












































































































































































































































Local/county sh~re of district revenues increased - Revenues from local/county sources
increased nearly 100 percent from 1984 to 1993, rising from 37 percent to 46.6 percent of
the total. At 42 percent in 1993, state funds continue to provide significant revenues.

Federal Trends - Overall, federal funds are decreasing as a portion of total environment and
natural resource spending. New programs or initiatives generally command new dollars, but the
general expectation is for state and local governments to draw on other sources of revenue.

Negative funding - Threat of removal of highway funding has been used several times to
encourage state compliance with federal mandates, including those for wastewater treatment
and clean air.

Decreased federal agency funding - In adjusted dollars, EPA's operating budget was the
same in 1991 as it was in 1979, despite growth in program responsibilities. USDA has cut
both staff and programs, decreasing its ability to offer technical assistance. Continued cuts
are imminent.

Decreased commitment to parks and recreation _. Land and water conservation fund
grants to Minnesota for state and local parks fell in the 1980s to the initial 1965 level. This
resulted from actual fund reductions and increases in the portion of the fund retained to
cover federal agency operations (figure 8).

Move from grants to loans for mandate compliance - A cornerstone of the federal Clean
Water Act was the municipal grant program, designed to defray most of the costs of
compliance with the act's wastewater treatment requirements. In the late 1980s, these grants
were phased out. Federal funds are now supplied to help capitalize revolving loan funds for
treatment plant construction. This approach has been extended to nonpoint source pollution
control corrections and likely will be used to help communities meet Safe Drinking Water
Act requirements.

Minnesota Compared - Minnesota state and local governments spend more than most states
on environment and natural resources. Comprised of spending in natural resources,
parks/recreation, sewerage and other sanitation (predominately solid waste), Minnesota's per
capita spending increased by more than 22 percent from 1980 to 1990 (in 1993 dollars). In both
years, spending was similar to Wisconsin's (figure 9).

In general, comparisons are difficult. The services offered and challenged faced by states vary
greatly. For example, Alaska spends 163 percent more per capita than the next highest state due
to its low population relative to natural resources. Per capita, in 1990 Minnesota ranked:

7th in parks and recreation spending - Minnesota spent 76 percent more than the median
and 34 percent less than the highest ranking state, Alaska. Minnesota spent nearly $98 per
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capita.

8th in sewerage spending - At slightly more than $96 per capita, Minnesota spent 39
percent more than the median and 32 percent less than Delaware, the highest spending state.

18th in natural resource spending - Minnesota spent 84 percent less per capita than
Alaska, the highest spending state and 21 percent more than the median. Our spending in
1990 was $67 per capita.

19th in other sanitation - At $42 per capita, Minnesota spent 22 percent more than the
median and nearly 60 percent less than the highest ranking state, Hawaii.

ENVIRONMENT/NATURAL RESOURCE PAYOFFS

Overall
l1li ranked 5th in protecting the environment in an analysis of how well the 50 states take

care of their air, water:-and·lcind (1992)

Natural Resources
l1li 66 state parks (1990); only three states had more park land (1993)
l1li Ranked 8th in state parkland per 100 citizens (4.59 acres) (1990)
l1li Park attendance increased 48% from 1985 to 1989, to nearly 8 million (1990)
l1li Nation's largest system of Scientific and Natural Areas (1991)
l1li Largest state trail system in country (1992)
l1li 2nd highest amount of public land open to hunting (1993)

Tourism
l1li Ranked 18th in business receipts from tourism, and 18th in per capita business

receipts from tourism (1990)
l1li Sold more fishing licenses per person than any other state (1993)
l1li Has second highest rate of participation in outdoor wildlife-related recreation in the

nation (1993)
l1li Ranks first in number of snowmobiles and recreational watercraft per capita (1993)

Pollution Control
l1li Reduced air quality violations from 597 in 1971 to nine in 1991
l1li Went from 1,500 open dumps in 1967 to 49 permit-control landfills in 1992
l1li Adopted state hazardous waste cradle-to-grave regulatory system in 1979, ahead of

the national program
l1li Elinimated tire dumps; received national innovation award for waste tire program
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SHutl'lNG APPROACHES AND EMPHASIS

Environment and natural resources - clean air, abundant high-quality lakes and streams, forests,
productive farmlands, wildlife - always have been an important part of Minnesota's sense of
place, quality of life and economy. Our approaches to managing and protecting them have
changed over time, but the commitment remains.
In general, Minnesota has increased its efforts in all areas of environmental protection and
resource management over the past 15 to 20 years. Some efforts address new threats, some the
demands of an increasing and changing population. Others recognize that new approaches can
yield better results.

Emphasis shifted from traditional areas of resource management to pollution control and waste
management. While the state's commitment to resource management remains high, funding has
flattened. DNR inflation-adjusted funding increased 1 percent from FY90 to FY91, 1.5 percent
from FY91 to FY92 and decreased 1.8 percent from FY 92 to FY93. Concentration on highly
visible problems - belching smokestakes, raw sewage discharges - is giving way to concern
with the unseen - toxic pollutants in the air, carcinogens in groundwater. Finally, efforts are
shifting from controlling the actions of a few people to influencing the behavior of everyone.

Cleanup to prevention - Major investments have been made in cleaning up past problems.
Problems from inadequate sewage treatment plants, leaking landfllls, growing tire piles ­
problems resulting from our past practices - demanded attention. At the same time,
requirements to prevent these and other problems from reoccurring were being developed. The
hazardous waste tracking system, pesticide container "rinse and win" program, household
hazardous waste pickups, stringent permits for industries and wastewater treatment plants, local
water planning, well-construction requirements and wellhead protection are but a few of
Minnesota's efforts to prevent future problems.

While prevention is viewed as the key, the environmental deficit still remains high. Many miles
of streams remain unsuitable for swimming and fishing; many waste sites await remediation.
Cleanup will be a major part of costs for many years to come.

Point to nonpoint source - Pollution control efforts in the 1970s and early 1980s centered on
controlling pollution from industrial and municipal dischargers, pollution that came from a
specific point. Through the 1980s, many new efforts were added dealing with more dispersed
sites of pollution - hazardous waste disposal sites, underground storage tanks, landfills. More
recently, efforts have expanded to cover problems caused by the "normal" activities of many or
most people - what the homeowner throws in the trash, what the farmer puts on the land, how
the developer clears the land.

Program management to resource management - Programs had been managed in isolation,
leading to unplanned-for consequences. Pollution was switched from water to air and back again.
Pollutants were removed from water creating a waste disposal problem. Wastes were incinerated,
creating an air quality problem. Air contaminants were removed, creating a waste disposal
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problem. In other areas, fisheries managers focused on lakes and streams, only to find that
pollutants from the air and in runoff thwarted their efforts.

Now efforts such as the Clean Water Partnership projects and DNR ecoregion approaches
attempt to pull agencies and levels of government together to integrate programs and manage
resources.

Regulation to education, assistance and incentives - Along with the change to nonpoint
sources came the recognition that the old approach of issuing permits and enforcing rules was
not well-suited to influencing behavior. Both prevention and nonpoint source control required
governments to change from regulators to partners.

More demands are placed on the state to manage issues and provide an overall perspective. The
state is becoming more involved in assessments, fmancing, coordinating, providing information
and offering incentives to do the right thing. DNR's mission now includes providing technical
assistance and helping local governments. Minnesota Department of Health issues more
advisories on fish consumption and other issues to educate the public on how to r~uce risks.

Government is changing the way it regulates-aswell:n is moving from "command and 'control"
to defining outcomes, providing incentives, and exercising less direct implementation ofcontrols.
It also is working to stabilize cost for business by streamlining permitting.

Grants to loans - From 1967 through the early 1990's more than $1.2 billion in state and
federal funds were granted to Minnesota communities for wastewater treatment projects needed
to meet federal and state requirements. These grant funds have been replaced with a revolving
loan fund, placing greater financial burdens on communities. This approach was extended in
1994 to cover nonpoint source issues, including feedlot systems, sealing abandoned wells,
upgrading septic systems and controlling storm water. Loans for compliance with Safe Drinking
Water Act requirements likely will be added to the mix when that federal act is reauthorized.

State control to local control - Efforts are c;ontinuing to decentralize environmental protection
and resource management. Approaches include dispersing state agency staff into regions,
delegating authority to local units of government and assisting local units in carrying out their
responsibilities. PCA has had a threefold increase in regional staff over the past several years.
Numerous counties now regulate feedlots and numerous county Boards of Health manage the
food, beverage and lodging program, to name just two delegations.

The state is being drawn into zoning and land use conflicts which local governments are best
able to handle. They are often in the best position to influence behavior and deal with nonpoint
source problems. The shoreland management and local water planning efforts are good examples
of the state guidance and assistance with local government implementation. Local comprehensive
land use plans might offer the best tool for preventing problems and minimizing conflicts.

Federal control to ? - Shifts in federal programs are mixed. Under Superfund, EPA is
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reducing its oversigh! and granting states more flexibility as to where funds can be used. The
next federal reauthorization likely will simplify requirements. However, under the Safe Drinking
Water Act, EPA is becoming more directive and perscriptive, to the point of micromanaging the
state's efforts.

Narrow focus to broad focus - The focus of efforts continues to expand. The 1980s and early
1990s brought new efforts to deal with shoreland management, wetland protection, groundwater
protection, nonpoint source pollution and landfills. It also brought an emphasis on problems of
individuals. Safe Drinking Water Act amendments redefined public to include a much broader
array of facilities and broader public protection. Health risk efforts expanded beyond industrial
exposures to include lead, asbestos and radon exposures in schools and homes. Environmental
justice and the needs of the poor and disabled are emerging.

Reductions in monitoring - Emphasis on monitoring has decreased, with less monitoring and
testing. Baseline monitoring is largely gone, as is funding for ambient monitoring. This has
reduced our ability to document effectiveness of programs.

DRIVERS OF CHANGE

Changes in environment and natural resource spending resulted from increased information on
the effects of pollutants and knowledge of resource management and ecosystem health. However,
issues and the rate at which we tackle them are politically as well as scientifically driven and
will likely continue to be so.

Federal actions - Increased spending and new programs often are responses to federal
mandates. Federal laws governing air, water, solid and hazardous' waste and pesticides allIed
to major Minnesota efforts in the 1970s, 1980s and 1990s. Inflexibility and uniform requirements
in some cases caused unneccessary spending. In other cases, the availability of federal funds
distorted state priorities, leading to funding of lower priority projects and programs.

Laws and regulations change constantly, continually driving spending changes. The Occupational
Safety and Health Administration is proposing requirements for indoor air at nonindustrial sites,
which would likely take effect in three to five years. Federal construction regulations are under
development for lead removal contractors. Safe Drinking Water Act requirements' may be
expanded to cover standards and regulations for private water systems. These all will likely lead
to the need for state licensing requirements and regulatory efforts. Possible ozone standard
changes would make the Twin Cities an air quality nonattainment area, requiring a major
commitment of staff and resources to address.

Government's perceived role - The role government defines for itself reflects changing social
and economic situations and drives spending. Current roles include protecting all people,
maintaining and enhancing the resources base for economic development, restoring the
environment and meeting recreational demands. Principles of environmental justice and equal
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access are new drivjng forces, along with redeveloping and cleaning up older inner city
properties.

Some governments are changing their role in environmental management as they become more
educated and aware. They are developing their own initiatives and funding requests and hiring
their own experts.

Public demand, desires and expectations - Heightened awareness, knowledge and interests
drive spending. Special and general interest environment and recreation organizations and
publications abound. Environment and resource matters are routinely covered in the new media.
Many more people are working in environmental areas and are fishing, biking or otherwise using
and enjoying Minnesota's resources. They know how to voice their demands.

People's demands have led to new trails for hiking, biking, skiing and snowmobiling, new parks
and more developed parks with facilities for recreational vehicles and the disabled. In addition
to'development costs, many of these new demands require higher maintenance costs.

Expectations also drive costs. Communities and individuals expect to get the same assistance in
meeting requirements for wastewater," feedlot and other' improvements that-their 'neighbors got.
The public expects equitable treatment from government.

Public perception - Public misperception of risk causes large commitments of resources to low
risk issues. Things that people smell and see - those daily reminders - demand attention.
Media-covered incidents drive change. A recent EPA Science Advisory Board study reported
by GAO found that EPA's funding priorities are more closely aligned with public opinion about
risks than with scientific facts. The same is true at the state level. Hazardous waste sites and
underground petroleum storage tanks, for example, receive extensive public attention and
government resources, but are considered relatively low risk. However, indoor air pollution,
considered to be of greater risk by scientists, receives little.

Costs - High costs can lead to changes. Regulatory compliance and other monitoring costs have
risen substantially. Recent Safe Drinking Water Act amendments, for example, require
monitoring of more than 80 contaminants at public water supplies. Laboratories can measure
more parameters to ever smaller amounts. Often monitoring and evaluation requirements are
driven by this ability. However, costs will neccessitate rethinking of what is actually needed.

Costs have driven and will continue to drive changes in approaches to hazardous waste and other
cleanup efforts. Costs of total cleanup - restoring an area to its natural, unpolluted state - are
often prohibitive. Containing the contamination may increasingly be the only affordable option.
Congress is debating this issue now, as it considers Superfund changes.

Fees - The ability to charge fees also drives spending and programs. It can determine and
distort priorities. The Petro Fund program, for example, was enacted more due to the fact that
fees could be charged to cover program costs than to its priority relative to other environment
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or health risks. Willi~gness to pay will push or kill programs and priorities, regardless of need.

Land use planning - The degree to which land management activities and other prevention
approaches occur will influence future costs. Land use planning, wellhead protection and other
actions by state and local governments to prevent problems save money. Correcting problems
is much more costly. Since 1992, for example, 26 communities have spent more than $44
million to provide safe drinking water following groundwater contamination of their wells.

FUNDING ISSUES

Ideally, funding for environment and natural resource efforts should be adequate to address high
priority needs, flexible to account for changing needs and crises and stable. Funding should
encourage behavior government wants to encourage and be fairly distributed, not placing burdens
on parties with limited ability to pay. It should not rely on money from one group of benefiting
parties, when others also benefit. Finally, it should allow for integrated resource management,
since environment and natural resource issues can almost never be successfully managed in
isolation.

Needs or wishes - As funding tightens, more attention must be given to determining what we
need versus what we may wish to have - or is easy to get. Specific criteria and procedures to
evaluate demands and allocate resources would help policy makers and program managers decide
where it is most important to spend resources. Discussion of how to fund efforts should be
secondary. Needs testing also can help in fine-tuning programs, such as ensuring that money for
well abandonment only goes to high priority wells.

Funding large projects - Significant resources will continue to be required to correct past
problems and maintain existing infrastructure. Numerous wastewater treatment needs are yet to
be met. A Coalition of Greater Minnesota Cities' survey of 44 cities found more than $116
million for wastewater treatment needs over the next six years. Water supply and stormwater
needs increase needs to more than $270 million. Extrapolation of the survey results to all cities
outside the Metro Area with populations of more than 1,000 suggests needs approaching $550
million. MHO reports that many drinking water systems exceed limits for hard-to-remove
constituents, such as arsenic, radon and sulfates.

Most pollution control assistance now comes in the form of loans. Increasing requirements and
the rising costs of projects might make loans and loan repayment less feasible for many
communities. Operations costs alone might become prohibitive, particularly for communities
with large proportions of low and fixed income people. The Coalition of Greater Minnesota
Cities estimates near-future per-household water and sewer bills at $600 to $700 per year ­
including $200 to $300 per year for operation and maintenance.

Combined sewers also will continue to demand attention. While the Twin Cities CSO problems
are nearly solved, problems in other cities still must beaddressd. These cities might expect the
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same help that the Tyvin Cities got. In 1994, the legislature committed future bond funds to
landfill cleanup, recognizing that existing revenue sources were inadequate to cover needs.

Substantial deferred maintenance on portions of the state's parks and recreation facilities aiso
must be addressed. These and enhancements are needed to meet the public's needs and maintain
our position as a desired tourist destination.

Fees, the mixed blessing - Fees can provide funding stability, but also can lead to inflexible
programs. The PCA has moved to fees with excellent results. The federal Clean Air Act
.mandated that all program costs be covered by fees, and mandated the structure of the fees.
Ambient monitoring and other program activities were viewed as services to the regulated
community and covered by the fees. This broad-based approach to fees and funding provides
both stability and flexibility. However, this is not the case with all fee-supported efforts.

