic Development and Assistance, increased $112
million for Health and Social Services, and decreased $21 million for Public Safety. Revenues exceeded expenditures by
$17 million before transfers. Transfers out increased $4 million in 2017 compared to a decrease of $14 million in 2016. At
the end of 2017 there was a slight increase in the fund, similar to the increase in 2016.

The Health and Social Services Fund consists of the Intergovernmental Trust Fund and the Tobacco Settlement Trust Fund,
in addition to various cash funds. Such cash funds receive transfers from such trust funds, income from charges for services
and some tax revenue, among other income. The funds had a $41 million increase in investment income in 2017 (chiefly
due to changes in the market value of investments) compared to an $8 million decrease in 2016. There was a $32 million
increase in fund balance in 2017, as opposed to an $8 million decrease in 2016.

The Permanent School Fund had a $17 million increase in revenue, chiefly due to a $45 million increase in investment
income caused by changes in the market value of investments in 2017, compared to a $3 million investment income increase
in 2016 (when compared to 2015). There was a $48 million increase in fund balance in 2017, as opposed to a $30 million
increase in 2016, a change of $18 million.

The Nonmajor Funds revenues decreased $62 million compared to 2016. Expenditures decreased $5 million in
Conservation of Natural Resources, $23 million in Higher Education, and $27 million in Transportation. Regulation of
Business and Professions decreased $1 million. There were $26 million in net transfers in for the Nonmajor Funds in 2017
versus $111 million in net transfers in for 2016. As a result, the fund balances decreased $12 million in 2017 as opposed to
a $95 million increase in 2016.

Proprietary Funds

The State’s proprietary funds provide the same type of information discussed earlier in the government-wide financial
statements under Business-type Activities, but in more detail. The State’s one major proprietary fund, the Unemployment
Insurance Fund, reported net position of $500 million at the end of 2017. This fund’s net position increased $12 million in
2017, because business assessment fees exceeded unemployment claims paid out by $4 million, investment earnings of $9
million and other changes. Other proprietary or enterprise funds, the Lottery Fund, the Excess Liability Fund (the fund
established to provide limited liability for physicians working in Nebraska) and Cornhusker State Industries (an operation
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that utilizes incarcerated persons to manufacture and sell items) had combined income of $33 million prior to a $41 million
transfer from the Lottery’s net income to governmental funds. Such transfer was used primarily for education and
environmental studies. The Excess Liability Fund had an operating loss of $16 million and earned $2 million in investment
earnings for a net position decrease of $14 million.

Fiduciary Funds

The Pension Trust Funds represent the majority of the fiduciary funds. Such Pension Trust Fund’s net position increased
$1,435 million to $14,366 million in 2017 mainly due to an increase in the fair value of investments in 2017. Interest and
dividend income in 2017 was $171 million versus $162 million in 2016. Benefits, refunds and related administrative
expenses exceeded the contributions to the plans by $191 million. In another trust fund recorded in the Private Purpose
Trust Funds, contributions from State participants received by the College Savings Plan totaled $380 million. The total net
position in the College Savings Plan now totals over four billion dollars.

ANALYSIS OF GENERAL FUND BUDGET VARIATIONS

Even though there is a relatively stable economy in the Midwest, in 2017 the State continued to rebound from the effects of
the national recession. Forecasted revenues, upon which the State’s budgeted General Fund expenditures are based, were
anticipated to increase in 2017 by $266 million over 2016 net tax revenue of $4,182 million. Because revenues continued
to show a decreasing trend during 2017, the State’s Forecasting Board made two new forecasts throughout the year. At the
end, the forecasted net tax revenues were $267 million below the original forecast. However, that decreased forecast was
still more than actual tax revenues of $4,147 million by $34 million, leaving the State with actual tax revenues, net of
refunds, of $301 million below the original budget on a budgetary basis. Agencies continued to watch their General Fund
expenditures and spent $253 million less than the final appropriated amount. This reduction, when coupled with the decrease
in tax revenues, caused the State to finish 2017 with General Fund revenues of $121 million less than expenditures on a
budgetary basis, prior to net transfers out. There was a net $213 million transferred out for specific purposes. The fund
balance on a budgetary basis decreased from $1,261 million at the beginning of the fiscal year to $927 million at June 30,
2017.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

At the end of fiscal year 2017, the State had invested $8.9 billion, net of accumulated depreciation, in capital assets as
reported in the Statement of Net Position and summarized in the table below. Depreciation expense for 2017 totaled
$54 million, compared to $50 million for 2016.

