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EDUCATIONAL SERVICE UNIT NO. 11

INDEPENDENT AUDITOR’S REPORT

Educational Service Unit No. 11 Board
Holdrege, Nebraska

Report on the Financial Statements

We have audited the accompanying cash basis financial statements of the governmental activities and the
major fund of Educational Service Unit No. 11 (ESU No. 11), as of and for the year ended
August 31, 2018, and the related notes to the financial statements, which collectively comprise ESU No.
11’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 the cash basis of accounting described in Note 1. This includes determining that the cash
basis of accounting is an acceptable basis for the preparation of the financial statements in the
circumstances. Management is also responsible for 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 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.

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 ESU No. 11’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
ESU No. 11’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.
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective cash basis financial position of the governmental activities and the major fund of ESU No. 11
as of August 31, 2018, and the respective changes in cash basis financial position for the year then ended
in conformity with the basis of accounting described in Note 1.

Emphasis of Matters — Basis of Accounting

We draw attention to Note 1 of the financial statements, which describes the basis of accounting. The
financial statements are prepared on the cash basis of accounting, which is a basis of accounting other
than accounting principles generally accepted in the United States of America. Our opinions are not
modified with respect to this matter.

Report on Supplementary and Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements as a whole, which
collectively comprise ESU No. 11°s basic financial statements. The Budgetary Comparison Schedule —
Budget and Actual — General Fund — Cash Basis, Schedule of Receipts and Disbursements — General Fund
Petty Cash — Cash Basis, Schedule of Receipts and Disbursements General Fund Developmental
Disability Account — Cash Basis, and Schedule of Receipts and Disbursements — General Fund Cafeteria
Plan Account — Cash Basis are presented for purposes of additional analysis and are not a required part of
the basic financial statements.

The Budgetary Comparison Schedule — Budget and Actual — General Fund — Cash Basis on page 14, is
the responsibility of management and was derived from, and relates 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. In our opinion, the information is fairly stated in all material respects in
relation to the basic financial statements as a whole on the basis of accounting described in Note 1.

The Schedule of Receipts and Disbursements — General Fund Petty Cash — Cash Basis, Schedule of
Receipts and Disbursements — General Fund Developmental Disability Account — Cash Basis, and
Schedule of Receipts and Disbursements — General Fund Cafeteria Plan Account — Cash Basis 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 them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
November 30, 2018, on our consideration of ESU No. 11°s internal control over financial reporting and
on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements
and other matters. The purpose of that report is to describe the scope of our testing of internal control
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over financial reporting and compliance and the results of that testing, and not to provide an opinion on
the 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 ESU No. 11’s internal

control over financial reporting and compliance.

Zachary Wells, CPA
November 30, 2018 Audit Manager

Lincoln, Nebraska



EDUCATIONAL SERVICE UNIT NO. 11
STATEMENT OF NET POSITION - CASH BASIS
August 31, 2018

Governmental
Activities

ASSETS

Cash and Cash Equivalents (Note 1.D) $ 2,454,480
Cash at County Treasurers 257,009
TOTAL ASSETS $ 2,711,489
NET POSITION

Unrestricted $ 2,711,489
TOTAL NET POSITION $ 2,711,489

The notes to the financial statements are an integral part of this statement.



EDUCATIONAL SERVICE UNIT NO. 11
STATEMENT OF ACTIVITIES - CASH BASIS

For the Year Ended August 31, 2018

Program Cash Receipts

Net (Disbursement)

Fees, Fines, Operating Receipts and
Cash and Charges Grants and Changes in
Functions: Disbursements for Services Contributions Net Position
Governmental Activities:
Instruction $ (2,181,890) $ 2,114,252 $ - $ (67,638)
Support Services - Pupils (104,877) - - (104,877)
Staff Support (971,229) 245,340 17,149 (708,740)
General Administration (260,206) - - (260,206)
Business Support (57,404) - - (57,404)
Maintenance & Operation of Building (75,546) - - (75,546)
Federal Programs (380,016) - 377,631 (2,385)
Total Governmental Activities $ (4,031,168) $ 2,359,592 $ 394,780 (1,276,796)
General Receipts:
Property Taxes 1,277,129
Interest Income 14,479
Miscellaneous 41,338
Total General Receipts 1,332,946
Increase in Net Position 56,150
Net Position - Beginning of year 2,655,339
Net Position - End of year $ 2,711,489

The notes to the financial statements are an integral part of this statement.