Some fee structures provide unstable funding. For example, MDH's well program is funded
through charges on new well construction. This economy-linked fee can lead to wide swings in
program funding, unless reserves can be accumulated in good years.

Many fee-based programs provide managers with limited flexibility and lead to management of
programs instead of resources. Permittees become the clients instead of the general public.
Managers have limited latitude to respond to requests from local units of government for
assistance in local water planning, to investigate a citizen's concern with a possible contaminated
well or to mobilize resources to address the next encephalitis outbreak or flood.

In addition, some fees and programs are too narrowly focused, both in terms of who is charged
or assessed and how the funds may be used. The tourism industry benefits from snowmobile
trails, but pays no part of trail development. Shoreland owners pay no extra fees for water
resources management, yet they benefit more than the general population. Fisherman benefit
from watershed management efforts that improve water quality and habitat, but resist use of
permit fees for broader environmental improvements.

Specific criteria should be developed to determine when it makes sense to base program costs
on user fees and when IIcommon good II suggests that broad-based funding is most appropriate.
Stability and flexibility must be considered when sources are defined and spending parameters
established.

Funding new efforts - Finding the resources for emerging needs will become more difficult,
particularly in cases where fees are not clearly applicable. Issues with less media coverage tend
to be put off. Ones requiring smaller commitment are expected to be absorbed into existing
operations. However, this is often at the expense of ongoing efforts.

Monitoring - Effectiveness of environmental protection and resource management efforts can
best be gaged by measuring changes in environmental conditions - not by measuring levels of
program or regulatory activities. Yet funding for monitoring and research to support programs

•
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is difficult to obtain. ~aseline monitoring, not easily tied to fees, has been routinely cut. LCMR
and other two-year funding cycle approaches do not provide the long-term stability need~ to
track changing environmental conditions. Environment and natural resource indicators and
population-based data should serve as overall measures of change and program effectiveness.

Integrated resource management - Many programs have become narrowly focused, with strict
requirements for using funds only within the program. This compartmentalized approach to
funding, illustrated by the increased number of special funds and dedicated accounts, inhibits
flexibility and integrated resource management. Successful resource management must cut across
disciplines, integrating wildlife, wetland, pollution and other concerns.

Multiple funds, earmarked for specific uses, can impose micromanagement, leaving program and
resource managers with little flexibility to respond to issues or shift resources among programs
as workloads change. To gain flexibility, the public must be better informed on the need for
integrated managment - that using targeted fees for larger resource management will benefit
their individual cause.
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Figure 1

State Environment and Natural Resource Spending
FY80 to FY93 in 1993 Dollars
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State Environment/Natural Resources Figure 2
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CHANGE IN ENVIRONMENT AND N
RESOURCES SPENDING

1980...1990
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'Figure 4
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Figure 5

ENVIRONMENT AND NATURAL RESOURCE BONDING
1981-1994
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ater Conservation Districts
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Financial Audit Division'

The Office of the Legislative Auditor is
responsible for financial audits of
funds administered by the executive
and judicial branches of state
government. The audits are conducted
by the office's Financial Audit
Division. The division has a staff of
approximately forty governmental
accounting and auditing
professionals, the majority of whom
are Certified Public Accountants.

The Financial Audit DiVision does its
work in accordance with standards
established by the American Institute
,of Certified Public Accountants and
!~he Comptroller General of the United
.:;tates. Annually, the division
>erforms a Statewide Financial Audit

the state's financial statements. The
udit reviews the major financial

systems maintained by the state's
largest thirty departments. The
Statewide Audit also includes a
"Single Audit" which tests whether
agencies are adhering to federal
YI~quirements in the administration of

federally assisted programs. The
division also conducts approximately
thirty to forty financial and
compliance audits of individual
agencies or institutes each year. after
the Statewide audit is completed.

In addition ~o financial audits, the
Office of the Legislative Auditor
performs program evaluations
through a Program Evaluation

.Division.

The Legislative Auditor is appointed
by the Legislative Audit Commission
for a six year term. The Financial
Audit Division and the Program
Evaluation Division are each under
the direction of a deputy legislative
auditor. All audit. evaluation, and
investigation reports are solely the
responsibility of the Legislative
Auditor and his staff, and they are
available on request from the office.
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ENVIRONMENT AND NATURAL RESOURCES TRUST FUND

SELECTED SCOPE FINANCIAL AUDIT
FOR THE PERIOD JULy 1,1991 - FEBRUARY 28,1994

Public Release Date: September 14, 1994 No. 94-48

AGENCY BACKGROUND

The Environment and Natural Resources Trust Fund was established by constitutional
amendment in November 1988. It provides a long-tenn pennanent and stable source of funding
for natural resources. The legislature authorized the first appropriations from the trust fund in
1991. The appropriations, which totaled $14,960,000, were made to nine different agencies and
were available for the period Julyl, 1991 through June 30, 1993. As of February 28, 1994, the
agencies had spent $13,734,398 of the appropriated funds.

SELECTED AUDIT AREAS

As provided in Minn. Stat. Section 116P.04, Subd. 5, the objective of our audit was to
detennine of trust fund expenditures were made for the purposes provided in the Legislative
Commission on Minnesota Resources budget plan. We selected a sample of departments and
individual projects for review. We perfonned tests of project activity at the Board of Water and
Soil Resources, the Department of Natural Resources, the Department of Education, and the
Department ofAdministration.

~ Board ofWater and Soil Resources Projects
The Board of Water and Soil Resources (BWSR) received funding of $2,060,000 for six

trust fund projects. We found problems with three of the six projects. The board did not ade­
quately monitor close out of the well sealing project grants. In addition, the board did not have
timely written commitments from some landowners for two easement projects.

~ Department ofNatural Resources Projects
The Department of Natural Resources (DNR) had 16 trust fund projects funded from

$5,760,000 in appropriations and $35,000 in grant receipts. We had concerns on three of the
eight projects we reviewed at DNR. The department purchased a large amount of equipment at
the end of one project. In addition, the department1s accounting procedures for one project's
required match needed improvement. Also, the department did not exercise adequate oversight
for one project.

~ Department ofEducation Projects
The Department of Education (DOE) had two projects funded from appropriations total­

ing $830,000. We question the department's allocation of per diem to one project.

~ Department ofAdministration Projects
The Department of Administration had two projects funded from $2,100,000 in appro­

priations. We reviewed one of the projects and found that costs were in compliance with the
budget plan.

Contact the Financial Audit Division for additional infonnation.
296-1730
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Audit Scope

We have conducted a financial related audit of selected expenditures of the Environment and
Natural Resources Trust Fund for the period July 1, 1991 through February 28, 1994. In
November 1993, we issued a separate report on an audit of 12 trust fund projects for the period
July 1, 1991 through December 31, 1992. This report incorporates the results of the prior audit
testing. Chapter 1 provides a brief description of the Environment and Natural Resources Trust
Fund and our audit scope. Chapters 2 through 5 discuss the results of our audit.

We conducted our audit in accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial activities attributable to the transactions of the Environment and Natural
Resources Trust Fund are free of material misstatements.

As provided in Minn. Stat. Section 116P.04, Subd. 5, the objective of our audit was to determine
if trust fund expenditures were made for the purposes provided in the Legislative Commission on
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Minnesota Resources (LCMR) budget plan. To accomplish this objective, we interviewed LCMR
staff to gain an understanding of the budget plan and the policies and procedures established to
control expenditures. We then selected a sample ofdepartments and individual projects for
further review. We performed tests of project activity at the Board ofWater and Soil Resources,
the Department of Natural Resources, the Department ofEducation and the Department of
Administration. We tested compliance with certain provisions of laws, regulations, contracts, and
grants related to the Environment and Natural Resources Trust Fund. However, our objective
was not to provide an opinion on overall compliance with such provisions.

To achieve our objective, we obtained an understanding of the design of relevant internal control
policies and procedures and determined whether they have been placed in operation, and we
assessed control risk. Our review was more limited than would be necessary to express an
opinion on the internal control structures taken as a whole for the Board ofWater and Soil
Resources, the Department ofNatural Resources, the Department ofEducation and the
Department of Administration.

lVlanagement Responsibilities

The management of the Board ofWater and Soil Resources, the Department ofNatural
Resources, the Department ofEducation and the Department ofAdministration are responsible
for establishing and maintaining internal control structures. This responsibility includes
compliance with applicable laws, regulations, contracts, and grants. In fulfilling this responsibility,
estimates and judgments by management are required to assess the expected benefits and related
costs of internal control structure policies and procedures. The objectives ofan internal control
structure are to provide management with reasonable, but not absolute, assurance that:

" assets are safeguarded against loss from unauthorized use or disposition;

" transactions are executed in accordance with applicable legal and regulatory provisions,
as well as management1s authorization; and

I) transactions are recorded properly on the statewide accounting system in accordance
with Department ofFinance policies and procedures.
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Because of inherent limitations in any internal control structure, errors or irregularities may
nevertheless occur and not be detected. Also, projection of any evaluation of the structure to
future periods is subject to the risk that procedures may become inadequate because of changes in
conditions or that the effectiveness of the design and operation of policies and procedures may
deteriorate.

Conclusions

Our review of selected project expenditures identified some areas of concern relating to agency
project administration. We believe additional statutory or procedural guidance may be necessary
to clarify certain fiscal requirements, such as the time frame during which project appropriations
may be expended. We found that for three projects, commitments were finalized or purchased
equipment was received after the end of the appropriation period. We also question the allocation
of certain costs to trust fund projects. In addition, departments did not adequately monitor flow­
through projects. We believe that the Legislative Commission on Minnesota Resources should
review these areas of concern to determine if further project guidelines or statutory revisions are
necessary. We discuss our specific conclusions in Chapter 2 through 5.

This report is intended for the information of the Legislative Audit Commission and management
of the Legislative Commission on Minnesota Resources, the Board ofWater and Soil Resources,
the Department ofNatural Resources, the Department ofEducation, and the Department of
Administration. This restriction is not intended to limit the distribution of this report, which was
released as a public document on September 14, 1994.

We thank staff from the Legislative Commission on Minnesota Resources, the Board ofWater
and Soil Resources, the Department ofEducation, the Department ofNatural Resources, and the
Department of Administration for their cooperation during this audit.

d~A~~-'C-P-A------

Deputy Legislative Auditor

End ofFieldwork: April 29, 1994

Report Signed On: September 7, 1994



Environment and Natural Resources Trust Fund

Table of Contents

Page

Chapter 1. Introduction 1

Chapter 2. Board ofWater and Soil Resources 7

Chapter 3. Department ofNatural Resources 13

Chapter 4. Department ofEducation 21

Chapter 5. Department of Administration 23

Agency Responses 25

Audit Participation

The following members of the Office of the Legislative Auditor prepared this report:

John Asmussen, CPA
Claudia Gudvangen, CPA
Lori Pellicci, CPA
Geniene Herrlich

Deputy Legislative Auditor
Audit Manager
Auditor-In-Charge
Auditor

Exit Conferences

The issues in this report were discussed with staff of the following agencies:

Board ofWater and Soil Resources
Department ofNatural Resources
Department of Education
Department of Administration



Environmental and Natural Resources Trust Fund

Chapter 1. Introduction

The Environment and Natural Resources Trust Fund was established by constitutional amendment
in 1988. Article Xl, Sec. 14 of the Constitution of the State ofMinnesota, as amended in
November 1990, provides, in part:

The principal of the environment and natural resources trust fund must be
perpetual and inviolate forever, except appropriations may be made from up to 25
percent of the annual revenues deposited in the fund until fiscal year 1997 and
loans may be made of up to five percent of the principal of the fund for water
system improvements as provided by law.....The net earnings from the fund shall
be appropriated in a manner prescribed by law for the public purpose of protection,
conservation, preservation, and enhancement of the state's air, water, land, fish,
wildlife, and other natural resources. Not less than 40 percent of the net proceeds
from any state-operated lottery must be credited to the fund until the year 2001.

This constitutional provision provides a long-term permanent and stable source of funding for
natural resources. The State Board of Investment invests trust fund moneys pursuant to Minn.
Stat. Section llA.24. Investment income is available each biennium for expenditure. In addition,
as shown in Table 1-1, for each biennium through 1997 the Legislature has provided varying
percentages of additional revenue up to the constitutional limitation.

Table 1·1
Environment and Natural Resources Trust Fund

Additional Revenue Available for Funding Projects

• For the 1991·1993 biennium, up to 25 percent of the revenue deposited in the trust fund in
fiscal years 1990 and 1991;

• For the 1993-1995 biennium, up to 20 percent of the revenue deposited in the trust fund in
fiscal year 1992 and up to 15 percent of the revenue deposited in the fund in fiscal year
1993;

• For the 1993-1995 biennium, up to 25 percent of the revenue deposited in trust fund in
fiscal years 1994 and 1995, to be expended only for capital investments in parks and trails;
and

• For the 1995-1997 biennium, up to ten percent of the revenue deposited in the fund in fiscal
year 1996.

Note: Table 1·3 shows the additional revenue collected during fiscal years 1990 through 1993 and available for expenditure
in accordance with these gUidelines.

Source: Minn. Stat. Section 116P.11 (b).
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Table 1-2 shows the financial activity for the trust fund corpus from inception of the fund through
Fiscal Year 1993.

Table 1-2
Environment and Natural Resources Trust Fund

Trust Fund Corpus
Summary of Financial Activity

Four Years Ended June 30, 1993

Year Ended June 30

Beginning Fund Balance

1990

$ 0

1991 1992

$ 2,734,734 $22,799,621

1993

$40,291,056

Revenue:
Lottery Proceeds
Gifts and Donations

Total

Ending Fund Balance

$2,734,434
300

$2,734,734

$2,734.734

$20,064,082 $17,491,835 19,429,227
__....:8~0~5 3,602 0

$20,064,887 $17.495.437 19.429,227

$22,799,621 $40,291,056 $59,720,283

Note: In addition, any appropriated funds not encumbered In the biennium in which they are appropriated cancel and are to
be credited to the principal of the trust fund.

Source: State of Minnesota Comprehensive Annual Financial Reports and supporting accounting records.

As provided in Minn. Stat. Section 116P.03, the trust fund may not be used as a substitute for
traditional sources of funding environmental and natural resources activities, but the trust fund
shall supplement the traditional sources. The trust fund is to be used primarily to support
activities whose benefits become available only over an extended period of time.

Table 1-3 shows the financial activity for the expendable portion of the trust fund for the same
four year period.
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Table 1-3
Environment and Natural Resources Trust Fund

Expendable Trust Fund Portion
Summary of Financial Activity

Four Years Ended June 30, 1993

Year Ended June 30
1990 1991 1992 1993

Beginning Fund Balance $ 0 $ 911,505 $ 8,840,055 $10,802,997

Revenue:
Lottery Proceeds $911,478 $6,688,027 $ 4,372.058 3,428,687
Investment Income 27 1,240,253 2,611,161 3,477,179
Gifts and Donations 0 270 901 0

Total Revenue $911,505 $7,928,550 $ 6,984,120 $ 6,905,866

Expenditures:
Current Expenditures $ 2,508,700 $ 5,650,461
Capital Outlay 699,929 323,362
Grants 1,812,549 1,803,534

Total Expenditures $ 5,021,178 $ 7,777,357

Ending Fund Balance $911,505 $8,840,055 $10,802,997 $ 9,931,506

Note: In addition, any appropriated funds not encumbered in the biennium in which they are appropriated cancel and are to
be credited to the principal of the trust fund.

Source: State of Minnesota Comprehensive Annual Financial Reports and supporting accounting records.

During our annual statewide audit, we verified the propriety of revenue deposited to the trust
fund. We performed tests of investment income at the State Board of Investment. We also
verified the proper distribution of lottery proceeds to the trust fund, and the appropriate allocation
of revenues between fund corpus and expendable balance. In our audits of the Minnesota State
Lottery for fiscal years 1991 and 1992, we questioned the lottery's authority to maintain reserve
accounts, thereby reducing distributions to the trust fund.

The Legislative Commission on Minnesota Resources (LCMR), consisting of 16 members of the
legislature, administers the trust fund. LCMR recommends a biennial budget plan for trust fund
expenditures. In addition, it adopts a six year strategic plan identifying priority areas for funding.
LCMR employs a staff to assist it in its responsibilities. John Velin currently serves as LCMR
Director.