CAPITAL ASSETS AS OF JUNE 30
(net of depreciation in millions of dollars)

Governmental Business-type Total Primary

Activities Activities Government
2017 2016 2017 2016 2017 2016
Land $ 505 % 585 $ - $ - $ 595 $ 585
Buildings and Equipment 498 483 8 7 506 490
Infrastructure 7,561 7,458 - - 7,561 7,458
Subtotal 8,654 8,526 8 7 8,662 8,533
Construction in Progress 264 266 - - 264 266
Total $ 8,918 $ 8,792 $ 8 $ 7 % 8,926 $ 8,799

Infrastructure (roads, bridges, dams, etc.) is by far the largest group of assets owned by the State. GASB Statement No. 34
requires the State to select one of two methods to account for its infrastructure assets. One process is to record depreciation
expense on selected infrastructure assets. The State has adopted an alternative method, referred to as the modified approach.
Under this method, the State expenses certain maintenance and preservation costs and does not record any depreciation
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expense. Assets accounted for under the modified approach include approximately 10,000 miles of roads that the State is
responsible to maintain.

In assessing the condition of State roads, the State’s goal is to maintain at least an overall system rating of 72 or above using
the Nebraska Serviceability Index. The most recent condition assessment, completed for calendar year 2016, indicated an
overall system rating of 84, a rating that has been very consistent over the past seven years.

For 2017, it was estimated that the State needed to spend $317 million to preserve and maintain the roads at the above-
mentioned level. The State actually spent $413 million on roads in 2017, compared to $441 million in 2016. For 2018, it is
estimated that the State needs to spend $325 million, a decrease from actual 2017 and a decrease from the average of the
previous five years.

The State also spent $107 million on capitalized infrastructure and land purchases relating to roads in 2017 ($133 million
in 2016), most notably reconstructing (a) Highway 75, Plattsmouth to Bellevue, (b) Highway 77, South Interchange
Lincoln, (c) 1-80, NW 48! St, Bridges, and (d) 1-80, NW 56" St, Bridge. Major land purchases included land purchased
near six State highways. At June 30, 2017, the State had contractual commitments of $761 million for various highway and
building projects. Most of the related expenditures will be expensed and not capitalized. (See Notes 1.J and 4 to the financial
statements.)

During 2017, the State added $61 million of new depreciable capital assets, both buildings and equipment. A more detailed
analysis of capital assets is shown in Note 4 to the financial statements.

Long-Term Debt

Long-term debt related to capital assets is minimal for reasons previously stated. For further detail and analysis of long-
term debt, see Notes 8 and 14 to the financial statements.

CERTAIN LONG-TERM DEBT AS OF JUNE 30

(in millions of dollars)

GOVERNMENTAL ACTIVITIES
2017 2016

Capitalized Leases: $ 29 $ 35

There were no new bonds issued or outstanding in 2017 or 2016. One new capitalized lease was added in 2017 (three leases
were added in 2016). Bonds and Certificates of Participation for leases issued on behalf of the State maintain an Aa2 rating
from Moody’s. Standard and Poor’s has issued an AAA rating for the State as a whole.
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FACTORS THAT WILL AFFECT THE FUTURE

Although state and national economies continue to improve, General Fund tax revenues for fiscal year 2017 decreased .45%
from 2016 and fell short of projections. Improvement is forecasted for fiscal year 2018, with tax revenues projected to
exceed actual 2017 revenues by $239 million, or 5.6%, on a nominal basis. The State has a low unemployment rate and its
debt and pension burdens are among the lowest of all states.