EDUCATIONAL SERVICE UNIT NO. 11
STATEMENT OF CASH BASIS ASSETS AND FUND BALANCES
GENERAL FUND
August 31, 2018

General
Fund

ASSETS

Cash and Cash Equivalents (Note 1.D) $2,454,480
Cash at County Treasurers 257,009
TOTAL ASSETS $2,711,489
FUND BALANCES

Assigned $ 20,520
Unassigned 2,690,969
TOTAL CASH BASIS FUND BALANCES $2,711,489

The notes to the financial statements are an integral part of this statement.



EDUCATIONAL SERVICE UNIT NO. 11

STATEMENT OF CASH RECEIPTS, DISBURSEMENTS,
AND CHANGES IN FUND BALANCES - CASH BASIS

GENERAL FUND
For the Year Ended August 31, 2018

RECEIPTS

Property Taxes

Charges for Services

Interest Income

State Receipts

Federal Grants

Miscellaneous
TOTAL RECEIPTS

DISBURSEMENTS
Instruction
Support Services - Pupils
Staff Support
General Administration
Business Support
Maintenance & Operation of Building
Federal Programs
TOTAL DISBURSEMENTS

EXCESS OF RECEIPTS
OVER DISBURSEMENTS

Net Change in Fund Balances
CASH BASIS FUND
BALANCES - BEGINNING

CASH BASIS FUND
BALANCES - ENDING

General
Fund

$1,277,129
2,359,592
14,479
17,149
377,631
41,338

4,087,318

2,181,890
104,877
971,229
260,206

57,404
75,546
380,016

4,031,168

56,150

56,150

2,655,339

$2,711,489

The notes to the financial statements are an integral part of this statement.



EDUCATIONAL SERVICE UNIT NO. 11
NOTES TO FINANCIAL STATEMENTS
For the Fiscal Year Ended August 31, 2018

Summary of Significant Accounting Policies

The following is a summary of the significant accounting policies utilized in the accounting system
of Educational Service Unit No. 11 (ESU No. 11).

A. Reporting Entity

ESU No. 11 is a governmental entity established under and governed by the laws of the State of
Nebraska (State) and administrative regulations of the Nebraska Department of Education. ESU
No. 11 serves as an educational service provider to its member school districts and is managed by
the Educational Service Unit’s Board who are elected on a political ballot for four-year terms. As
a political subdivision of the State, ESU No. 11 is exempt from State and Federal income taxes.
The financial statements include all funds of ESU No. 11. ESU No. 11 has also considered all
potential component units for which it is financially accountable, as well as other organizations
that are either fiscally dependent on ESU No. 11 or maintain a significant relationship with ESU
No. 11, such that exclusion would be misleading or incomplete. The Governmental Accounting
Standards Board (GASB) has set forth criteria to be considered in determining financial
accountability. These criteria include appointing a voting majority of an organization’s governing
body, and (1) the ability of ESU No. 11 to impose its will on that organization, or (2) the potential
for the organization to provide specific financial benefits to, or impose specific financial burdens
on, ESU No. 11.

As required by Generally Accepted Accounting Principles (GAAP), these financial statements
present ESU No. 11 (the primary government). No component units were identified.

B. Basis of Presentation

Government-Wide Financial Statements. The Statement of Net Position — Cash Basis and
Statement of Activities — Cash Basis display information about the activities of ESU No. 11 and
are in the format of government-wide statements, as required by GASB Statement Number 34.
These statements include all the financial activities of ESU No. 11. Internal activities in these
statements were eliminated. Governmental Generally Accepted Accounting Principles (GAAP)
requires internal activity to be eliminated to minimalize double counting. ESU No. 11 reports
governmental activities only. Governmental activities are generally financed through taxes,
intergovernmental receipts, and other nonexchange transactions.