Biennially, state agencies and other entities submit proposed projects to LCMR for review and, if
approved, inclusion in the state's budget plan. The Legislature appropriates funds to state
agencies for two-year projects based on LCMR recommendations. A peer review panel reviews
all research proposals before they receive an appropriation from the trust fund. In addition to the
trust fund, environmental projects may be funded from the Minnesota Future Resources Fund or
federal oil overcharge funds.

L 3
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The Legislature authorized the first appropriations from the trust fund in the 1991 legislative
session. The appropriations funded projects scheduled for the period July 1991 through June
1993. Table 1-4 shows the financial status of the trust fund at February 28, 1994.

Table 1-4
Environment and Natural Resources Trust Fund

Summary of Project Financial Activity
July 1, 1991 - February 28, 1994

Project Appropriations
Expenditures through June 30, 1993
Expenditures from July 1, 1993 through February 28, 1994
Canceled Appropriations

Unexpended Balance

$14,960,000
12,798,535

935,863
209.195

$ 1,016.407

Source: Statewide Accounting System accounting records and detailed transactions as of February 28.1994.

We examined all financial activity from July 1, 1991, through February 28, 1994, for a sample of
projects funded for the 1991-1993 biennium. State agencies receiving trust fund appropriations
are responsible for administering approved projects and monitoring flow-though grants to other
entities. Figure I-I shows the level of funding received by various agencies for the 1991-1993
biennium.

Figure 1-1
Trust Fund

Fiscal Year 1991-1993 Appropriations

DNR ($5,760,000)

Other ($1,460,000)

DOE ($830,000)

peA ($1,830,000)

DCA ($2,100,000)

BWSR
($2,060,000)

As a condition of acceptance of trust fund appropriations, agencies must submit a work program
and semiannual progress reports to LCMR. As provided in Minn. Stat. Section 116P.05, LCMR
must approve the work program before an agency can spend trust fund appropriations.
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In Chapters 2 through 5, we discuss our specific conclusions on the projects reviewed at the
Board ofWater and Soil Resources, the Department ofNatural Resources, the Department of
Education and the Department of Administration.
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Chapter 2. Board of Water and Soil Resources

Chapter Conclusions

We found problems witlt tltree oftlte si", projects administered by tlte Board of
Water and Soil Resources. Tlte board did not adequately monitor close out of
the well sealing project grants. It did not promptly recover $15,010 tltat Dakota
County Itad to return to tlte trustfund. In addition, it did not havefirm
commitments from many landowners on two projects before it encumbered the
funds in tlte Statewitle Accounting System.

The Board of Water and Soil Resources (BWSR) received funding of $2,060,000 for six trust
fund projects for the 1991-1993 biennium. As ofFebruary 28,1994, it had spent $1,531,268 on
these projects.

Well Sealing Cost Sharing Grants

This project provided grants to counties to share in the cost of sealing wells. It accelerated work
that was started under the Groundwork Protection Act of 1989.

Table 2-1
Well Sealing Cost Share Grant

Financial Status as of February 28, 1994

Appropriation Amount

Grant Expenditures

Unexpended Appropriation

$750,000

750.000

$ 0

Note: As discussed in finding 1, there is a receivable of $15,010 due from Dakota County for unexpended grant funds. Additional
amounts may be due from other counties which have unobligated funds.

Source: Statewide Accounting System accounting reports and detailed transactions as of February 28. 1994.

In our November 1993 audit of this project we questioned BWSR's process for review of certain
project applications. In addition, we concluded that BWSR had not exercised adequate oversight
of the well sealing project grants. Our review of activity through February 28, 1994 showed that,
except for the issues noted in the November 1993 audit and in finding 1 below, costs were in
compliance with the budget plan.
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1. The Board of Water and Soil Resources did not adequately monitor close out of the
well sealing project grants.

The Board ofWater and Soil Resources did not monitor the timely receipt of unused funds from
grantee counties. BWSR has not followed up with counties to ensure that they return unobligated
funds at the end of the grant period. The grant agreements require that each county return any
remaining funds within two months after the expiration of the grant agreement. We noted one
instance where a county was holding unobligated funds, which it should have returned to the
state. Dakota County submitted the required reports and requested to keep the funds for other
well sealing projects. BWSR staff intended to request the funds back from Dakota County but
had not done so at the time of our review. Instead, they allowed Dakota County to retain
$15,010 beyond March 15, 1994, the date for return offunds specified in the contract. According
to board records, there are also 38 other counties that had unexpended funds totaling $232,000,
as of March 1994. A portion of the unexpended funds may also be due back to the trust fund.

Recommendations

" The Board of Water and Soil Resources should recover from Dakota County the
$15,010 ofunexpendedproject funds.

" The board should review the financial status ofall grants to ensure that
grantees return unobligated moneys to the state in a timely manner.

Easement Acquisition on Restored Wetlands

The purpose of this project was to contract with the U.S. Fish and Wildlife Service and the Izaak
Walton League to acquire permanent easements on federally restored lands. The Fish and
Wildlife Service and the League were to provide the required match.

Table 2-2
Easement Acquisition on Restored Wetlands

Financial Status as of February 28, 1994

Appropriation Amount

Expenditures
Perpetual Easements
Other

Total Expenditures
Future Commitments - Note 1

10 signed agreements at June 30, 1993
9 unsigned agreements at June 30, 1993
1 unsigned agreement package not sent out timely

Total Future Commitments
Canceled Appropriation

$400,000

$ 62,058
17,961

$ 80,019

62,189
235,093

22,439
$319,721
$ 260

Note 1: Landowners may elect to receive a lump sum easement payment or four equal annual Installment payments.
Therefore, the board may be disbursing these funds for up to four years.

Source: Statewide Accounting System accounting reports and detailed transactions as of February 28, 1994.
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Our review of activity through February 28, 1994 showed that, except for the issue noted in
finding 2 below, costs were in compliance with the budget plan.

2. The board did not have written commitments from 10 landowners in a timely manner.

We question the board's practice for encumbering funds due to the timing of obligations and the
length of time appropriations are available for expenditure. The easement process takes an
extended period of time to complete. Once approved, the board may make easement payments
over a four year period. However, the legislature appropriates, and the board encumbers, moneys
for the entire payment at the beginning of the process.

The board did not have signed agreements at the end of the 1991-1993 biennium with 10 of the
20 landowners who eventually will receive easement payments. However, as of June 30, 1993,
staff encumbered $257,531 in the statewide accounting system (SWA) for these easement
payments. The appropriated funds would have canceled ifthe amounts were not encumbered.
We think the board did not complete these contracts in a timely manner. The board had started
the contracting process with each of the 10 landowners. In May and June 1993 it sent out nine
agreement packages to the landowners for signature. They received the signed agreements in July
1993 through February 1994. The board did not send out the other landowner agreement
package until April 1994. We question the board's authority to encumber funds for this
agreement since the formal offer to purchase an easement was made after year end.

Recommendations

" The board should work with LCMR to establish guidelines for the timing of
easement encumbrances andpayments.

" The board shouldpromptly complete contracts with landowners.

" The board should seek LCMR approvalfor the expenditures relating to the
easement agreement sent out after the project end date.

Conservation Reserve Easements

The purpose of this project was to acquire perpetual easements with priority for wetland areas, to
enhance wildlife habitat, control erosion, and improve water quality.
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Table 2-3
Conservation Reserve Easements

Financial Status as of February 28, 1994

Appropriation Amount

Expenditures:
Unclassified Salaries BWSR employees
Unclassified Salaries - AG Representative
Perpetual Easements
Other

Total Expenditures

Future Commitments:
16 signed agreements at June 30, 1993

5 unsigned agreements at June 30, 1993
Total Future Commitments

Canceled Appropriation

$600,000

65,201
54,298

228,808
11,061

$359,368

115,710
42,877

$158,587

82,045

Source: Statewide Accounting System accounting reports and detailed transactions as of February 28, 1994.

In our November 1993 audit of this project, we questioned whether legal fees charged to the
project complied with the work plan. LC:rvm. did not request repayment of the amounts in

. question. During our current review, we noted that the board charged $7,542 in additional legal
fees to the project. Our review of activity through February 28, 1994 showed that, except for the
issues noted in the November 1993 audit and in finding 3 below, costs were in compliance with
the budget plan.

3. The board did not have written commitments from five landowners when it
encumbered moneys for easement payments.

We have similar concerns about the timing of easement encumbrances and payments for this
project, as was discussed for Easement Acquisition on Restored Wetlands. The board did not
have signed agreements with 5 of the 21 landowners at the end of the 1991-1993 biennium, The
board had started the process with each of the five landowners. It sent two of the agreement
packages out for signature in May 1992. The other three were sent out in January and February
1993, The Board received the signed agreements back from August 1993 through March 1994.
At the time of our review, they have not paid out any funds to these five landowners. The
agreements with these five landowners totaled $42,877.

Recommendation

" The board should work with LCMR to establish guidelines for the timing of
easement encumbrances andpayments.
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Erosion Control Cost Sharing Grants

This project funded grants to share the cost of conservation practices to control erosion and
protect water quality including water quality practices that divert water from sinkholes.

Table 2-4
Erosion Control Cost Sharing Grants

Financial Status as of February 28, 1994

Appropriation Amount

Expenditures:
Grants
Other

Total Expenditures

$250,000

229,300
20,700

$249,469

Canceled Appropriation $ 531

Source: Statewide Accounting System accounting reports and detailed transactions as of February 28, 1994.

In our November 1993 audit of this project, we questioned whether the board had appropriate
project selection controls. Our review of activity through February 28, 1994 showed that, except
for issues noted in the November 1993 audit, costs were in compliance with the budget plan.

Cannon River Watershed Grants

This purpose of this project was to provide research and demonstration grants to counties
consistent with the comprehensive local water management program as part of the Cannon River
watershed protection program,

Table 2-5
Cannon River Watershed Grant

Financial Status as of February 28, 1994

Appropriation Amount

Grant Expenditures

Unexpended Appropriation

$60,000

60,000

$ 0

Source: Statewide Accounting System accounting reports and detailed transactions as of February 28, 1994.

Our review of activity through February 28, 1994, showed that costs were in compliance with the
budget plan.
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River Basin Water Quality Monitoring

This was a Pollution Control Agency (PCA) project to conduct assessments of non-point source
pollution in the Minnesota River Basin. PCA granted a portion of the appropriation to the board.
This portion funded a part time employee at the board who served as project coordinator.

Table 2-6
River Basin Water Quality Monitoring

Financial Status as of February 28, 1994

Grant Receipts

Expenditures:
Part-time Salaries
Other

Total Expenditures

Canceled Grant Receipts

$32,600

$31,685
727

$32.412

$ 188

Source: Statewide Accounting System accounting reports and detailed transactions as of February 28. 1994.

Our review of activity through February 28, 1994, showed that costs were in compliance with the
budget plan.
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Chapter 3. Department of Natural Resources

Chapter Conclusions

We hall concerns on three ofthe eight projects reviewed at the Department of
Natural Resources. We question certain expendituresfor one ofthe projects
reviewed. The department purchased a large amount ofequipment at the end
ofthe project In addition, the (lepartment's accounting procedures for one
project's required match needed improvement The department also (lid not
exercise adequate oversight for one project

The Department ofNatural Resources had 16 trust fund projects funded from $5,760,000 in
appropriations and $35,000 in grant receipts. As ofFebruary 28, 1994, expenditures for these
projects totaled $5,446,365. We tested expenditures for eight projects administered by the
department, with expenditures totaling $4,746,045.

County Geological Atlas and Groundwater Sensitivity Mapping (Department
of Natural Resources Portion)

The purpose of this project is to expand production of county geologic atlases and create a new
atlas services office.

Table 3-1
County Geological Atlas and Groundwater Sensitivity Mapping

Financial Status as of February 28, 1994

Appropriation

Expenditures:
Unclassified Salaries
Part-time Salaries
Professional Technical Services
Travel
Fixed Assets
Other

Total Expenditures

Canceled Appropriation

$600,000

$333.671
20,564
44,151
15,410
56,436
85,665

$555,897

$ 44,103

Source: Statewide Accounting System accounting reports and detailed transactions as of February 28, 1994.

In our November 1993 audit of this project, we questioned the propriety of certain lump sum
achievements awards. The department subsequently reimbursed the trust fund $44,091 for the
inappropriate expenditures. We also questioned whether the allocation of $51 ,484 for certain
capital asset costs to the trust fund was appropriate. Program guidelines do not address the
allowability of charges for capital equipment to trust fund projects. During the current audit, we
found that the department charged $4,554 to the project for computer equipment for a Local Area
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Network (LAN) hook-up and a computer upgrade. The department allocated the equipment cost
to this project and other funding sources. Our review of activity through February 28, 1994
showed that except for the issues noted above, costs were in compliance with the budget plan.

l\tIinnesota County Biological Survey

The purpose of this project is to continue the biological survey in Minnesota counties.

Table 3-2
Minnesota County Biological Survey

Financial Status as of February 28, 1994

Appropriation

Expenditures:
Classified Salaries
Unclassified Salaries
Other Payroll
Computer Equipment

Professional Technical Services
Purchased Services
Travel
Other

Total Expenditures

Canceled Appropriation

Unexpended Appropriation

$1,000,000

$ 59,292
706,749

54,708
31,962
28,275
15,609
11,426
86,438

$994,459

$ 1,557

$ 3,984

Source: Statewide Accounting System accounting reports and detailed transactions as of February 28.1994.

In our November 1993 audit of this project, we questioned whether certain salary expenditures
complied with statutory requirements. Our review of activity through February 28, 1994 showed
that, except for the issues noted in the November 1993 audit and in finding 4 below, costs were in
compliance with the budget plan.

4. The propriety of certain capital expenditures is questionable.

The department spent $31,962 on a computer and other equipment after the project had ended.
The project appropriation was available for the 1991-1993 biennium and unobligated funds would
cancel as ofIune 30, 1993. The department received two navigation instruments and a computer
on June 28 and 30, 1993, respectively. It received ten items in July, August, and September
1993. Table 3-3 details the items and the dates received. The department could not have used
items received this late on the current project. This is a continuing project, and the department'-.
received an additional trust fund appropriation in the subsequent biennium. The department
asserted that the equipment would be used in the subsequent year's project.
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Table 3-3
Equipment Purchases After Year End

Date Received
June 28, 1993
June 30, 1993
July 29, 1993
August 16, 1993
September 7, 1993
September 15, 1993

Item
2 navigation instruments
Computer
Navigation instrument
2 stereoscopes
5 microscopes and attachments
Illuminator

Recommendation

• The department should work 'with LCMR to detemline the propriety ofcapital
equipment charges to the project.

Effects of Changes in the Forest Ecosystem on the Biodiversity of Minnesota's
Northern Forest Birds

Table 3-4
Effects of Changes in the Forest Ecosystem on the
Biodiversity of Minnesota's Northern Forest Birds

Financial Status as of February 28, 1994

Appropriation

Expenditures:
Professional Technical Services
Grants

Total Expenditures

$300,000

$220,000
80,000

$300,000

Canceled Appropriation

Note 1: The appropriation required $200,000 in matching funds.

$ o

Source: Statewide Accounting System accounting reports and detailed transactions as of February 28. 1994.

Our review of activity through February 28, 1994, showed that costs were in compliance with the
budget plan. In addition, the department received the required matching funds. However, we
believe procedures to account for match could be improved, as discussed in finding S.

5. The Department of Nntural Resources did not properly account for match funds.

The department records match funds in several accounts outside of the trust fund. At the time of
our review, it deposited the match funds in at least seven separate accounts. This makes it very
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difficult to track the funds and may allow the funds to also be used as match for other projects.
The match funds that are committed to a project should be more clearly accounted for to ensure
they are used for the specific project.

Recommendation

" The Department ofNatural Resources should simplify the accountingpractices
for match funds and ensure they are usedfor the purpose of the project.

South Central MN Surface Water Resources Atlases and Database

This appropriation was for the development ofsurface hydrology atlases and data base in both
hard and electronic formats for the 13 counties of south central Minnesota.

Table 3·5
South Central MN Surface Water Resources Atlases and Database

Financial Status as of February 28, 1994

Appropriation Amount

Grant Expenditures

$300,000

$299,972

Canceled Appropriation $ 28

Source: Statewide Accounting System accounting reports and detailed transactions as of February 28, 1994.