The State does face a number of challenges in the coming years. National healthcare policy, including the potential for
increased participation in the Medicaid program and the ongoing increase in healthcare costs present challenges to the State.
In addition, the growth in recent years in the prison inmate population presents an additional challenge due to increased
operating costs and possible capital asset improvements. There is also a need for continuous monitoring of the school finance
formula to ensure sustainable growth in aid to education for K-12 schools, easily the largest General Fund financial
commitment annually.

As previously explained, the State maintains a Cash Reserve Fund to help offset any future economic downturns. As of
June 30, 2017, this Fund had a $681 million balance. By operation of law, any General Fund revenue at the end of a fiscal
year which is in excess of the official certified forecast is used to build the Cash Reserve Fund. No such transfer will be
made in July 2017. However, other transfers since the end of the last fiscal year have resulted in a Cash Reserve Fund
balance of $544 million at November 30, 2017. Future significant statutory disbursements from this fund include transfers
of $111 million to the General Fund and $63 million to the Nebraska Capital Construction Fund.

CONTACTING THE STATE ACCOUNTING OFFICE

This report is designed to provide our citizens, taxpayers, customers, investors and creditors with a general overview of the
State’s finances and to demonstrate the State’s accountability for the money it receives. If you have any questions about this
report or need additional information, contact the State Accounting Division of Administrative Services, 1526 K Street,
Suite 240, Lincoln, NE 68508, (402) 471-2581.

The State’s component units issue their own separately issued audited financial statements. These statements may be
obtained by directly contacting the component units or by going online to their websites. For the University of Nebraska,
contact the University of Nebraska, Director of University Accounting, 3835 Holdrege, Lincoln, NE 68583, (402) 472-2111
or online at http://www.nebraska.edu/administration/business-and-finance/accounting-and-finance.html. For the State
College System, contact the Nebraska State College System, Fiscal and Facilities Management, Box 94605, Lincoln, NE
68509-4605, (402) 471-2505 or online at http://www.nscs.edu/.
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State of Nebraska

STATEMENT OF NET POSITION

June 30, 2017

(Dollars in Thousands)

PRIMARY GOVERNMENT

GOVERNMENTAL BUSINESS-TYPE COMPONENT
ACTIVITIES ACTIVITIES TOTALS UNITS
ASSETS
Cash and Cash Equivalents $ 197,949 $ 477,366 $ 675,315 $ 694,355
Receivables, net of allowance
Taxes 491,716 - 491,716 -
Due from Federal Government 334,492 - 334,492 -
Other 362,867 59,232 422,099 428,242
Internal Balances (1,223) 1,223 - -
Investments 3,472,160 133,809 3,605,969 2,263,207
Loans Receivable 353,881 - 353,881 35,231
Investment in Joint Venture - - - 415,573
Net Pension Asset 45,632 - 45,632 -
Other Assets 26,985 3,492 30,477 30,803
Restricted Assets:
Cash and Cash Equivalents 2,749 - 2,749 596,042
Other - 2,411 2,411 14,508
Securities Lending Collateral 39,094 1,103 40,197 -
Capital assets:
Land 595,186 315 595,501 140,004
Infrastructure 7,561,195 - 7,561,195 -
Construction in Progress 264,144 - 264,144 279,863
Land Improvements - - - 296,647
Buildings and Equipment 1,236,018 15,184 1,251,202 3,568,985
Less Accumulated Depreciation (738,388) (7,817) (746,205) (1,244,085)
Total Capital Assets 8,918,155 7,682 8,925,837 3,041,414
Total Assets $ 14,244,457 $ 686,318 $ 14,930,775 $ 7,519,375
DEFERRED OUTFLOWS OF RESOURCES
Deferred Outflow related to pensions $ 310,291 $ -8 310,291 $ -
Deferred loss on bond refunding - - - 16,721
Total Deferred Outflows of Resources $ 310,291 $ - $ 310,291 $ 16,721
LIABILITIES
Accounts Payable and Accrued Liabilities $ 790,216 $ 54,072 $ 844,288 $ 212,829
Tax Refunds Payable 419,953 - 419,953 -
Deposits 15,765 - 15,765 15,450
Unearned Revenue 65,314 3,172 68,486 142,747
Obligations under Securities Lending 39,093 1,103 40,196 -
Noncurrent Liabilities:
Due within one year 274,385 12,065 286,450 162,862
Due in more than one year 185,949 27,393 213,342 972,119
Net Pension Liability 449,784 - 449,784 -
Total Liabilities $ 2,240,459 $ 97,805 $ 2,338,264 $ 1,506,007
DEFERRED INFLOWS OF RESOURCES
Deferred Inflow related to pensions $ 166,305 $ - $ 166,305 $ -
Deferred service concession arrangement receipts - - - 19,520
Total Deferred Inflows of Resources $ 166,305 $ - $ 166,305 $ 19,520
NET POSITION
Net Investment in Capital Assets $ 8,888,705 $ 7,682 $ 8,896,387 $ 2,327,603
Restricted for:
Education 23,266 - 23,266 2,186,305
Health and Social Services 575,007 - 575,007 -
Conservation of Natural Resources 651,397 - 651,397 -
Transportation 256,894 - 256,894 -
Licensing and Regulation 114,099 - 114,099 -
Other Purposes 195,467 2,411 197,878 338,950
Unemployment Insurance Benefits - 500,235 500,235 -
Debt Service and Construction - - - 364,223
Permanent Trusts:
Nonexpendable 570,450 - 570,450 -
Expendable 322,175 - 322,175 -
Unrestricted 550,525 78,185 628,710 793,488
Total Net Position $ 12,147,985 $ 588,513 $ 12,736,498 $ 6,010,569