The Statement of Activities — Cash Basis demonstrates the degree to which the direct disbursement
of a given function or segment is offset by program receipts. Direct disbursements are those that
are clearly identifiable with a specific function or segment. Program receipts include the
following: 1) charges to customers or applicants who purchase, use, or directly benefit from goods,
services, or privileges provided by a given function or segment; and 2) grants and contributions
that are restricted to meeting the operational or capital requirements of a particular function or
segment. All other receipts not properly included among program receipts are reported instead as
general receipts. ESU No. 11 reported the following general receipts: Property Taxes, Interest
Income, and Miscellaneous Receipts.
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EDUCATIONAL SERVICE UNIT NO. 11

NOTES TO FINANCIAL STATEMENTS
(Continued)

Summary of Significant Accounting Policies (Continued)

Fund Financial Statements. The fund financial statements provide information about ESU No.
11’s funds. GAAP requires separate statements by fund category — governmental, proprietary, and
fiduciary. ESU No. 11 has only the governmental fund category. ESU No 11°s Board is the
highest level of decision-making authority and has the authority, by resolution, to establish,
modify, or rescind the commitment or assignment of a fund balance to a specific purpose. When
resources for a specific purpose are available in more than one fund balance classification, ESU
No. 11’s policy is to use resources in the following order: restricted, committed, assigned, and
unassigned. The emphasis of fund financial statements is on the major governmental fund. ESU
No. 11 reports the following major governmental fund:

General Fund. This is ESU No. 11’s primary operating fund. It accounts for financial resources
of the general government.

ESU No. 11 designates fund balances as follows:

Assigned. The fund balance has not been constrained by ESU No. 11 for a specific
purpose, but it has been separated based on the type of revenue. This amount is assigned
for employee cafeteria plan expenses.

Unassigned. This portion of the General Fund is not restricted, committed, or assigned for
a specific purpose.

C. Measurement Focus, Basis of Accounting

The accounting and financial reporting treatment applied to a fund is determined by its
measurement focus and basis of accounting. The accounting records of ESU No. 11 are maintained
and the government-wide financial statements were reported on the basis of cash receipts and
disbursements, which is in conformity with the accounting practices prescribed or permitted by
the State of Nebraska Department of Education. As such, the measurement focus includes only
those assets and fund balances arising from cash transactions on the Statement of Net Position —
Cash Basis and the Statement of Activities — Cash Basis. Receipts are recognized when received,
and disbursements are recognized when warrants are paid. This differs from governmental GAAP,
which requires the government-wide financial statements to be reported using the economic
resources measurement focus and the accrual basis of accounting. Under this measurement focus
and basis of accounting, receipts are recorded when earned, and disbursements are recorded when
a liability is incurred, regardless of the timing of related cash flows.

The governmental fund financial statements were also reported on the cash receipt and
disbursement basis of accounting. As such, the same measurement focus and basis of accounting
were used, as described above. This differs from governmental GAAP, which requires
governmental fund financial statements to be reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Under this measurement focus
and basis of accounting, receipts are recognized as soon as they are both measurable and available.
Receipts are considered to be available when they are collectible within the current period or soon
enough thereafter to pay liabilities of the current period. Disbursements are generally recorded
when a liability is incurred, as under accrual accounting. However, disbursements related to
compensated absences and claims are recorded only when payment is due.
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EDUCATIONAL SERVICE UNIT NO. 11

NOTES TO FINANCIAL STATEMENTS
(Continued)

Summary of Significant Accounting Policies (Concluded)

Taxes and other receipts collected by the county treasurers are included in receipts of ESU No. 11
in the year collected by the counties, and ESU No. 11 funds held by the county treasurers at year-
end are included as assets of ESU No. 11. This is in accordance with the requirements of the State
of Nebraska Department of Education.

D. Assets and Net Position

Cash and Cash Equivalents. ESU No. 11’s cash and cash equivalents are considered to be cash
on hand and demand deposits.

Capital Assets. Under the cash receipts and disbursements basis of accounting, capital assets are
not capitalized in the funds used to acquire or construct them. Instead, capital acquisitions are
reflected as disbursements in governmental funds. GAAP requires capital assets, which would
include property, plant, equipment, and infrastructure assets (e.g., roads, bridges, sidewalks, and
similar items), to be reported in the applicable governmental activities columns in the government-
wide financial statements.

Depreciation expenses on capital assets were not recorded on the cash basis financial statements.
Under GAAP, depreciation expenses would be recorded in the Statement of Activities. The cost
of normal maintenance and repairs that does not add to the value of the asset or extend asset life is
not capitalized.