Our review of activity through February 18, 1994 showed that, except for the issue discussed in
finding 6, costs were in compliance with the budget plan.

6. The Department of Natural Resources did not adequately monitor a project grant.

The Department ofNatural Resources did not monitor the pass-through grant to Mankato State
University. The department paid funds to the university based on staggered payment dates
established in the contract. However, the department did not base the payments on costs
incurred. Once the department paid the grant funds, it did not monitor whether the expenditures
were appropriate. It did not require the university to submit expenditure status reports. The
department did monitor to ensure that the university submitted semiannual project status reports
to LCIvfR. However, we believe the department, as recipient of the appropriation, has a
responsibility to monitor specific expenditures and grantee perfonnance. To help ensure that
projects are progressing as anticipated, the department should require grantees to periodically
report on expenditures. Staff should review reports for compliance with established budgetary
requirements and program guidelines.

Recommendation

" The Department ofNatural Resources should establish a process to review
grantee expendituresfor propriety.
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Rails-to-Trails

The purpose of this project was to acquire and develop trails on unused railroad property in
Northern Minnesota.

Table 3-6
Rails-to-Trails

Financial Status as of February 28, 1994

Appropriation

Expenditures:
Land Purchases
Other

Total Expenditures

$1,000,000

$ 950,000
50,000

$1,000,000

Canceled Appropriation $ o
Source: Statewide Accounting System accounting reports and detailed transactions as of February 28. 1994.

Our review of activity through February 28, 1994, showed that costs were in compliance with the
budget plan.

Statewide National Wetlands Inventory, Protected Waters Inventory, and
Watershed lVlap Digitization

This appropriation provided funds to complete the digitization of the national wetlands inventory,
protected waters inventory, and watershed boundaries.

Table 3-7
Statewide National Wetlands Inventory, Protected
Waters Inventory,and Watershed Map Digitization

Financial Status as of February 28, 1994

Appropriation Amount

Expenditures:
Unclassified Salaries
Map Production
Office Machines/Computer EqUipment
Grants
Other

Total Expenditures

Canceled Appropriation

$750,000

$187,366
71,647

118,325
320,494

51,369
$749,201

$ 799

Source: Statewide Accounting System accounting reports and detailed transactions as of February 28, 1994.
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Our review of activity through February 28, 1994, showed that costs were in compliance with the
budget plan.

Research Insecticide Impact on \Vetland and Upland \Vildlife

This project researched the magnitude of impacts on growth, behavior, and survival of upland and
wetland birds caused by insecticides used to control agricultural pests.

Table 3-8
Research Insecticide Impact on Wetland and Upland Wildlife

Financial Status as of February 28, 1994

Appropriation Amount

Expenditures:
ProfessionallTechnical Services
Other

Total Expenditures

$650,000

$635,000
14.786

$649.786

Canceled Appropriation $ 214

Source: Statewide Accounting System accounting reports and detailed transactions as of February 28. 1994.

Our review of activity through February 28, 1994, showed that costs were in compliance with the
budget plan.

Environmental Education Program

The purpose of this project is to complete a long term plan for the development and coordination
of environmental learning centers.

Table 3-9
Environmental Education Program

Financial Status as of February 28, 1994

Appropriation Amount

Expenditures:
Classified Salaries
Unclassified Salaries
Rent
Professional Technical Services
Other

Total Expenditures

Canceled Appropriation

$60,000

$13,720
24,183

6,342
6,000
2.394

$52.639

$ 7.361

. Source: Statewide Accounting System accountina reports and detailed transactions as of February 28. 1994.
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In our November 1993 audit of this project we questioned whether the classified employee
salaries complied with statutory requirements relating to the employment status of staff paid from
trust fund moneys. LCMR did not request repayment of the amounts in question. Our review of
financial activity through February 28, 1994 showed that, except for the issues noted in the
November 1993 audit, costs were in compliance with the budget plan.
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Chapter 4. Department of Education

Chapter Conclusions

We have concerns about one ofthe two trust fund projects administered by the
Department ofEducation. We question the department's allocation ofper diem
expense to one project.

The Department ofEducation has two projects, incorporating several individual appropriations
for the 1991-1993 biennium. The Legislature allocated $830,000 for the projects. As of
February 28, 1994, the department had spent $794,228.

Environmental Education Program

This project has several environmental education objectives, including development of a statewide
environmental education plan. The statewide plan will integrate the plans, strategies, and policies
of the Department ofEducation, post-secondary institutions, the Department ofNatural
Resources and other deliverers of environmental education.

Table 4-1
Environmental Education Program

Financial Status as of February 28, 1994

$ 25,102
96,297
79,436
31,697
88,061
31,061

288,000
53,940

$694,228

$ 29,551

$ 6,221

$730,000Appropriation Amount

Expenditures:
Classified Salaries
Unclassified Salaries
Part-time Salaries
Other Payroll
Professional Technical Services
Printing
Grants
Other

Total Expenditures

Canceled Appropriation

UnliqUidated Appropriation -- Note 1

Note 1: SUbsequent to February 28, 1994, the remaining balance of $6,221 was canceled.

Source: Statewide Accounting System accounting reports and detailed transactions as of February 28, 1994.

In our November 1993 audit of this project we questioned whether the classified employee
salaries complied with statutory requirements relating to the employment status of staff paid from
trust fund moneys. LCMR did not request repayment of the amounts in question. In addition, we
recommended that the department establish a process to review grantee expenditures for

L21



Environmental and Natural Resources Trust Fund

propriety. Our review of activity through February 28, 1994 showed that, except for the issues
noted in the November 1993 audit and in finding 7 below, costs were in compliance with the
budget plan.

7. The Department of Education paid the Environmental Education Advisory Board
per diems out of trust fund project funds.

The department spent $4,785 in per diems for the Environmental Education Advisory Board. The
board was created by in 1990 to help pupils and other citizens better understand the environment.
The project work plan states that the board will review all phases of the planning effort for the
state plan. Completion of the state plan was one of the board's major objectives. The board
received a separate General Fund appropriation for normal operating costs which it used on other
board expenditures. It originally paid some per diem expenses out of the board appropriation and
later transferred them to the trust fund appropriation. It charged both regular board meeting per
diems and special meeting per diems to the trust fund. The board had enough funds to pay for the
per diems out ofits operating budget since $5,985 of their operating budget canceled back to the
General Fund. We believe that normal operating expenses of the board should not be charged to
the project.

Recommendations

II The department should only charge costs outside ofthe board's regular
business to the state plan.

• The department should work with LCMR to determine the propriety ofper diem
charges to the project.

Video Education Research and Demonstration Project

The purpose of this project was to develop a video education demonstration project and a model
for a statewide video environmental education communication network. As provided in the
appropriation, the department granted the project funds to Twin Cities Public Television.

Table 4-2
Video Education Research and Demonstration Project

Financial Status as of February 28, 1994

Appropriation Amount

Grant Expenditures:

Unexpended Appropriation

$100,000

100,000

$ 0

Source: Statewide Accounting System accounting reports and detailed transactions as of February 28. 1994.

In our November 1993 audit of this project, we recommended improvements in the department's
cash management procedures and increased monitoring of grantee expenditure reports. Our
review of activity through February 28, 1994 showed that, except for the issues noted in the
November 1993 audit, costs were in compliance with the budget plan.
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Chapter 5. Department of Administration

Chapter Conclusions

We reviewed one project at the Department ofAdministration. Our review of
activity through February 28,1994, showed that costs were in compliance with
the budget plan.

The Department of Administration had two projects funded from $2,100,000 in appropriations.
As ofFebruary 28, 1994, expenditures for these projects totaled $2,073,616. We tested one
project administered by the department, with expenditures totaling $1,897,684.

Base Maps for the 1990's

The purpose of this appropriation was to provide a state match for a federal program to complete
a major portion of the statewide air photo and base map coverage.

Table 5-1
Base Maps for the 1990's

Financial Status as of February 28, 1994

Appropriation Amount

Expenditures:
ProfessionallTechnical Services
Books, Maps, Publications

Total Expenditures

$1,900,000

$1,740,000
157,684

$1,897,684

Unexpended Appropriation (Note 1) $ 2,316

Note 1, SUbsequent to February 28, 1994, an additional $458 was expended and $1,858 was canceled,

Source: Statewide Accounting System accounting reports and detailed transactions as of February 28, 1994.

Our review of activity through February 28, 1994, showed that costs were in compliance with the
budget plan.
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August 29, 1994

Mr. James Nobles, Legislative Auditor
Office of Legislative Auditor
Centennial Office Building
St. Paul, Minnesota 55155

Dear Mr. Nobles:

We have received the audit of the six projects we administered under the
Environment and Natural Resources Trust Fund for FY92 and FY93.
Thank you for the opportunity to comment on those findings.

WELL SEALING COST-SHARING GRANTS

Recommendation #1 - The BWSR did not adequately monitor close out
of the well sealing project grants.

Recommendations:
• The BWSR should recover from Dakota County the $15,010 of

unexpended project funds.

• The BWSR should review the financial status of all grants to
ensure that grantees return unobligated moneys to the state in a
tiIDely manner.

Agency Response:
• BWSR continues to monitor and review the program and financial

status of these well sealing grants. We will make every effort to
have grantees return unused grant funds within 30 days of grant
agreement expiration.

BWSR requested return of the dollars from Dakota County orally
and in writing three months ago. The county thought they had
paid the money back right away. However, they found that they
had misplaced the paperwork and have issued a repayment
recently.
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Mr. James Nobles, Legislative Auditor
August 29, 1994
Page Two

EASEMENT ACQUISITION ON RESTORED WETLANDS

Recommendation #2 - The BWSR did not have written commitments from ten landowners
in a timely manner.

Recommendations:
• The BWSR should work with LCMR to establish guidelines for the timing of

easement encumbrances and payments.

• The BWSR should promptly complete contracts with landowners.

• The BWSR should seek LCMR approval for the expenditures relating to the
easement agreement sent out after the project end date.

Agency Response:
• We appreciate the basis of this recommendation and will continue to communicate

with LCMR regarding timing issues keeping in mind statutory and rule requirements,
Department of Finance policies and overall state grant administration efficiency and
effectiveness.

• It always has been and continues to be a goal of BWSR to promptly, efficiently and
effectively deliver all of our programs to our clientele. The easement acquisition
area is no exception. Sometimes there are time delays due to legal description
problems, land title and ownership problems, construction problems or simply
landowner delays in returning documents. We have analyzed and streamlined our
process and continue to encourage local units of government (who coordinate and
deliver this program at the local level) to keep the process moving.

• We were assured by the Department of Finance that if funds are requisitioned prior
to the close of the fiscal year, they view them as valid obligations of the state.
Sometimes land and "interest in land" transactions take an inordinate amount of
time; however, it is BWSR's contention that the state's "obligation" occurs when we
requisition the funds for an approved easement. All of the dollars associated with
this grant were requisitioned on or before June 30, 1993.
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Mr. James Nobles, Legislative Auditor
August 29, 1994
Page Three

CONSERVATION RESERVE EASEMENTS

Recommendation #3· The BWSR did not have written commitments from five landowners
when it encumbered moneys for easement payments.

Recommendation:
• The BWSR should work with LCMR to establish guidelines for the timing of

easement encumbrances and payments.

Agency Response:
• We appreciate the basis of this recommendation and will continue to communicate

with LCMR regarding timing issues keeping in mind statutory and rule requirements,
Department of Finance policies and overall state grant administration efficiency and
effectiveness. We believe that consistent guidelines for encumbrances and payments
are important for efficiency and that the Department of Finance guidelines are
sufficient to address these concerns.

Again, thank you for the opportunity to respond to your audit findings. We look forward
to audits of all our program areas to ensure that legislative and agency goals are being
achieved in an efficient and effective manner. Ifyou have any further questions, contact me
at your convenience.

Ronald D. ck
Executive Director

RDH:mja
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Minnesota Department of Natural Resources

OFFICE OF THE COMMISSIONER
500 Lafayt:llt: Roau

St. Paul. :\!innt:snta 55155-4037

Lee Pfannmuller
Bill Becker
John Bouthilet

August 22, 1994

Mr. James R. Nobles, Legislative Auditor
Office of the Legislative Auditor
First Floor, Centennial Office Building
658 Cedar Street
St. Paul, Minnesota 55155

Dear Mr. Nobles:

Thank you for the opportunity to respond in writing to the audit report of the Environmental and
Natural Resources Trust Fund programs administered by the Department of Natural Resources (DNR).

Minnesota County Blolofical Survey: Finding #4

If this is viewed as a two-year project that terminated on June 30, 1993, then these equipment
purChases obviously could not be used on the project and would be inappropriate. However, we knew
at the time, and the audit acknowledges, that this appropriation was a segment of a continuing long­
term project. These purchases allowed us to accelerate the program by taking advantage of a full field
season. Viewed in this context, we believe the purchases supported the goals of the project and were
entirely appropriate.

Effects oJ Chanas in the Forest Ecosystem on the Blodiverrity 0.( Minnesota's Northern Forest
Birds: Finding #5.

As you pointed out, DNR did receive the required matching funds for this project. The project
received matching money from many different sources. As noted, the funds were deposited to seven
accounts in several funds. Department of Finance policies prevent us, in many instances, from
commingling funds. Where match is required on future projects, we will seek to use the fewest
possible accounts consistent with Department of Finance procedures.

South Central Minnesota Surface Water Resources Atlases and Database: Finding #6

To address this finding, DNR staff worked with Legislative Commission on Minnesota Resources
(LCMR) staff to develop new model contract language for grants that will specify that reimbursements
will be based on actual cost documentation. This new language is now in effect for all LCMR-funded
pass-through projects.

YV~'
~~Jo:;,_-

Commissioner

cc: Gene Gere
Ray Hitchcock
Kent Lokkesmoe
John Heintz
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---MINNESOTA DEPARTMENT OF
E ue I
Capitol Square 550 Cedar Street
Saint Paul. Minnesota 55101 612/296-6104

MEMORANDUM
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TO:

FROM:

DATE:

RE:

Minnesota Office of the Legi~s-A~~~~~~_~ ~. 6J~
Linda Powell, Commissioner (J .t?r·

n
.

Minnesota Department of E

August 24, 1994

Response to Audit of Environmental & Natural Resources Trust Fund
Audit Report of August 18, 1994.
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Since the initiation of Environmental & Natural Resources Trust Fund Grants for
environmental education in the 1991-1993 biennium, the Department of Education
has tried to work closely with the Legislative Commission on Minnesota Resources
Staff to meet our programmatic and fiscal responsibilities. Upon review of the
Auditor's report of August 18, 1994 we accept the conclusions and recommendations
regarding the two areas of concern.

First, we agree that we should only charge costs outside of the Environmental
Education Advisory Board regular business to the State Plan. With the State Plan
completed in the summer of 1993 and with no further LCMR funds requested, this
per diem issue is no longer current practice. further, the Board has established
specific by-laws which reter specifically to per diem expenditures.

Second, in July 1993, the Department in collaboration with LCMR staff established
specific cash management procedures and increased monitoring of grantee
expenditures reports and products as related to the LCMR's pass-through grants to
other agencies and organizations.

Finally, we believe we are in compliance and concurrence with the Auditor's report.

LP:MP:do
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LCMR STAFF FINDINGS AND RECOMMENDATIONS ON THE SECOND TRUST
f~\ FUND FINANCIAL AUDIT DATED SEPTEMBER 1994, FOR THE PERIOD 7/91-2/94,

J LEGISLATIVE AUDIT REPORT #94-48

(Note: Text in this report that appear in bold italics is taken directly from the Legislative Audit
Report #94-48. Page references are to that same report.)

1v1L 1991, Chp. 254, Sec. 14, Subd. 4(P)
Well Sealing Cost Share Grants (Board ofWater and Soil Resources)

AuditReport Page 8/Finding #1: The Board ofWater andSoil Resources did not
adequately monitor close out ofthe well sealingprojectgrants.