The accompanying notes are an integral part of the financial statements.
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State of Nebraska

STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2017

(Dollars in Thousands)

PROGRAM REVENUES

CHARGES FOR

OPERATING
GRANTS AND

CAPITAL
GRANTS AND

FUNCTIONS/PROGRAMS EXPENSES SERVICES CONTRIBUTIONS CONTRIBUTIONS
PRIMARY GOVERNMENT:
Governmental Activities:
General Government 650,253 $ 99,001 $ 4256 % -
Conservation of Natural Resources 145,919 39,880 58,409 1,018
Culture — Recreation 37,513 28,569 3,335 -
Economic Development and Assistance 102,348 1,234 51,163 -
Education 1,811,058 50,208 360,855 -
Higher Education - Colleges and University 663,979 - - -
Health and Social Services 3,616,020 127,310 1,890,658 -
Public Safety 395,782 38,369 58,535 49
Regulation of Business and Professions 116,590 128,818 2,070 -
Transportation 1,040,906 125,831 336,576 -
Interest on Long-term Debt 559 - - -
Net Pension Expense 81,603 - - -
Total governmental activities 8,662,530 639,220 2,765,857 1,067
Business-type activities:
Unemployment Insurance 75,593 81,154 - -
Lottery 132,417 173,819 - -
Excess Liability 21,131 5,319 - -
Cornhusker State Industries 17,018 21,633 - -
Total business-type activities 246,159 281,925 - -
Total Primary Government 8,908,689 $ 921,145 $ 2,765,857 $ 1,067
COMPONENT UNITS:
University of Nebraska 2,058,282 $ 837,614 % 436,264 $ (1,307)
State Colleges 126,057 49,460 14,547 2,094
Total Component Units 2,184,339 $ 887,074 $ 450,811 $ 787

The accompanying notes are an integral part of the financial statements.
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General revenues:

Income Taxes

Sales and Use Taxes

Petroleum Taxes

Excise Taxes

Business and Franchise Taxes

Other Taxes

Unrestricted Investment earnings

Miscellaneous

Payments from the State of Nebraska
Contributions: Permanent Fund Principal
Transfers

Total General Revenues, Contributions and Transfers

Change in Net Position

Net Position - Beginning (as restated)

Net Position - Ending



NET (EXPENSE) REVENUE AND
CHANGES IN NET POSITION

PRIMARY GOVERNMENT

The accompanying notes are an integral part of the financial statements.