Compensated Absences. Employees of ESU No. 11 earn paid sick days, vacation days, personal
days, and other time off depending on the length of service and position. ESU No. 11 maintains
records of cumulative days of leave. Sick leave is cumulative for up to 120 days. Vacation leave
is cumulative for up to 20 days based on years of employment. ESU No. 11’s policy is that
employees are not paid for unused paid leave either during or upon ending of employment except
as may be provided in the negotiated agreement with the designated association of certified
employees or in written employment contracts approved by the Board, and except as required by
law.

Budgetary Process and Property Taxes. ESU No. 11 is required by State law to hold public
hearings and adopt annual budgets for all funds on the cash basis of accounting. Total
disbursements for each fund may not exceed the total budgeted disbursements. The General Fund
is also subject to a total non-special education disbursement limit. Appropriations for
disbursements lapse at year-end. Any revisions to the adopted budget of total disbursements to
any fund require a public hearing. State statutes of the Nebraska Budget Act provide the prescribed
budget practices and procedures that governing bodies are required to follow. The amounts that
may be budgeted for certain specific funds are subject to various disbursements and/or tax levy
limitations.

The property tax requirement resulting from the budget process is utilized to establish the tax levy
in accordance with State statutes, which tax levy attaches as an enforceable lien on property within
the District as of January 1. Taxes are due as of that date. For counties with a population of less
than one hundred thousand, one-half of the real estate taxes due January 1 become delinquent after
the following May 1, with the second half becoming delinquent after September 1.
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EDUCATIONAL SERVICE UNIT NO. 11

NOTES TO FINANCIAL STATEMENTS
(Continued)

Deposits and Investments

The following deposits — including checking accounts, money market accounts, and certificates of
deposit — are all classified as cash and cash equivalents on the financial statements.

At August 31, 2018, ESU No. 11°’s carrying amount of deposits was $2,454,480. Bank balances
for all ESU No. 11 funds totaled $2,504,935. For purposes of classifying categories of custodial
risk, the bank balances of the ESU 11’s deposits, as of August 31, 2018, were either entirely
insured or collateralized with securities held in ESU No. 11’s name in the form of joint safekeeping
receipts. State law requires all funds in depositories to be fully insured or collateralized, and ESU
No. 11’s policy is to require depositories to provide pledged securities to cover deposits in excess
of FDIC limits.

Retirement System

The Retirement System for Nebraska Schools (Plan) is a cost-sharing multiple-employer defined
benefit pension plan administered by the Nebraska Public Employees Retirement Board (NPERB)
in accordance with the provisions of the School Employees Retirement Act. The Plan provisions
are established under Neb. Rev. Stat. 8§ 79-901 through 79-977.03 (Reissue 2014, Cum. Supp.
2016, Supp. 2017) and may be amended through legislative action.

Participation in the Plan is required of all regular full-time or part-time employees who work 20
or more hours per week.

ESU No. 11 employees contribute 9.78% of their total compensation. In addition, ESU No. 11
contributes an amount equal to 101% of the employee’s contribution. The contribution rates are
established by Neb. Rev. Stat. 8 79-958 (Supp. 2017) and may be amended through legislative
action. The employee’s and employer’s contributions are kept in separate accounts. The
employee’s account is fully vested. The employee is fully vested after five years of creditable
service. The Plan’s financial statements, including pension costs and obligations, are audited
annually and can be obtained from the State of Nebraska Public Employees Retirement System.

For the year ended August 31, 2018, ESU No. 11 employees contributed $231,837, and ESU No.
11 contributed $234,155.

Risk Management

ESU No. 11 is exposed to various risks of loss related to the following: torts; theft of, damage to,
and destruction of assets; errors and omissions; injuries to employees; and natural disasters. ESU
No. 11 maintains commercial insurance coverage covering Business Property, Building, Business
Auto, Worker’s Compensation, and Business Liability.