The Board ofWater andSoil Resources did not monitor the timely receipt ofunusedfunds
from grantee counties. BWSR has not followed up with counties to ensure that they return
unobligatedfunds at the endofthe grantperiod The grant agreements require that each county
return any remainingfunds within two months after the expiration ofthe grant agreement. We
notedone instance where a county was holding unobligatedfunds, which it should have returned
to the state. Dakota County submitted the required reports and requested to keep thefunds for
other well sealingprojects. BWSR staffintended to request thefunds backfrom Dakota County
but had not done so at the time ofour review. Instead, they allowed Dakota County to retain
$15,010 beyondMarch 15,1994, thedatefor return offunds specified in the contract. According
to boardrecords, there are also 38 other counties that had unexpendedfunds totaling $232,000,
as ofMarch 1994. A portion ofthe unexpendedfunds may also be due back to the trustfund

Recommendations:

• The BoardofWater andSoil Resources shouldrecoverfrom Dakota County the
$15,010 ofunexpendedprojectfunds.

• The boardshouldreview thefinancial status ofallgrants to ensure that grantees
return unobligated moneys to the state in a timely manner.

LCMR. STAFF FINDINGS AND RECOMMENDATIONS
1. LCMR members discovered these discrepancies during a spring 1994 field trip

evaluating projects. BWSR told us then they would close out the agreements and had
estimated over $100,000 might be returned. BWSR reported verbally in November
1994 that Dakota County has paid back $14,000 and that another $25,000 is expected
from other counties as final closeout. The difference in final amounts versus the
estimates at the time of the audit represent further work perfonned under the
agreements before final closeout. LCMR. staff suggested that BWSR not advance the
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whole amount to the local units and instead operate on a reimbursable basis for work
perfonned. However, BWSR Director Harnack feels that local units, mainly SWCD's,

-- .' cannot provide the front end cash flow to sustain such arrangements and that billing
for work perfonned would create su,bstantial additional administrative expense. Clearly
the contracts were written to exceed the biennium. In addition, BWSR allowed the
contracts to remain open long after the time period agreed upon in the contracts.
BWSR maintains that the advance payments made as front end funded grants constitute
full expenditure. This interpretation was discussed and clarified. Future
communications ofexpectations will be more clear to avoid a similar result.

2. LCMR. has adopted 1995 recommended appropriation rider language that makes all the
appropriations for non-state entities on a reimbursable basis. The language should
probably be softened to allow the LCMR. Director to negotiate small percentages to be
paid out as advances in order to alleviate the cash flow.

3. Staff disagrees with the assertion that a reimbursable basis creates excess
.administration. In fact it reduces administration expense over the long run by ensuring
that money is paid out only for work actually perfonned. Retain the reimbursable
basis adopted, modified as in LCMR StaffFinding #2 above.

4. Various communications to all 1993 program managers and to potential 1995 managers
make the interpretation perfectly clear, namely that all work promised is to be
completed within the availability ofthe appropriation. No further action necessary as
potential managers have responded with stated needs for extensions and they have been
accommodated with 1995 recommended language and 1993 extension requests.

1v1L 1991, Chp. 254, Sec. 14, Subd. 6(d)
Conservation Reserve Easements (Board ofWater and Soil Resources)

Audit Report Page 9/Finding #2: The board did not have written
commitmentsfrom 10 landowners in a timely manner.

We question the board's practice for encumbering funds due to the timing of
obligations and the length of time appropriations are available for expenditure. The
easementprocess takes an extendedperiodoftime to complete. Once approved, the board
may make easement payments over a four year period. However, the legislature
appropriates, and the board encumbers, moneysfor the entire payment at the beginning
ofthe process.

The board did not have signed agreements at the end ofthe 1991-1993 biennium
with 10 ofthe 20 landowners who eventually will receive easementpayments. However,
as of June 30, 1993, staff encumbered $257,531 in the statewide accounting system
(SWA) for these easementpayments. The appropriatedfunds would have canceled if the
amounts were not encumbered. We think the board did not complete these contracts in
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a timely manner. The board had started the contracting process with each of the 10
landowners. In May and June 1993 it sent out nine agreement packages to the
landowners for signature. They received the signed agreements in July 1993 through
February 1994. The board did not send out the other landowner agreementpackage until
Aprll1994. We question the board's authority to encumberfimilsfor this agreement since
theformal offer to purchase an easement was made afteryear end.

Recommendations:

,. The board should work with LCMR to establish guidelines for the timing
ofeasement enumbrances andpayments.

The board shouldpromptly complete contracts with landowners.

The board should seek LCMR approvalfor the expenditures relating to
the easement agreement sent out after the project end date.

LCMR STAFF FINDINGS AND RECOMMENDATIONS
1. BWSR maintains the procedures followed were in full compliance with Finance •

Department guidelines and procedures. They specifically checked with Finance to
clarifY the legality of encumbering money without the commitments and were told the
encumbrance must be made prior to sending out the agreement packages for landowner
signature.
RECOMMENDATION: No action.

2. Work program design for 1995 appropriations displays the real time needed to
accomplish the intended tasks and, where additional time is needed, appropriation
language has been suggested to allow the extra time. This problem should not occur
again since both agency staffand LCMR staffare sensitized to the expectations.

3. The approval for expenditures after the project end date are already covered in Finance
Department guidelines. The solution to the underlying problem is addressed in LCMR
StaffFindings #2 above.

4. The Finance Department should respond as to the logic ofallowing expenditures after
the appropriation availability period.

ML1991, Chp. 254, Sec. 14, Subd 6(d)
Conservation Reserve Easements (Board of Water and Soil Resources)

Audit Report Page 10: In our November, 1993 audit of this project, we
questioned whether legal fees charged to the project complied with the work
plan.
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.LCMR dUl not request repayment ofthe amounts in question.. During our current
review, we noted that the board charged $7,542 in additional legalfees to the project Our
review ofactivity through February 28,1994 showed that, exceptfor the issues noted in
the November 1993 audit and infinding 3 below, costs were in compliance with the budget
plan..

LCMR STAFF FINDINGS AND REC01v1MENDATIONS
1. The disputed legal fees were not requested because legal fees are always considered

part ofthe expense ofacquiring land. The work programs are designed to focus on the
end products achieved from the overall expenditure not the line item budgets. After the
first audit. staff requested an explanation of the legal fee allocations. The memo
received clearly shows that administrative efficiencies were employed so that some
expenses chargeable to the Trust Fund appropriation were paid in their entirety from
the other sources for the exact same purposes, that is Conservation Easements, while
legal fees were charged to the Trust Fund appropriation. This resulted in a wash. The
accounting is unclear. but a review shows that, taken as a whole. the various
appropriations were charged only for allowable expenses.
RECOMMENDATION: No action.

~1991,Chp.254,Sec. 14, Subd. 6(d)
Conservation Reserve Easements (Board ofWater and Soil Resources)

11\

Audit Report Page 10/Finding #3:
commitments from five landowners
easementpayments.

The board did not have written
when it encumbered moneys for

We have similar concerns about the timing of easement encumbrances and
payments for this project, as was discussed for Easement Acquisition on Restored
Wetlands. The board did not have signed agreements with 5 ofthe 21 landowners at the
end ofthe 1991-1993 biennium. The board had started the process with each ofthefive
landowners. It sent two ofthe agreementpackages outfor signature in May 1992. The
other three were sent out in January and February 1993. The Board received the signed
agreements backfrom August1993 through March 1994. At the time ofour review, they
have not paid out any funds to these five landowners. The agreements with these five
landowners totaled $42,877.

Recommendation:

• The board should work with LCMR to establish guidelines for the timing of
easement encumbrances andpayments.
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LCMR STAFF FINDINGS AND RECOMMENDATIONS
1. Findings and recommendations are the same as for LCMR StaffFindings # 2 of the

Audit Report Page 9/Finding #2 section, and the Department ofFinance should explain
their practices.

ML 1991, Chp. 254, Sec. 14, Subd. 4(0)
Erosion Control Cost Sharing (Board ofWater and Soil Resources)

Audit Report Page 11: Erosion Control Cost Sharing Grants.

This project funded grants to share the cost ofconservation practices to control
erosion andprotect water quality including water quality practices that divert waterfrom
sinkholes. In our November 1993 audit ofthis project, we questioned whether the board
had appropriateproject selection controls. Our review ofactivity through February 28,
1994 showed that, except for issues noted in the November 1993 audit, costs were in
compliance with the budgetplan.

LCMR STAFF FINDINGS AND RECOMMENDATIONS
1. BWSR did consult verbally with the project selection review committee, but did not

convene fonnal meetings.
RECOMMENDATION: No action.

ML 1991, Chp. 254, Sec. 14, Subd. 4(f)
County Geologic Atlas and Groundwater Sensitivity Mapping (DNR)

AuditReportPage 13: County GeologicalAtlas and Groundwater Sensitivity
Mapping (Department ofNatural Resources Portion).

The purpose ofthis project is to expandproduction ofcounty geologic atlases and
create a new atlas services office.

In ourNovember, 1993 audit ofthis project, we questioned the propriety ofcertain
lump sum achievements awards. The department subsequently reimbursed the trust fund
$44,091 for the inappropriate expenditures. We also questioned whether the allocation
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of $51,484 for certain capital asset costs to the trustfund was appropriate. Program
guidelines do not address the allocability ofcharges for capital equipment to trust fund
projects. During the current audit, wefound that the department charged $4,554 to the
projectfor computer equipmentfor a LocalArea Network (LAN) hook-up and a computer
upgrade. The department allocated the equipment cost to this project and otherfunding
sources. Our review ofactivity through February 28,1994 showed that exceptfor the
issues noted above, costs were in compliance with the budgetplan.

LCMR. STAFF FINDINGS AND RECOMMENDATIONS
1. The work program fonnat and 1995 recommended legislation contain a requirement

for specific work program approval for any capital equipment. The work programs
focus on the end products, not the line item budgets. Clearly the capital equipment
purchases will help accelerate an established long tenn program of the state, so no
supplanting occurred.
RECO:M:MENDATION: No action.

2. Discussions with the DNR indicate that fleet management will be used to finance
necessary vehicle purchases and the appropriate use rates applied in the future.
RECO:M:MENDATION: No action.

3. The local area network is consistent with the need to establish and manage large
amounts ofdata and improved staffefficiency.
RECOMMENDATION: No action.

ML 1991,Chp. 254, Sec. 14, Subd. 9(d)
Minnesota County Biological Survey (DNR)

AuditReport Page 14: DNR Minnesota County Biological Survey.

In our November 1993 audit ofthis project, we questioned whether certain salary
expenditures complied with statutory requirements. Our review of activity through
February 28, 1994 showed that, exceptfor the issues noted in the November 1993 audit
and in finding 4 below, costs were in compliance with the budgetplan.

LCMR STAFF FINDINGS AND RECOMMENDATIONS
1. The unclassified staff problem was remedied two ways. First, DNR switched the

employees to the unclassified service at the start of the next biennium. Second, the
Legislature adopted the LCMR recommendation to give LCMR flexibility to approve
classified positions within the workprogram. LCMR has rigorously reviewed several
proposed classified position requests. Most have been approved with one withdrawn.
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NIL 1991,Chp. 254, Sec. 14, Subd. 9(d)
Minnesota County Biological SurveyiDNRj

Audit Report Page 14/Finding #4: The propriety of certain capital
expenditures is questionable.

The department spent $31,962 on a computer and other equipment after the project had
ended. The project appropriation was available for the 1991-1993 biennium and
unobligated funds would cancel as of JUlie 30, 1993. The department received two
navigation in.stmments and a computer on Jllne 28 and 30, 1993, respectively. It received
ten items in July, August, and September 1993. Table 3-3 details the items and the dates
received. The department could not have used items received this late on the cu"ent
project. This is a continuingproject, and the department received an additional trustfund
appropriation in the subsequentyear's project.

LGMR STAFF FINDINGS AND RECOMMENDATIONS
1. Staffhas requested a report by 1993 funded projects ofcapital equipment expenditures

to supplement the work program information. We are in the process ofreviewing the
reports. It appears there are only a handful ofsignificant and somewhat questionable
expenses. We will report separately on our analysis.

2. This finding raises again the issue ofcapital equipment. LGMR needs to adopt some
guidance: (1)Should the LCMR projects be allowed to purchase capital equipment at
all? (2)How to define what is capital (a) long lived?, (b) non consumable? (3)What
dollar amount cutoff? (a) $5,000 per item indexed biennially? or (b) a two-tiered
system with equipment between $2,000 and $5,000 subject to Director approval and
over $5,000 subject to full LCMR detennination? (4)Should ajustification statement
include (a)altematives analysis including lease, lease purchase or fleet type
management? (5)Should the approval include a promise by the recipient that the
particular equipment will continue to be used for the same project or substantially
similar purpose through its useful life, and that if the use changes the recipient will
reimburse the state either the cash amount received from a sale or the value, to be
negotiated with the Director, if they choose not to sell it?
RECO~NDATION: Adopt some version. of the above suggestion as standing
policy.

3. The 1995 appropriation recommendations contain a requirement for specific approval
in the workprogram if capital equipment is to be purchased. To date capital is being
defined as $1,500 in cost and long lived.

4. DNR ordered equipment in April, expecting delivery shortly, in time for
the initial months of the field season within the appropriate biennium. Procurement
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delays and delivery delays extended the delivery ofsome equipment. All the equipment
was used in either the 1991 funded project or the subsequent 1993 funded project.
RECOMMENDATION: No action. Clearly the equipment will stay in state service and
as demonstrated, will continue for the same purpose. LCMR could view this as an
extended acceleration of the effort, with the LCMR recommendation creating long
term benefits well beyond the life of the particular appropriation'.

ML 1991, Chp. 254, Sec. 14, Subd. 9(0)
Changes in Ecosystem on Biodiversity ofForest Birds (DNR)

AuditReportPage 15/Finding 5: The Department ofNatural Resources did
notproperly accountfor match funds.

The department records match funds in several accounts outside ofthe trust fund.
At the time ofour review, it deposited the matchfunds in at least seven separate accounts.
This makes it very di/ftcult to track the funds and may allow thefunds to also be used as
matchfor otherprojects. The matchfunds that are committed to aproject should be more
clearly accountedfor to ensure they are usedfor the specific project

Recommendation:

• The Department ofNatural Resources should simplify the accounting practices
for match funds and ensure they are usedfor the purpose ofthe project

LCMR STAFF FINDINGS AND RECOM:MENDATIONS
1. In discussion with DNR it is clear the match was utilized only once.
2. Fmance department guidelines require a certain separation and accounting for match

money.
RECO:M1vffiNDATION: No action.

ML 1991, Chp.254, Sec. 14, Subd. 4(b) /
South Central MN Surface Water Resource AtlaseslData Base (Mankato State
University)

Audit Report Page 16/Finding 6: South Central MN Surface Water
Resources Atlases and Database.
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The Department ofNatural Resources did not adequately monitor aproject grant.
The Department ofNatural Resources did not monitor thepass-through grant to Mankato
State University. The departmentpaidfunds to the university based on staggeredpayment
dates established in the contract. However, the department did not base the payments on
costs incurred. Once the departmentpaid the grantfunds, it did not monitor whether the
expenditures were appropriate. It did not require the university to submit expenditure
status reports. The department did monitor to ensure that the university submitted
semiannual project status reports to LCMR However, we believe the department, as
recipient ofthe appropriation, has a responsibility to monitor specific expenditures and
grantee performance. To help ensure that projects are progressing as anticipated, the
department should require grantees to periodically report on expenditures. Staffshould
review reports for compliance with established budgetary requirements and program
guidelines.

Recommendation:

• The Department ofNatural Resources should establish a process to review
grantee expendituresfor propriety.

LCMR. STAFF FINDlNGS AND RECOMMENDATIONS
1. MSU did submit regular status reports with cumulative expenditures shown

concurrently to LCMR. and DNR. .However, the appropriation law and state agency
custom allowed the practice criticized. In fact most university contracts operate on
a staged payment basis. Only through LCMR staffinsistence in the 1993 biennium did
the practice change to·a requirement that performance be documented before money
is released to a university contractor. The products of this 1991 appropriation were
reasonable and consistent with the overall appropriation and workprogram.

2. The 1995 recommendations and workprogram development present a marked change
to past practice in that specific products are outlined and reimbursement will be based
only on achieving the products.
RECOMMENDATION: No action.

ML 1991, Chp. 254, Sec. 14, Subd. 5(a)
Environmental Education Program (Department ofEducation)

Audit Report Page 18: Environmental Education Program.