GOVERNMENTAL BUSINESS-TYPE
ACTIVITIES ACTIVITIES TOTAL

$ (546,996) $ - (546,996)

(46,612) - (46,612)

(5,609) - (5,609)

(49,951) - (49,951)

(1,399,995) - (1,399,995)

(663,979) - (663,979)

(1,598,052) - (1,598,052)

(298,829) - (298,829)

14,298 - 14,298

(578,499) - (578,499)

(559) - (559)

(81,603) - (81,603)

(5,256,386) - (5,256,386)

- 5,561 5,561

- 41,402 41,402

- (15,812) (15,812)

- 4,615 4,615

- 35,766 35,766

$ (5,256,386) $ 35,766 (5,220,620)

$ - $ - -

$ - $ - -

2,507,059 - 2,507,059

1,834,043 - 1,834,043

371,744 - 371,744

132,308 - 132,308

100,595 - 100,595

8,271 - 8,271

108,912 11,254 120,166

3,733 44 3,777

(868) - (868)

43,590 (43,590) -

5,109,387 (32,292) 5,077,095

(146,999) 3,474 (143,525)

12,294,984 585,039 12,880,023

$ 12,147,985 $ 588,513 12,736,498

COMPONENT
UNITS

$ -

$ -

$ (785,711)

(59,956)

$ (845,667)

80,945

430,945

663,979

1,175,869

330,202

5,680,367

$ 6,010,569
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State of Nebraska
BALANCE SHEET

GOVERNMENTAL FUNDS
June 30, 2017

(Dollars in Thousands) HEALTH PERMANENT
GENERAL HIGHWAY FEDERAL AND SOCIAL SCHOOL NONMAJOR
FUND FUND FUND SERVICES FUND FUNDS TOTALS
Assets
Assets:
Cash and Cash Equivalents $ 37,391 $ 8,435 $ 1,769 $ 3,268 $ 1,461 $ 34,391 $ 86,715
Cash on Deposit with Fiscal Agents - - - - - 2,749 2,749
Investments 932,402 244,098 52,141 547,358 872,658 823,503 3,472,160
Securities Lending Collateral 15,911 4,165 809 3,589 1,753 12,867 39,094
Receivables, net of allowance
Taxes 430,673 60,212 - - - 831 491,716
Due from Federal Government 2 32,685 300,495 - - 1,310 334,492
Loans - - 13,940 179 - 339,762 353,881
Other 43,878 11,163 46,031 33,955 194,115 30,910 360,052
Due from Other Funds 57,060 145 160 3,155 - 3,080 63,600
Inventories 1,655 3,076 315 115 - 1,541 6,702
Prepaid Items 584 - 4 - - 86 674
Other 570 - - - 13,583 3,368 17,521
Total Assets $ 1520,126 $ 363,979 $ 415664 $ 591,619 $ 1,083,570 $ 1,254,398 $ 5,229,356
Liabilities, Deferred Inflows of Resources
and Fund Balances
Liabilities:
Accounts Payable and Accrued Liabilites — $ 138,350 $ 91,571 $ 181,429 $ 12,796 $ 240,893 $ 61,770 $ 726,809
Tax Refunds Payable 407,402 12,550 - - - 1 419,953
Deposits 571 1,591 9,497 165 223 3,718 15,765
Due to Other Funds 53,697 2,431 64,520 273 8 9,892 130,821
Obligations under Securities Lending 15,911 4,165 809 3,589 1,753 12,866 39,093
Claims Payable 111,668 - 102,323 - - - 213,991
Unearned Revenue 2,699 - 51,272 37 10,819 - 64,827
Total Liabilities 730,298 112,308 409,850 16,860 253,696 88,247 1,611,259
Deferred Inflows of Resources:
Revenues not yet available 39,491 - - 18,297 - - 57,788
Fund Balances:
Nonspendable:
Inventories and Prepaid ltems 2,239 3,076 319 115 - 1,627 7,376
Endowment Principal - - - - 550,935 19,515 570,450
Restricted - 248,595 5,495 555,782 278,939 1,031,197 2,120,008
Committed 680,655 - - - - 71,320 751,975
Assigned - - - 565 - 42,492 43,057
Unassigned 67,443 - - - - - 67,443
Total Fund Balances 750,337 251,671 5,814 556,462 829,874 1,166,151 3,560,309
Total Liabilities, Deferred Inflows of Resources
and Fund Balances $ 1,520,126 $ 363,979 $ 415,664 $ 591,619 $ 1,083,570 $ 1,254,398 $ 5,229,356