ESU No. 11 has not paid out any amounts that exceeded coverage in the last three fiscal years.
There were no significant reductions in insurance coverage from the prior year coverage.
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EDUCATIONAL SERVICE UNIT NO. 11

NOTES TO FINANCIAL STATEMENTS
(Concluded)

Operating Leases

ESU No. 11 leases copiers and other equipment under operating leases. Operating lease payments
for the year ended August 31, 2018, totaled $5,433. The future minimum annual lease payments
for all operating leases, as of August 31, 2018, are as follows:

Governmental
Year Activities
2019 $ 5,889
2020 3,172
2021 456
2022 456
2023 456
Total $ 10,429
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EDUCATIONAL SERVICE UNIT NO. 11
BUDGETARY COMPARISON SCHEDULE - BUDGET AND ACTUAL

GENERAL FUND - CASH BASIS
For the Year Ended August 31, 2018

RECEIPTS

Property Taxes

Charges for Services

Interest Income

State Receipts

Federal Grants

Miscellaneous
TOTAL RECEIPTS

DISBURSEMENTS
Instruction
Support Services - Pupils
Staff Support
General Administration
Business Support
Maintenance & Operation of Building
State Programs
Federal Programs
TOTAL DISBURSEMENTS

EXCESS (DEFICIENCY) OF RECEIPTS
OVER DISBURSEMENTS

Net Change in Fund Balance
FUND BALANCE - BEGINNING
FUND BALANCE - ENDING

Variance with

Final Budget
Original Final Positive
Budget Budget Actual (Negative)
$1,243,189  $1,243,189 $ 1,277,129 $ 33,940
2,893,196 2,893,196 2,359,592 (533,604)
4,000 4,000 14,479 10,479
205,000 205,000 17,149 (187,851)
419,505 419,505 377,631 (41,874)
269,651 269,651 41,338 (228,313)
5,034,541 5,034,541 4,087,318 (947,223)
2,367,537 2,367,537 2,181,890 185,647
111,225 111,225 104,877 6,348
1,620,844 1,620,844 971,229 649,615
282,423 282,423 260,206 22,217
139,345 139,345 57,404 81,941
86,982 86,982 75,546 11,436
55,000 55,000 - 55,000
371,505 371,505 380,016 (8,511)
5,034,861 5,034,861 4,031,168 1,003,693
(320) (320) 56,150 56,470
(320) (320) 56,150 56,470
2,182,995 2,182,995 2,655,339 472,344
$2,182,675 $2,182,675 $ 2,711,489 $ 528,814
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EDUCATIONAL SERVICE UNIT NO. 11

SCHEDULE OF RECEIPTS AND DISBURSEMENTS
GENERAL FUND PETTY CASH - CASH BASIS

For the Year Ended August 31, 2018

Actual

Receipts:
Transfers from Other ESU No. 11 Bank Accounts
Interest
Receipts from QOutside Sources

$

1,877
385
20,481

Total Receipts

Disbursements:
Charges and Services
Transfer to Other ESU No. 11 Bank Account

22,743

10,438
11,602

Total Disbursements

Excess of Receipts Over Disbursements

22,040

12,305
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EDUCATIONAL SERVICE UNIT NO. 11
SCHEDULE OF RECEIPTS AND DISBURSEMENTS
GENERAL FUND DEVELOPMENTAL DISABILITIES ACCOUNT
CASH BASIS
For the Year Ended August 31, 2018

Actual
Receipts:
Federal Reimbursement $ 164
Disbursements:
Other Charges and Services $ 3,649
Deficit of Receipts Over Disbursements $ (3,485)
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EDUCATIONAL SERVICE UNIT NO. 11
SCHEDULE OF RECEIPTS AND DISBURSEMENTS
GENERAL FUND CAFETERIA PLAN ACCOUNT
CASH BASIS
For the Year Ended August 31, 2018

Actual
Receipts:
Employee Contributions $ 25,655
Disbursements:
Reimbursements to Employees $ 23,752
Excess of Receipts Over Disbursements $ 1,903
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EDUCATIONAL SERVICE UNIT NO. 11
INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT
OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Educational Service Unit No. 11 Board
Holdrege, Nebraska

We have audited, 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, the financial statements of the governmental activities and
the major fund of ESU No. 11, as of and for the year ended August 31, 2018, and the related notes to the
financial statements, which collectively comprise ESU No. 11’s basic financial statements, and have
issued our report thereon dated November 30, 2018. The report notes the financial statements were
prepared on the basis of cash receipts and disbursements.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered ESU No. 11’s internal
control over financial reporting (internal control) to determine the audit procedures that are appropriate in
the circumstances for the purpose of expressing our opinions on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of ESU No. 11’s internal control. Accordingly, we
do not express an opinion on the effectiveness of ESU No. 11’s internal control.