Thepurpose ofthisproject is to complete a long term plan for the development and
coordination ofenvironmental learning centers.
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In our November 1993 audit of this project we questioned whether the classified
employee salaries compliedwith statutory requirements relating to the employment status
ofstaffpaidfrom trustfund moneys. LCMR did not request repayment ofthe amounts
in question. Our review offinancial activity through February 28, 1994 showed that,
exceptfor the issues noted in the November 1993 audit, costs were in compliance with the
budgetplan.

LCMR STAFF FINDINGS AND RECOMMENDATIONS
1. We reported some recommendations after the first audit. LCMR resolved the issue by

recommending, and the Legislature enacted, a provision to allow for classified staff
expense when and ifspecifically approved in workprograms.

2. Fundamentally, the requirement to use unclassified staff no longer serves the same
purpose as when it was enacted in 1963. We have requested DNR to report on a series
ofquestions that, when answered and discussed, should illuminate the problem well.

3. Repayment was not requested as it seemed that changing systemic procedures and
arrangements, among them the existence of classified but part time staH: had lead to
questionable interpretations.
RECOMMENDATION: No action.

:ML 1991, Chp. 254, Sec. 14, Subd. 5(a) .
Environmental Education Program (Department ofEducation)

Audit Report Page 21, Chapter 4: Department ofEducation.

In our November 1993 audit ofthis project we questioned whether the classified
employee salaries compliedwith statutory requirements relating to the employment status
ofstaffpaidfrom trustfund moneys. LCMR did not request repayment ofthe amounts
in question. In addition, we recommended that the department establish a process to
review grantee expenditures for propriety. Our review ofactivity through February 28,
1994 showed that, exceptfor the issues noted in the November 1993 audit and in finding
7 below, costs were in compliance with the budgetplan.

LCMR STAFF FINDINGS AND RECOM:MENDATIONS
1. Please see "LCMR Staff Findings and Recommendations" in the response to "Audit

Report Page 18" section above about classified versus unclassified staff.
2. Director John Velin advised DOE that classified staff were unacceptable. DOE felt

they were operating "consistent with other" agencies. !fit were feasible, staffwould
recommend that DOE payback the inappropriate amounts. However, the books were
closed on this and other 1991 appropriations prior to audit.
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3. Prior to the issuance ofthe first Trust Fund audit, LGMR staff advised DOE staff to
keep closer track ofprojects for which DOE was given pass through responsibility. In
early 1993 we met with Pam Landers who greatly improved the project reporting
processes and the process ofensuring that expenditures were in line with expectations.
Subsequent biennial appropriations have been managed on a reimbursement basis, thus
ending the process criticized, where grantees received money but had little or no
accountability. Under the reimbursement routine, recipients spend their own money
first then apply for reimbursement along with evidence ofperforming the deliverables.

4. The 1995 workprogram development will further improve on their accountability for
money.

JvIL 1991, Chp. 254, Sec. 14, Subd. 5(a)
Environmental Education Program (Department ofEducation)

Audit Report Page 22/Finding 7: The Department ofEducation paid the
Environmental Education Advisory Boardper diem out oftrustfund project
funds.

The department spent $4,785 in per diemfor the EnvironmentalEducation Advisory
Board. The board was created by in 1990 to help pupils and other citizens better
understandthe environment. The project workplan states that the board will review all
phases oftheplanning effortfor the stateplan. Completion ofthe stateplan was one of
the board's major objectives. The board received a separate General Fund appropriation
for normal operating costs which it used on other board expenditures. It originally paid
someper diem expenses out ofthe board appropriation and later transferred them to the
trust fund appropriation. It charged both regular board meeting per diem and special
meetingper diem to the trustfund. The board had enough funds to payfor the per diem
out ofits operating budget since $5,985 oftheir operating budget canceled back to the
General Fund. We believe that normal operating expenses ofthe board should not be
charged to the project.

Recommendations:

• The department should only charge costs outside ofthe board's regular business
to the stateplan.

• The department shouldwork with LCMR to determine the propriety ofper diem
charges to the project.



LCMR STAFF FINDINGS AND RECOMMENDATIONS
1. Per diem expenses for Environmental Education Advisory Board members are entirely

appropriate to the workprogram. The Board was an integral part of Green Plan
development. The work performed by the Board on the Green Plan was over and
above their regular quarterly meetings. Documentation ofthe extra effort shows the
state received an extremely good value for the expenditure of $4,785 in per diem,
inasmuch as several ofthe "days" were extremely long and involved travel as well.

2. Money cancelled from both the regular operating budget and from the Trust Fund
appropriation. Thus the existence ofcancellations presents no particular case one way
or the other. At issue is the applicability ofBoard meetings and related per diems to
the production ofthe Green Print Plan.
RECOMMENDATION: No action.

3. The Environmental Education Advisory Board was established and funded as an
ongoing operation from the regular budget. Trust Fund appropriations were added to
create the Green Plan for environmental education. The Environmental Education
Advisory Board supplemented their regular meeting schedule with a large number of
meetings devoted exclusively, or nearly exclusively, to Green Plan development. In
the work program for ML 1991, Chp. 254, Sec. 14, Subd 5(a), Part c.1.2 ,the
Environmental Education Advisory Board is scheduled to "review all phases ofthe
planning effort". Clearly the Board was to be employed in making the plan and clearly
the plan was an extraordinary effort. Since the Board is compensated, the reviews
would require payment ofper diem. Payment for direct costs associated with LCMR.
recommended programs has been a long standing practice. The Commission wants its
programs to pay their own way and not simply drain offregular budget sources. The
latter would be counter productive.
RECOMMENDATION: No action.

~1991,Chp.2S4,Sec. 14,Subd.S(c)
Video Education Research and Demonstration Project (Twin Cities Public
Television)

AuditReport Page 22: Video Education Research and Demonstration Project.

The purpose ofthis project was to develop a video education demonstration project and a
modelfor a statewide video environmental education communication network. As provided in
the appropriation, the deparlment granted the projectfunds to Twin Cities Public Television.
In ourNovember 1993 audit ofthis project, we recommended improvements in the deparlment's
cash management procedures and increased monitoring ofgrantee expenditure reports. Our
review of activity through February 28, 1994 showed that, except for the issues noted in the
November 1993 audit, costs were in compliance with the budget plan.
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LCMR STAFF RECOM:MENDATIONS AND FINDINGS
1. During the biennium Director John Velin personally monitored this particular project on

numerous occasions because of his belief that video technology and medium would be an
important attractant for environmental education. The expenses incurred for salaries and
materials seemed very reasonable, especially in light of the context, namely the hyper
perception of the TV industry. Again products were viewed-not line item budgets and
expenditures.

2. DOE was reminded on several occasions ofthe need to follow projects. But the prevailing
practice ofmaking " grants" and simply functioning as a payment conduit seemed prevalent.
As mentioned earlier, this attitude has changed and LCMR protocols have changed, to increase
accountability for production from the appropriations.

F:\LCMRISHARE\WORKFn..E\LCMRDOCS\AUDIT913.WPD\12f1194
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Financial Audit Division

The Office of the Legislative Auditor is
responsible for fInancial audits of
funds administered by the executive
and judicial branches of state
government. The audits are conducted
by the office's Financial Audit
Division. The division has a staff of
approximately forty governmental
accounting and auditing
professionals, the majority of whom
are CertifIed Public Accountants.

The Financial Audit Division does its
work in accordance with standards
established by the American Institute
of CertifIed Public Accountants and
the Comptroller General of the United
States. Annually, the division
performs a Statewide Financial Audit
of the state's fInancial statements. The
audit reviews the major fmancial
systems maintained by the state's
largest thirty departments. The
Statewide Audit also includes a
"Single Audit" which tests whether
agencies are adhering to federal
reqUirements in the administration of

federally assisted programs. The
division also conducts approximately
thirty to forty fmancial and
compliance audits of individual
agencies or institutes each year after
the Statewide audit is completed.

In addition to financial audits, the
Office of the Legislative Auditor
performs program evaluations
through a Program Evaluation
Division.

The Legislative Auditor is appointed
by the Legislative Audit Commission
for a six year term. The Financial
Audit Division and the Program
Evaluation Division are each under
the direction of a deputy legislative
auditor. All audit, evaluation, and
investigation reports are solely the
responsibility of the Legislative
Auditor and his staff, and they are
available on request from the office.
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"~~~":~~~l~;;iJ Note to Report Readers
The Financial Audit Division introduces a new report style in nine audits being released during
the Summer of 1993. The division plans to use the new style on a trial basis and will later
evaluate report readers' preferences. The new style replaces the traditional format of
reporting only on an "exception basis." In the traditional format, auditors commented
primarily on problems which the reports presented as findings and recommendations. Readers
may have grown accustomed to using report length as a gauge for the extent of problems.
With the new style, report length is not a reliable indicator of the extent ofaudit findings.
These new reports contain more extensive factual and analytical data. Report readers should
find this additional information useful. The division has attempted to make the new report
style easy to identify and understand.

Identifying the New Report Style

The division distinguishes the new style reports by printing the report title in red ink, rather
than the black ink used for traditional financial audit reports. All Financial Audit Division
reports continue to use the gray-colored report covers. The report title shows through the
window cutout on the gray cover. The inside cover page highlights the new style. This Note
to Report Readers follows the inside cover page and describes the new style.

New Features

The new reports devote a separate chapter to each major audit area. Chapters contain
detailed information on the audit scope, analytical results, and conclusions. Each chapter also
elaborates on applicable management practices and processes. Financial auditors have always
accumulated this additional information, but traditionally retained the information in the
working papers and did not publish it as part of the final report.

To provide for a quick understanding of the audit results, the chapter structure allows readers
to visually scan for items of interest or concern. Readers should look for the following
features in each chapter:

1. The audit conclusions summarized at the beginning of the each chapter,

2. Tables and charts highlighting important financial information, and

3. Any audit findings and recommendations.

Aside frofl1 tb~ format for presenting audit findings and recommendations, the new r~~,:)r ;
style preserves the other elements of the traditional financial audit report. Report readers
should recognize these other standard elemen.t.s cfthe traditional reports: (1) Scope and
Conclusions Letter, (2) Table of Contents, (3) introduction, (4) Agency Response, and (5) an
inserted Report Summary (although the new style uses a modified version of the report
summary). Audit findings continue to be numbered and presented in bold-faced print.
Recommendations are highlighted in italics. However, the Audit Findings and
Recommendations are embedded in the appropriate report chapters, rather than aggregated in
a separate report section.



Reasons for the Change

The traditional financial audit reports have several limitations. The reports often tend to be
very techukR.l dc.:,:uments. Also, reports with few findings communicate the audit resuitc; it; a
very abbT~viated manner. Exception-based reporting requires auditors to either prE'~cnt audit
findings or to simply state that the audit revealed no findings. This reporting styb cInes nct
aU0w for positive conclusions or analysis of areas without audit findings.

The division was concerned about the risk that some report readers may have ditticulty
understanding audit results. It had begun to narrow its audit scope for several larger, more
complex agencies. These "selected scope" audits were an effort to stretch scarce staff
resources into as many audits as possible. But the division was particularly concerned that
readers would project the audit results from a few selected programs to conclusions about an
entity's overall financial management. The new report style more effectively presents the audit
scope within the context of the entity's total operations.

Exception-based reporting does not fully accommodate the extent that auditors must exercise
professional judgment. Auditors must interpret laws and policies. They must weigh the costs
of control deficiencies against the benefits of preventing potential problems. It is particularly
challenging to audit entities that are exempt from standard state policies and regulations. For
those audits, the auditors must judge whether the entity has adopted "reasonable" and prudent
practices for a public entity. Many issues require difficult decisions about whether or not an
audit finding exists. Under the traditional report format, the auditor presents comments only
when concluding that a finding exists. The new report style removes this limitation. Although
the auditor's judgment remains important, the new report style also allows readers to reach
their own conclusions.

Audits with the New Report Style

Look for the new report style in the audits of the following nine entities.

Department of Corrections
State University System
Department ofNatural Resources
Minnesota State Lottery
State Public Defender

Department ofHuman Services
Community College System
University ofMinnesota Medical School
Environment and Natural Resources

Trust Fund

Eight of the nine are "selected scope" audits covering only some programs of the entity. The
Minnesota State Lottery is an entity-wide audit limited to testing for legal compliance with
state laws and regulations.

Share Your Comments

Ifyou have comments about the new report style, please contact the Financial Audit Division
at (612) 296-1730.
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Audit Scope

We have conducted a financial related audit of selected expenditures of the Environment
and Natural Resources Trust Fund for the period July 1, 1991 through December 31, 1992.
Chapter i provides a brief description of the Environment and Natural Resources Trust Fund
and our audit scope. Chapters 2 through 4 discuss the results of our audit.

We conducted our audit in accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial activities attributable to the tn:.lsac~j~ns of the Environment and Natural
R~sources T:-ust £<'und are frec of material misstatements.

As provided in Minn. Stat. Section 116P.04, Subd. 5, the objective of our audit was to determine
if trust fund expenditures were made for the purposes provided in the Legislative Commission
on Minnesota Resources (LCMR) budget plan. To accomplish this objective, we interviewed
LeNIR staff to gain an understanding of the budget plan and the policies and procedures estab-
:shed to control expenditures. We then selected a sample of departments and individual pro­

jects for further review. We performed tests of project activity at the Department of Natural
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Resources, the Board of Water and SoH Resources, and the Department of Education. We tested
compliance with certain provisions oflaws, regulations, contracts, and grants related to the
Environment and Natural Resources Trust Fund. However, our objective was not to provide an
opinion on overall compliance with such provisi~:ms.

To achieve our objective, we obtained an understanding of the design of relevant internal control
policies and procedures and determined whether they have been placed in operation, and we as­
sessed control risk. Our review was more limited than would be necessary to express an opinion
on the internal control structures taken as a whole for the Department of Natural Resources, the
Board of Water and Soil Resources, and the Department of Education.

l\1anagement Responsibilities

The management of the Department ofNatural Resources, the Board of Water and Soil Re­
sources, and the Department of Education are responsible for establishing and maintaining an
internal control structure. This responsibility includes compliance with applicable laws, regula-

;tions, contracts, and grants. In fulfilling this responsibility, estimates and judgments by manage­
ment are required to assess the expected benefits and related costs of internal control structure
polici es and procedures. The obj ectives of an internal control structure are to provide manage­
ment with reasonable, but not absolute, assurance that:

• assets are safeguarded against loss from unauthorized use or disposition;

• transactions are executed in accordance with applicable legal and regulatory provisions,
as well as management's authorization; and

.. transactions are recorded properly on the statewide accounting system in accordance
with Department of Finance policies and procedures.

Because of inherent limitations in any internal control structure, errors or irregularities may nev­
ertheless occur and not be detected. Also, projection ofany evaluation of the structure to future
periods is subject to the risk that procedures may become inadequate because of changes in con­
ditions or that the effectiveness of the design and operation of policies and procedures may dete­
riorate.
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Conclusions

Our review of selected project expenditures identified some common areas of concern relating
to agency project administration. We found that:

• program guidelines and work plans did not address allowability of certain costs, such as
capital expenditures and costs benefiting various projects;

• state agencies often did not exercise adequate oversight for grants to nonstate entities;
and

• agencies did not strictly comply with statutory requirements relating to staff employment.

We believe the Legislative Commission on Minnesota Resources should review these areas of
concern to determine if further project guidelines or statutory revisions afC necessary. We dis­

. cuss our specific conclusions in Chapters 2 through 4.

In Chapter 2, we question certain expenditures for three of the four projects reviewed. We con­
clude that the Department ofNatural Resources inappropriately charged $44,091 in lump sum
employee achievement awards to one of its projects. In addition, the propriety of certain capital
expenditures is questionable. Also, the department charged classified employee salaries to two
projects in violation o~ statutory requirements.

As discussed in Chapter 3, our review identified concerns about three of the six projects adminis­
tered by the Board of Water and Soil Resources. We found that the board did not adequately
document the grantee selection process and did not monitor grantee expenditures-for two pro­
jects. In addition, we (Juesticaed whether expp.nditures totaling $46,756 complied with objec­
tIves for two projects.

In Chapter 4, 'N2., discuss our conclusions from the review of the two projects administered by
the Department of Education. We think the department did not effectively administer the grant
portion of the two trust fund projects. In addition, we question whether selected expenditures
complied with statutory and administrative guidelines for the two projects.