The accompanying notes are an integral part of the financial statements.
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State of Nebraska
RECONCILIATION OF THE BALANCE SHEET - GOVERNMENTAL

FUNDS TO THE STATEMENT OF NET POSITION
June 30, 2017

(Dollars in Thousands)
Total fund balances for governmental funds $ 3,560,309

Amounts reported for governmental activities in the Statement of Net Position are
different because:

Capital assets used in governmental activities are not financial resources
and therefore are not reported in the funds. These assets consist of:

Land 595,186
Infrastructure 7,561,195
Construction in progress 264,144
Other capital assets 1,130,622
Accumulated depreciation (665,430) 8,885,717

Certain tax revenues and charges are earned but not available and
therefore are unearned in the funds. 57,788

Internal service funds are used by management to charge the costs of
certain activities to individual funds. The assets and liabilities of the
internal service funds are included in governmental activities in the
Statement of Net Position. 45,360

Deferred Inflows and Outflows related to Pension, they are not related
to governmental funds. These Deferred Inflows & Outflows consist of:

Deferred Inflows related to Pension (166,305)
Deferred Outflows related to Pension 310,291 143,986

Certain long-term liabilities are not due and payable in the current period and
therefore are not reported in the funds. Those liabilities consist of:

Capital leases (544)

Compensated absences (126,682)

Net pension liability/asset (404,152)

Claims and judgments (13,797) (545,175)
Net position of governmental activities $ 12,147,985

The accompanying notes are an integral part of the financial statements.
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State of Nebraska

STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES

GOVERNMENTAL FUNDS
For the Year Ended June 30, 2017

(Dollars in Thousands)

HEALTH PERMANENT

GENERAL HIGHWAY FEDERAL AND SOCIAL SCHOOL NONMAJOR
FUND FUND FUND SERVICES FUND FUNDS TOTALS
REVENUES
Income Taxes $ 2,501,760 $ -3 -3 4,672 $ -$ -$ 2,506,432
Sales and Use Taxes 1,531,137 283,590 - - - 20,141 1,834,868
Petroleum Taxes - 357,868 - - 1,941 13,876 373,685
Excise Taxes 67,600 - - 10,714 - 53,994 132,308
Business and Franchise Taxes 73,356 - - - - 27,239 100,595
Other Taxes 409 2,648 - - - 5,214 8,271
Federal Grants and Contracts 22 320,119 2,437,833 125 - 8,824 2,766,923
Licenses, Fees and Permits 19,014 102,448 648 57,138 880 161,630 341,758
Charges for Services 3,473 20,979 5,090 25,438 - 62,285 117,265
Investment Income (12,148) (1,378) (370) 51,007 69,294 (31) 106,374
Rental Income - 474 3 319 45,721 26,155 72,672
Surcharge - - - - - 38,115 38,115
Other 5,184 4,192 3,871 15,371 (1,218) 23,259 50,659
Total Revenues 4,189,807 1,090,940 2,447,075 164,784 116,618 440,701 8,449,925
EXPENDITURES
Current:
General Government 555,125 - 1,416 - - 71,801 628,342
Conservation of Natural Resources 34,505 - 37,464 - - 74,845 146,814
Culture — Recreation 6,593 - 3,620 - - 32,400 42,613
Economic Development and Assistance 15,127 - 53,550 - - 33,946 102,623
Education 1,400,800 - 358,219 - 69,051 25,513 1,853,583
Higher Education - Colleges and University 645,662 - - - - 18,317 663,979
Health and Social Services 1,604,057 - 1,899,313 133,262 - 19,181 3,655,813
Public Safety 290,905 - 57,758 - - 49,427 398,090
Regulation of Business and Professions 3,441 - 2,093 - - 111,448 116,982
Transportation - 1,093,226 16,456 - - 4,437 1,114,119
Capital Projects - - - - - 37,527 37,527
Debt Service:
Principal - - - - - 2,025 2,025
Interest - - - - - 6 6
Total Expenditures 4,556,215 1,093,226 2,429,889 133,262 69,051 480,873 8,762,516
Exces