Our consideration of internal control was for the limited purpose described in the preceding paragraph and
was not designed to identify all deficiencies in internal control that might be material weaknesses or
significant deficiencies and, therefore, material weaknesses or significant deficiencies may exist that were
not identified. However, as discussed below, we identified a certain deficiency in internal control that we
consider to be a significant deficiency.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a combination
of deficiencies, in internal control such that there is a reasonable possibility that a material misstatement
of ESU No. 11’s financial statements will not be prevented, or detected and corrected, on a timely basis.

A significant deficiency is a deficiency, or combination of deficiencies, in internal control that is less
severe than a material weakness, yet important enough to merit attention by those charged with
governance. We consider the following deficiency in ESU No. 11°’s internal control to be a significant
deficiency:
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e ESU No. 11 lacked a segregation of duties, as one person could handle all aspects of processing a
transaction from beginning to end. Good internal control includes a plan of organization, procedures,
and records designed to safeguard assets and provide reliable financial records. Inadequate
segregation of duties could lead to the misappropriation of assets or improper reporting. Due to a
limited number of personnel, an adequate segregation of duties may not be possible without additional
cost.

ESU No. 11 Response: ESU 11 has taken numerous steps to improve oversight of the financials. During
the 2018-19 year we implemented an online requisitioning system with an approval tree that requires
approval by the administrator prior to purchasing. Once invoices are processed, the administrator
reviews all invoices and approves them before being presented to the elected board of ESU 11 to be
approved in a meeting open to the public.

With regard to payroll, all payroll reports, hours worked, benefits, wages, withholdings, and net pay
amounts are reviewed by the administrator and reports initialed. Once approved the payroll is processed
and the administrator receives emails from the bank showing the amounts transferred for payroll. The
administrator matches those amounts against the paper reports previously initialed and the amounts
provided on the treasurers report at the monthly ESU 11 Board meetings.

All receipts for billings are processed by the administrative assistant prior to being entered into our
accounting software and deposited in the bank by the business manager.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether ESU No. 11°s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit and, accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.

Additional Items
We also noted certain matters that we reported to the management of ESU No. 11 in a separate letter dated
November 30, 2018.

ESU No. 11’s Response to Findings

ESU No. 11’s response to the findings identified in our audit is described above. ESU No. 11’s response
was not subjected to the auditing procedures applied in the audit of the financial statements and,
accordingly, we express no opinion on it.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the result of that testing, and not to provide an opinion on the effectiveness of ESU No. 11’s internal
control or on compliance. This report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the ESU No. 11°s internal control and compliance.
Accordingly, this communication is not suitable for any other purpose.

ﬁwfwjuwd_A

Zachary Wells, CPA
November 30, 2018 Audit Manager
Lincoln, Nebraska
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November 30, 2018

Educational Service Unit No. 11 Board
Holdrege, Nebraska

Dear Educational Service Unit No. 11 Board:

We have audited the basic financial statements of Educational Service Unit No. 11 (ESU No. 11) for the
fiscal year ended August 31, 2018, and have issued our report thereon dated November 30, 2018. In
planning and performing our audit of the basic financial statements of ESU No. 11, we considered internal
control in order to determine our auditing procedures for the purpose of expressing our opinion on the
basic financial statements. An audit does not include examining the effectiveness of internal control and
does not provide assurance on internal control. We also performed tests of ESU No. 11°s compliance with
certain provisions of laws, regulations, contracts, and grants.

During our audit, we noted certain matters involving internal control over financial reporting and other
operational matters that are presented here. These comments and recommendations are intended to
improve the internal control over financial reporting or result in operational efficiencies in the following
areas:

Segregation of Duties

Good internal control includes a plan of organization, procedures, and records designed to safeguard assets
and provide reliable financial records. A system of internal control should include a proper segregation
of duties, so no one individual is capable of handling all phases of a transaction from beginning to end.

We noted ESU No. 11 lacked a segregation of duties, as one person could handle all aspects of processing
a transaction from beginning to end. This person handles cash receipts, manages the accounting records,
processes payroll, prepares deposits and checks, and reconciles the bank statements. A lack of segregation
of duties increases the risk of possible errors or irregularities. In order to decrease this risk, the ESU No.
11 Administrator reviews and documents his approval of all disbursements, including payroll, prior to
payment. In addition, the ESU No. 11 Board reviews a listing of all receipts and checks, is presented with
the bank and other investment balances as part of the Board Treasurer’s Report, which is approved by the
Board at the monthly meetings, and signs the checks written for payment. However, due to a limited
number of personnel, an adequate segregation of duties may not be possible without additional cost. This
was also noted in prior audits.