This report is intended for the information of the Legislative Audit Commission and the
Legislative Commission on Minnesota Resources, and management of the Department of
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Natural Resources, the Board of Water and Soil Resources, and the Department ofEducation.
This restriction is not intended to limit the distribution of this report, which was released as a
public document on November 19, 1993.

We thank the staff of the Legislative Commission on Minnesota Resources, the Department of
Natural Resources, the Board of Water and Soil Resources, and the Department of Education for
their cooperation during this audit.

~1~(;
tive Auditor

End of Fieldwork: June 18, 1993

. Report Signed On: November 12, 1993
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Environment and Natural Resources Trust Fund

Chapter 1. Introduction

The Environment and Natural Resources Trust Fund was established by constitutional amend­
ment in November 1988. Article XI, Sec. 14 of the Constitution of the State of Minnesota, as
amended in November 1990, provides, in part:

The principal of the environment and natural resources trust fund must be per­
petual and inviolate forever, except appropriations may be made from up to
25 percent of the annual revenues deposited in the fund until fiscal year 1997
and loans may be made of up to five percent of the principal of the fund for
water system improvements as provided by"law.....The net earnings from the
fund shall be appropriated in a manner prescribed by law for the public pur­
pose of protection, conservation, preservation, and enhancement of the state's
air, water, land, fish, wildlife, and other natural resources. Not less than 40
percent of the net proceeds from any state-operated lottery must be credited
to the fund until the year 2001.

This constitutional provision provides a long-term permanent and stable source of funding for
natural resources. The State Board of Investment invests trust fund monies pursuant to Minn.
Stat. Section llA.24. Investment income is available each biennium for expenditure. In addi­
tion, as shown in Table 1-1, for each biennium through 1997 the Legislat'Jre has provided vary-

.ing percentages of addit~onal revenue up to the constitutional limitation.

Table 1-1
Environment and Natural Resources Trust Fund

Additional Revenue Available for Funding Projects

.. For the 1991-1993 biennium, up to 25 percent of the revenue deposited in the
trust fund in fiscal years 1990 and 1991;

.. For the 1993-1995 biennium, up to 20 percent of the revenue deposited in the
trust fund in fiscal year 1992 and up to 15 percent of the revenue deposited in
the fund in fiscal year 1993;

.. For the 1993-199) bier.nium, up to 25 percent of the revenue deposited in trust
fund 10 fiscal years 1994 and 1995, to be expended only for capital investments in
parks and trails; and

.. For the 1995-1997 biennium, up to ten percent of the revenue deposited in the
fund in fiscal year 1996.

Source: Minn. Stat. Section 116P.ll (b).

M 1



Environment and Natural Resources Trust Fund

Table 1-2 shows the financial activity for the trust fund corpus from inception of the fund
through Fiscal Year 1992.

':::'ah!~ 1-2
Environment and N~tllralResources Trust Fund

Trust Fund Corpus
Summary of Financial Activity

Three Years Ended June 30, 1992

Beginning Fund Balance

Revenue:
Lottery Proceeds
Gifts and Donations

Total

Ending Fund Balance

Year Ended June 30
1990 1991 1992

$ 0 $ 2,734,734 $22,799,621

$2,734,434 $20,064,887 $17,487,833 .
300 805 3,602

$2,734,734 $20,.064,887 $17,491,435

$2734,734 $22799621 $40291 056

Notel: In addition, any appropriated funds not encumbered in the biennium in which they are
appropriated cancel and are to be credited to the principal of the trust fund.

Source: State of Minnesota Comprehensive Annual Financial Reports and supporting accounting
records.

As provided in Minn. Stat. Section 116P.03, the trust fund may not be used as a substitute for tra­
ditional sources offunding environmental and natural resources activities, but the trust fund
shall supplement the traditional sources. The trust fund is to be used primarily to support activi­
ties whose benefits become available only over an extended period of time.

M 2



Environment and Natural Resources Trust Fund

Table 1-3 shows the financial activity for the expendable portion of the trust funci for the same
three year period.

Table 1-3
Environment and Natural Resources Trust Fund

Expendable Trust Fund Portion
Summary of Financial Activity

Three Years Ended June 30,1992

Year Ended June 30
1990 1991 1992

Beginning Fund Balance $ 0 $ 911.505 $ 8,840,055

Revenue:
Lottery Proceeds $911,478 $6,688,027 $ 4,372,058
Inve~entlncorne 27 1,240,253 2,611,109
Gifts and Donations 270 901

Total Revenue $911,505 $7,928,550 $ 6,984,068

Expenditures:
Current Expenditures $ 2,508,700
Capital Outlay 699,929
Grants 1,812,549

Total Expenditures $ 5,021,178

Ending Fund Balance $91 L505 $8840,055 $10,802,945

Source: State of Minnesota Comprehensive Annual Financial Reports and supporting accounting
records. .

During our annual statewide audit, we verify the propriety of revenue deposited to the trust
fund. We perfonn tests of investment income at the State Board of Investment. We also verify
the proper distribution oflottery proceeds to the trust fund, and the appropriate allocation of
revenues between fund corpus and expendable balance, In our audits of the Minnesota State
Lottery for Lie y"?fS ended June 30, 1991 and 1992, we questioned the Lottery's auth~rity ~0

maintain re~~rve accounts, thereby reducing distributions to the trust fund.

The Legislative Commission on Minnesota Resources (LCMR), consisting of 16 members of
the legislature, administers the trust fund. LCMR recommends a biennial budget plan for trust
fund expenditures. In addition, it adopts a six year strategic plan identifying priority areas for
funding, LCMR. employs a staff to assist it in its responsibilities. John Velin currently serves as
LCMR Director.

M 3



Environment and Natural Resources Trust Fund

Biennially, state agencies and other entities submit proposed projects to LC:rvm. for review. The
Legislature appropriates funds to state agencies for two-year projects based on LCMR recom­
mendations. A peer review panel must review research proposals before the Legislature appro­
priates monies from the trust fund. In addition to the trust fund, appropriations from the
Minnesota Future Resources Fund and federal oil overcharge funds finance similar environ·,
mental projects.

-
The Legislature authorized the first appropriations from the trust fund in the 1991 legislative ses-
sion. The appropriations funded projects scheduled for the period July 1991 through June 1993.
Table 1-5 identifies the projects approved in 1991.

In many cases, project appropriations were not fully expended and the projects had not been
completed at the time of our review. Table 1-4 shows the financial status of the trust fund at
December 31, 1992.

Table 1-4
Environment and Natural Resources Trust Fund

Summary of Project Financial Activity
July 1, 1991 - December 31,1992

Project Appropriations

Appropriation Canceled

Expenditures

Unexpended Appropriation

$ 14,96C,OOO

(100,000)

(7,155,124)

$ 7.704876

Note 1: Subsequent to December 31, 1992, an additional $40,000 appropriation was
canceled.

Source: Statewide Accounting System accounting records and detailed transactions as of
December 31, 1992.
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Table 1-5
Environment and Natural Resources Trust Fund

Projects Funded for 1991-1993 Biennium

Agency
(Note 1)

Recreation Projects:
DNR
DNR
DNR

Subtotal Recreation

Water Projects:
SPA
DNR
PCA
UM
DNR
PCA
BWSR
PCA
DNR
BWSR

,BWSR

Subtotal Water

Education Projects'
DOE - Note 4
DOE - Note 4
DNR-Note 4
SPA - Note 4
SPA - Note 4
DOE
DNR
SM

Subtotal Education

t.,gD..Gll ture Pmjects'
AGR
BWSR
EQB

Subtotal Agriculture

Project

Lower St. Croix Riverway Land & Water Management
Mississippi River Valley Bluffiands Initiative
Rails-to-Trails Acquisition and Development

Stream & Watershed Information System
So. Cent. Mn Surface Water Atlases & DataBases
Mn River Basin Water Quality Monitoring
County Geologic Atlases
Groundwater Sensitivity Mapping
Clean Water Partnership Grants
Cannon River Watershed GrMts
Mitigating Mercury in NE Mn Lakes
Ecological Evaluation ofYear-Round Aeration
Erosion Control Cost-Sharing
Well Sealing Cost-Share Grants

Model K-12 Environmental Education Curriculum
Environmental Education in Community Education
Environmental Learning Centers Plan
Assessment of Environmental Learning Centers
Statewide Environmental Education Plan
Video Education Research and Demonstration
Integrated Resource Management Education
Environmental Exhibits Collaborative

Biological Control of Pests
Conservation Reserve Easements
Generic Environmental Impact Statement

M5

Appropriation
Amount

$ 360,000
150,000

1.000,000

$ 1,510,000

$ 200,000
300,000
700,000
800,000
600,000
700,000

60,000
300,000
100,000
250,000
750,000

$ 4,760,000

$ 400,000
30,000
60,000
85,000

215,000
100,000
300,000
400,000

$ 1.590,000

$ 650,000
600,000
400,OQQ

$ 1.650,000



Environment and Natural Resources Trust Fund

Table 1-5 (continued)

Agency
.(lli>kl)

Wildlife Projects'
DNR
DNR
DNR
UM
PCA
DNR
BWSR
DNR
DNR

Subtotal Wildlife

Land Projects:
SPA
DNR

Subtotal Land

Total Projects

Proiect

Insecticide Impact on Wetland and Upland Wildlife
Biological Control of Eurasian Water Milfoil (Note 3)
County Biological Survey
Data Base for Plants ofMinnesota
Aquatic Invertebrate Assessment Archive
Wetlands Forum (Note 3)
Easement Acquisition on Restored Wetlands
Restore Thomas Sadler Roberts Bird Sanctuary
Changes in Ecosystem on Forest Bird Biodiversity

Base Maps for the 1990s
Digitalization ofWetlands & Waters Inventory

Appropriation
Amount

$ 650,000
100,000

1,000,000
130,000
130,000
40,000

400,000
50,000

300,000

$ 2,800,000

$ 1,900,000
750,000

$ 2,650,000

$14,960,000

Note 1: Agencies: DNR-Department ofNatural Resources; SPA-State Planning Agency;
PCA-Pollution Control Agency; BWSR-Board of Water and Soil Resources; UM-University
of Minnesota; DOE-Department ofEducation; SM-Science Museum of Minnesota;
EQB-Environmental Quality Board,

Note 2: As a result of agency reorganization, State Planning Agency water and land projects were
transferred to the Department of Administration and education projects were transferred
to the Department of Education,

Note 3: 111ese appropriations were subsequently canceled, when required match was not provided.

Note 4: These appropriations were combined into the environmental education project.

Source: Laws of 1991, Chapter 254, Article 1, Section 14.
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Environment and Natural Resources Trust Fund

We examined the first .18 months offinanciaI activity for a sample of projects funded for the
1991-1993 biennium. State agencies receiving trust fund appropriations are responsible for ad­
ministering approved projects and monitoring flow-through grants to other entities. Figure 1-1
shows the level of funding received by the various agencies for the 1991-1993 biennium.

Figure 1-1

Trust Fund
FY 1991-1993 Appropriations

DNR ($5,760,000 )

PCA ($1,830,000 )

DOA ($2,100,000 )

Source: Laws of 1991, Chapter 254, Article 1, Section 14.

As a condition of acceptance of trust fund appropriations, agencies must submit a work pr;Jgram
and se:-ni annuai progress reports to LCMR. As provided in Minn. Stat. Section 1i tiP.05, LCMR
nlilst approve the work program before an agency can spend trust fund appropriations.

Ll Chapters 2 through 4, we discuss our specific conclusions on the projects reviewed at the
Department ofNatural Resources, Board of Water and Soil Resources, and the Department of
Education, respectively.
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Chapter 2. Department of Natural Resources Projects

Chapter Conclusions

We question certain expenditures for three ofthe four projects r~ieJj)ed at the
Department ofNatural Resources. The department inappropriately charged
$44,091 in lump sum employee achievement awards to the groundwater sensi­
tivity mapping project. In addition, the propriety ofcertain capital expendi­
tures is questionable. Also, the department charged classified employee
salaries to two projects in violation ofstatutory requirements.

The Department ofNatural Resources had 16 trust fund projects funded from $5,760,000 in ap­
propriations and $35,000 in grant receipts. As ofDecember 31, 1992, expenditures for these
projects totalled $3,140,698. Three projects did not have any expenditures as ofDecember 31,
1992. We tested expenditures for four projects administered by the department, with expendi:­
tures totaling $1,716,017.

Groundwater Sensitivity Mapping

This appropriation is for groundwater sensitivity mapping, including contract drilling and geo­
physics, perfonning and interpreting aquifer tests, hydrologic monitoring, and collecting water

. level data.

Table 2-1
Groundwater Sensitivity Mapping

Financial Status as of December 31,1992

Appropriation Amount

Expenditures:
Classified Salaries
Unclassified Salaries
Part-time Salaries
Fixed Assets
Supplies
Other

Total Expenditures

Unexpended Appropriation

$600,000

$ 44,091
210,797

16,074
51,483
11,527
72,465

$406,437

1193,563

Source; Statewide Accounting System accounting reports and detailed trnnsactions as of
December 31, 1992. '
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1. The Department of Natural Resources charged inappropriate salary expenditures to
the trust fund project.

The department charged 34 employee lump sum achievement awards to the groundwater sensi­
tivity mapping project, even though the affected staff did not work on the project. Individual
awards, including related fringe benefits, ranged from $1,145 to $1,812. The awards, which to­
talled $44,091, were for performance during fiscal year 1991. The department paid the awards
in January 1992. The staff worked in the waters division but not on the trust fund project. The
department paid the employees' regular salaries from the General Fund.

Recommendation

• The Department ofNatural Resources should reimburse the trustfundfor the
$44,091 in inappropriate expenditures.

2. The propriety of certain capital expenditures is questionable.

The Department ofNatural Resources purchased two minivans, at a cost of $25,605, and various
. computers, at a cost of $25,879, from project funds. Although we believe that the department

used the vehicles and equipment on project activities, we have various questions about the trans­
actions. LCMR program guidelines and the work plans did not specifically address the allow­
ability of capital expenditures for trust fund proj ects. Appropriate disposition of capital
equipment at the project's completion is a concern. It is unclear whether equipment purchased
with trust fund monies becomes the property of the department purchasing the equipment, or if

. the project can recover the remaining value of the assets from other sources.

In addition, we question whether the project obtained sufficient value from the user fees it paid
to the department's fleet management program. As of December 31, 1992, the project spent
over $2,300 on fleet management fees for the two minivans for four months activity. Fleet man­
agement records show that for the period June 1992 through September 1993, the project paid
$11,200 in usage fees. Because the project had purchased its vehicles outright, it was in a posi­
tion to benefit only from the maintenance services of the program, which amounted to approxi­
mately $2,000 during the 16 month period. However, the fleet management fees are structured
to recoup both capital and maintenance costs from vehicle users. It has been a cost effective
method for the department to retain its vehicle fleet on a long-term basis. However, (tf;.er pur­
chaisn~ its own vehicles, a shott-term project, such as the ground water sensitivity monitoring,
was eot able to obtain full value from participating in the fleet management program.

Thr:: appropriate means of obtaining fixed assets is a concern for short term projects. There are
various options, including purchasing or leasing needed equipment. Departments must deter­
mine the most cost efficient method of obtaining required assets. In addition, they must ensure
that an individual proj ect only incurs costs which represent its share of the asset's usage.

M9
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Recommendation

• The department shouldwork with LeMR to determine un equitable share of
capital costsfinanced with trust fund moneys.

Environmental Education Program

The purpose of this project is to complete a long term plan for the development and coordina­
tion of environmental learning centers.

Table 2-2
Environmental Education Program

Financial Status as of December 31,1992

Appropriation Amount

Expenditures:
Classified Salaries
Part-time Salaries
Rent
Professionalffechnical Services
Other

Total Expenditures

Unexpended Appropriation

$60,000

$13,720
24,183
6,342
6,000
2,392

$52,637

$ 7.363

Source: Statewide Accounting System accounting reports and detailed transactions as of
December 31, 1992.

3. The department did not strictly follow statutory requirements relating to the
employment status of staff paid from trust fund moneys.

The Department ofNatural Resources used trust fund monies to pay three classified employees
for work on the environmental education project, contrary to statutory requirements. The em­
ployees were regular full time departmental employees in the planning office. The department
allocated salary charges of $13,720 based on an estimate oftime the employees spent on the pro­
j ect. The department transferred the salary charges from the General Fund, the regular funding
source for these employees. The department used current staff to perform thes~ duties rather
than hiring new unclassified employees.