We recommend ESU No. 11 review this situation. As always, ESU No. 11
must weigh the cost of hiring additional personnel versus the benefit of a
proper segregation of duties.



ESU No. 11 Response: ESU 11 has taken numerous steps to improve oversight of the financials. During
the 2018-19 year we implemented an online requisitioning system with an approval tree that requires
approval by the administrator prior to purchasing. Once invoices are processed, the administrator
reviews all invoices and approves them before being presented to the elected board of ESU 11 to be
approved in a meeting open to the public.

With regard to payroll, all payroll reports, hours worked, benefits, wages, withholdings, and net pay
amounts are reviewed by the administrator and reports initialed. Once approved the payroll is processed
and the administrator receives emails from the bank showing the amounts transferred for payroll. The
administrator matches those amounts against the paper reports previously initialed and the amounts
provided on the treasurers report at the monthly ESU 11 Board meetings.

All receipts for billings are processed by the administrative assistant prior to being entered into our
accounting software and deposited in the bank by the business manager.

Federal Payroll Testing

We selected seven employees for payroll testing, and noted two of these employees were partially paid
from the District Targeted Improvement Plan Support (DTIPS) Federal grant received from the Nebraska
Department of Education (NDE). The two employees were paid based on a budgeted amount of time
worked on the grant, rather than on actual hours worked.

The time and effort logs submitted to NDE for the grant showed that the two employees were compensated
more than the amount of time actually worked on the grant. We calculated an overpayment of grant funds
totaling $18,982 for both employees for the fiscal year. A total of $33,785 was paid for salaries for this
grant during the fiscal year.

Pay Period Tested

Amount
Amount Supported by
Paid Time and
Pay Period Tested by Grant Effort Logs Variance
Employee 1 May 1-14, 2018 $ 762 | $ 0| $ 762
Employee 2 December 1-31, 2017 $ 384 | $ 112 | $ 272
Total for September 1, 2017, to August 31, 2018
Amount Support
Salary Paid by Time and
Employee | from Grant Effort Logs Variance
Employeel | $ 19954 | $ 4,574 $ 15,380
Employee 2 | $ 4612 | $ 1,010 $ 3,602

According to ESU No. 11 staff, the time and effort logs reflected the amount of time the employee
recorded as working on the grant but did not include other miscellaneous time worked on the grant,
including conversations with districts, NDE, ESU staff, etc.

2 CFR 8 200.430(h)(8)(i)(1) (January 1, 2018) states, in relevant part:

Charges to Federal awards for salaries and wages must be based on records that accurately reflect the work
performed. These records must: (i) Be supported by a system of internal control which provides reasonable assurance
that the charges are accurate, allowable, and properly allocated.
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When charges to the Federal award are not based on actual hours worked, ESU No. 11 is not in compliance
with Federal regulations.

We recommend ESU No. 11 implement procedures to ensure charges to the
Federal grant for salaries are based on actual hours worked rather than
budgeted amounts.

ESU No. 11 Response: We will start conducting monthly checks to make sure that our employees who are
being paid partially through federal grant dollars, are keeping track of and logging work hours that reflect
the portion of their salary being paid for with federal grant awards.

ol i

It should be noted this report is critical in nature, as it contains only our comments and recommendations
on the areas noted for improvement and does not include our observations on any strong features of ESU
No. 11.

Draft copies of this report were furnished to ESU No. 11 to provide management with an opportunity to
review the report and to respond to the comments and recommendations included in this report. All formal
responses received have been incorporated into this report. Responses that indicate corrective action has
been taken were not verified at this time, but they will be verified in the next audit.

This report is intended solely for the information and use of ESU No. 11, the appropriate Federal and
regulatory agencies, and citizens of the State of Nebraska, and it is not intended to be, and should not be,
used by anyone other than these specified parties. However, this report is a matter of public record, and
its distribution is not limited.

Sincerely,
Zachary Wells, CPA
Audit Manager