MlO
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Environment and Natural Resources Trust Fund

Minn. Stat. Section 116P.09, Subd. 4, provides:

persons who are employed by a state agency to work on a project and are
paid by an appropriation from the trust fund or Minnesota future resources
fund are in the unclassified civil service, and their continued employment is
contingent upon the availability of money from the appropriation. When the
appropriation has been spent, their positions must be canceled and the ap­
proved complement of the agency reduced accordingly. Part-time employ­
ment of persons for a project is authorized.

The intent of this provision is to ensure that agencies do not have permanent classified employ­
ees on staff after a project has ended. Some agencies believe it may be more cost effective to
have current staff work a portion of their time on trust fund projects rather than hiring new staff.
The department believes the statutory provision applies only to new staff hired for the project
and not to all staff charged to the appropriation.

Recommendations

.. The Department ofNatural Resources shouldwork with LCMR to modify
statutory personnel requirements to provide more flexibility for part-time
employment. .

.. The department shouldallocate payroll expenditures based on actual hours
worked on individualprojects.

Minnesota County Biological Survey

The purpose of this project is to continue the biological survey in Minnesota counties. The sur­
vey began in 1987 in response to the need to determine the status of biological diversity in the
state.r;=========================;'1

Table 2-3
Minnesota County Biological Survey

Financial Status as of December 31, 1992

Appropriation Amount

Expenditures:
Classified Salaries
Unclassified Salaries
Other Payroll
Other

Total Expenditures

Unexpended Appropriation

$1,000,000

$ 1~,:iSU

477,991
22,087

___ 64,111
$582,369

$417631

Source: Statewide Accounting System accounting reports and detailed transactions as of
December 3L 1992.

Mll
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4. The department did not strictly follow statutory requirements relating to the employ­
ment status of staff paid from trust fund moneys.

The department funded a portion of the cost of two classified employees from the trust fund pro­
ject. The costs totalled $18,180 and included 25 percent of the salary of a computer program­
mer and 50 percent of the salary of a botanist. As discussed previously, Minn. Stat. Section
116P.09, Subd. 4 provides that persons paid by an appropriation from the trust fund should be in
the unclassified service. Again, the department wanted to use currently employed staff on the
project rather than hire new unclassified employees for a short time period.

Recommendations

• The Department ofNatural Resources shouldwork with LCMR to revise
statutory personnel requirements to provide more flexibility for part-time
employment.

• The department should allocate payroll expenditures based on actual hours
worked on individualprojects.

Rails-to-Trails

The purpose of this project is to acquire and develop trails on unused railroad property in
northern Minnesota.

Table 2-4
Rails-to-Trails

Financial Status as of December 31,1992

Appropriation Amount

Expenditures:
Land Purchase
Other

Total Expenditures

Unexpended Appropriation

$1.000,000

650,000
24,574

$ 674,574

$ 375.426

Source: Statewide Accounting System accounting reports and detailed transactions as of
December 31, 1992.

Our review of activity through December 31, 1992 showed that costs were in compliance with
the budget plan.

M 12
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Chapter 3. Board ofWater and Soil Res~urces Projects

Chapter Conclusions

Wefound problems with three ofthe six projects administered by the Board of
Water and Soil Resources. The board did not adequately document the grantee
selection process and did not nwnitor grantee expenditures for two projects. In
addition, we questioned whether expenditures totaling $46,756 complied witTz a
project's objectives.

The Board ofWater and Soil Resources received fundi~g of $2,060,000 for six trust fund pro­
jects for the 1991-1993 biennium. As ofDecember 31, 1992, it had spent $976,475 on these
projects.

Well Sealing Cost Sharing Grants

This project provides grants to counties for sharing the cost of sealing wells. It accelerates work
started under the Groundwater Protection Act of 1989.

Table 3-1
Well Sealing Cost Sharing Grants

Financial Status as of December 31,1992

Appropriation Amount

Grant Expenditures

Unexpended Appropriation

$750,000

665,000

. $ 85,000

Source: Statewide Accounting System accounting reports and detailed transactions as of
December 31, 1992

5. The Board of Water and Soil Resources did not appropriately document the review
process for project applications received after the initial review period.

The board awarded $233,000 in grants without completing the required review process. The
work plan provides that an interagency advisory group is to evaluate proposals. The committee
met and selected first round projects totalling $517,000. However, we found no evidence
that the advisory committee reviewed second round project applications for three of the four

M13
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counties tested. The committee decided not to meet as a group to evaluate these applications.
Instead, the program coordinator forwarded copies of the applications to committee members.
The coordinator said he received responses from the members and tried to put notes in the
county file indicating member comments. However, we found no evidence of this review for
three proj ects.

The advisory committee included representatives from tht;; Beard of Water and Soil Resources,
Pollution Control Agency, Department of~aturalResources, Department of Health and the
Minnesota Geological Society. Use ofa committee provides more independence and impartial­
ity in the selection process.

Recommendation

• For future projects, the Board ofWater and Soil Resources should document
required advisory group reviews ofall grant applications.

6. The Board of Water and Soil Resources has not exercised adequate oversight of the
well sealing project grants.

The board has not used effective cash management techniques in administering the well sealing
project grants. During the audit period, the board disbursed $665,000 to 37 counties. As pro­
vided in the project guidelines, itpaid the full grant amount at the beginning of the projects, af­
ter the parties signed the grant agreements. The grant funds were available for up to two years
from the effective date of the grant agreements. The board did not actively monitor the cash

'flow needs of these counties. By paying grant funds on an advance basis, the trust fund loses in­
vestment income on the monies. We think it would be more appropriate to provide funding on
an as needed basis, at least for grants over a specified minimum amount.

Also, counties have not submitted required reports to the board. The grant agreements require
each county to submit an annual status report, audit reports, and copies of sealed well reports
filed by contractors. The board has a responsibility to followup on delinquent reports. In addi­
tion, staff should review the reports to ensure the projects are proceeding as anticipated, expendi­
tures are appropriate, and grantees provide required match.

Recommendations

• The Board ofWater and Soil Resources should revise its cash management
procedures for grant programs, makingpayments on an as needed basis.

• The board should ensure that grantees submit required reports on a timely
basis.

M 14
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Erosion Control Cost Sharing Grants

This project funds grants to share the cost of conservation practices to control erosion and pro­
tect water quality including water quality practices that divert water from sinkholes.

Table 3-2
Erosion Control Cost Sharing Grants

Financial Status as of December 31, 1992

Appropriation Amount

Expenditures:
Grants
Other

Total Expenditures

Unexpended Appropriation

$250,000

$121,313
2,028

$123,341

$126.659

Source: Statewide Accounting System accounting reports and detailed transactions as of
December 31, 1992.

7. The Board of Water and Soil Resources did not have appropriate project selection
controls.

The Board ofWater and Soil Resources did not follow a formal approval process for soil and
water conservation district applications for the erosion control sinkhole project. Generally, one
staff person approved the grants. The program coordinator forwarded copies of the applications
to a panel of hydrologists for review. However, they did not respond back with comments. Ac­
cording to the work plan, the board was to use a panel of hydrologists to develop application cri­
teria and screen and rank the accepted applications.

Recommendation

• The Board qfWater and Soil Resources shouldfollow requiredprocedures for
review ofproject applic-.ations.

Conservation Reserve Easements

The purpose of this project is to acquire perpetual easements with priority for wetland areas, to
enhance wildlife habitat, control erosion and improve water quality.

M 15
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As ofDecember 31, 1992, the board completed most paperwork for the easement acquisition,
but it had not made any easement payments. The landowners may elect payment in one lump
sum or up to four equal annual installments. Easement obligations totalled $441,630.

Table 3-3
Conservation Reserve Easements

Financial Status as of Decem!:ier 31., 1992

Appropriation Amount

Expenditures:
Unclassified Salaries
Legal Fees
Other

Total Expenditures

Unexpended Appropriation

$600,000

$ 57,961
46,756
1,525

$106,242

$493758

Source: Statewide Accounting System accounting reports and detailed trnnsactions as of
December 31,1992.

8. The propriety of certain costs charged to the conservation reserve easements project
is questionable.

The Board of Water and Soil Resources paid $46,756 in legal fees from the easements project al­
though the work plan does not discuss this cost. The board entered into an agreement with the
Office of the Attorney General for legal services. The board agreed to fund 75 percent of salary
and fringe benefits for an attorney to assist in implementation of resource conservation pro­
grams, including specifically the Reinvest in Minnesota (RIM) program. The Department of
Natural Resources agreed to pay the remaining 25 percent of these attorney costs.

The board allocated all of its share of the legal fees to the trust fund project even though the
work at times also related to the Reinvest In Minnesota program, which receives funding from
bond proceeds. Normally, when services benefit more than one program, costs should be allo­
cated to the various funding sources.

The project work plan provided that trust fund monies for the 1991-1993 biennium would fund
actual easement acquisitions ($479,000 budget) and an easement programs coordinator
($121,000 budget). The appropriation law and work plan do not discuss legal fees. In 1993, the
legislature added a provision to the project's subsequent appropriation prohibiting administra­
tive cost charges to the project.
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Recommendation

o The Board ofWater and Soil Resources should obtain aPprovalfrom LCMR to
charge legalfees to this project, or transfer the costs to another appropriate
funding source.

]

]

Easement Acquisition on Restored Lands

The purpose of this project is to contract with the U.S. Fish and Wildlife Service and the Izaak
Walton League to acquire permanent easements on federally restored lands. The Fish and Wild­
life Service and the League are to provide required match.

Cannon River Watershed Grants

Source: Statewide Accounting System accounting reports and detailed transactions as of
December 31,1992

Table 3-4
Easement Acquisition on Restored Lands
Financial Status as of December 31,1992

The board had made no expenditures as ofDecember 31, 1992. However, it had written agree­
ments with 19 landowners. Obligations totalled $399,760. Expenditures could take up to four
years to complete.

$400,000

o
$400,000

Appropriation Amount

Expenditures

Unexpended Appropriation

This project is to provide research and demonstration grants to counties consistent with the com­
prehensive local water management program as part of the Cannon River watershed protection
program,

J
]

]

I
I
I
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Table 3-5
Cannon River Watershed Grants

FimmdaI Status as of December :H, 1992

$60,000

60000

Appropriation Amount

Grant Expenditures

Unliquidated Appropriation $ o
Source: Statewide Accounting System accounting reports and detailed transactions as of

December 31 1992,
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Our review of activity through December 31, 1992 showed that costs were in compliance with
the budget plan.

River Basin Water QuaIityMonitoring

This is a Pollution Control Agency project to conduct assessments of non-point sour~e pollution
in the Minnesota River Basin. PCA granted a portion of the appropriation to the board. This
portion funds a part time employee at the board who serves as project coordinator.

Table 3-6
River Basin Water Quality Monitoring

Financial Status as of December 31,1992

Grant Receipts

Expenditures:
Part-time Salaries
Other

Total Expenditures

Unexpended Grant Receipts

$ 32,600

$ 21,165
727

$21,892

$10708

Source: Statewide Accounting System accounting reports and detailed transactions as of
December 31, 1992.

Our review of activity through December 31, 1992 showed that costs were in compliance with
the budget plan.
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Chapter Conclusions:

Environmental Education Program

Chapter 4. Department ofEducation Projects

$730,000

$ 19,461
69,110
83,967
37,236

7,677
216,000
30,"98

$464.049

$265.951

Appropriation Amount

Expenditures:
Classified Salaries
Unclassified Salaries
Other Payroll
Professional Technical Services
Purchased Services
Grants
Other

Total Expenditures

Unexpended Appropriation

We have concerns about the two trust fund projects administered by the Depart­
ment ofEducation. We believe the department did not exercise adequate over­
sightfor the grant portion ofthe projects. In addition, we question whether
selected expenditures complied with statutory and administrative guidelines for
the two projects.

Table 4-1
Environmental Education Program

Financial Status as of December 31,1992

The Department ofEducation had two projects, incorporating several individual appropriations,
for the 1991-1993 biennium. The Legislature allocated $830,000 for the proj ects. As of
December 31, 1992, the department had spent $564,049.

This project has several environmental education objectives, including development of a state­
wide environmental education plan. The statewide plan will integrate the plans, strategies, and
policies of the Department ofEducation, post-secondary institutions, the Department ofNatural
Resources and other deliverers of environmental education.

J

I
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I

I

J
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I
f

r

Source: Statewide Accounting System accounting reports and detailed transactions as of
December 31, 1992.
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9. The Department of Education has not exercised adequate oversight for environmental
education grants to nonstate entities.

The Department ofEducation has not been monitoring the pass-through grants to the Audubon
Center ($85,000 appropriation; $81,000 expenditures), the Community Education Association
($30,000 appropriation; $25,000 expenditures) and the pilot school districts who are developing
new curriculum ($110,000 expenditures). The department paid funds ~0 the grantees based on
staggered payment dates established in the grant agreement. However, the payments were not
based on costs incurred. Once the department paid the grant funds, it did not monitor whether
expenditures were appropriate. It did not require grantees to submit expenditure status reports.
The grantees were required to submit semiannual project status reports directly to LCMR. How­
ever, we believe the department, as recipient of the appropriation, has a responsibility to monitor
grantee performance. To help ensure that projects are progressing as anticipated, the department
should require grantees to periodically report on expenditures. Staff should review the reports
for compliance with established budgetary requirements and program guidelines.

Recommendation

• The Department ofEducation should establish a process to review grantee
expenditures for propriety.

10. Selected project expenditures did not comply with statutory or administrative proce­
dures.

Contrary to statutory provisions, the department partially funded a classified employee from the
environmental education plan project. The department charged one-third of an administrative
secretary's salary to the trust fund account. Minn. Stat. Section 116P.09, Subd. 4 provides that
persons paid by an appropriation from the trust fund should be in the unclassified service.
Rather than hire another employee to perform secretarial duties, the department funded a portion
of a current classified employee's salary from the project.

Also, the department exceeded 'contract limits by $405 when paying a consultant for travel ex­
penses. The department's spending plan allows honorarium payments not to exceed $5,000 per
vendor, including expenses. The department paid a consul~t for actual expenses, which ex­
ceeded the honorarium contract limit. The department subsequently hired the consultant as Pro­
j ect manager.

Recommendations

• The Department ofEducation should work with LeMR to modify statutory
personnel requirements to provide more flexibility for part-time employment.

• The department should ensure all payments comply with contract provisions.
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Video Education Research and Demonstration Project

The purpose of this project is to develop a video education demonstration project and a model
for a statewide video environmental education communication network. As provided in the ap­
propriation, the department granted project funds to Twin Cities Public Television.

Table 4-2
Video Education Research and Demonstration Project

Financial Status as of December 31, 1992

Appropriation Amount

Grant Expenditures

Unexpended Appropriation

$100,000

(lOO,OOQ)

$ 0

Sowce: Statewide Accounting System accounting reports and detailed transactions as of
December 31, 1992.

11. The Department of Education did not adequately monitor the grant to Twin Cities
Public Television.

The department has not established appropriate cash management and expenditure control proce-
. dures for this grant. For example, the department paid the grantee $100,000 on August 15,

1991. However, the grantee reported expenses totaling only $27,320 as ofDecember 16, 1991.
This is poor cash management for the state. The state could invest excess trust fund monies un­
til needed for expenditure by the grantee.

The grant agreement states that Twin Cities Public Television will report to the department. The
grantee submitted a financial report and summary of progress in December, 1991. The report
states that the grantee will submit quarterly reports. However, the department received no fur­
ther reports.

Recommendations

.. The Department ofEducation should revise its cash managementprocedures
for grant programs, makingpayments on an as needed basi.~.

.. The department should ensure that grantees submit appropriate expenditure
reports on a timely basis.
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GROUNDWATER SENSITIVITY MAPPING

DNR INFORMATION
(612) 296-6157

STATE OF

~~rn~©U~

...... DEPARTMENT OF NATURAL RESOURCES

November 8, 1993

500 LAFAYETIE ROAD, ST. PAUL, MINNESOTA 55155-4037

Dear Mr. Nobles:

James Nobles, Legislative Auditor
Office of the Legislative Auditor
1st Floor centennial Building
658 Cedar. street
st. Paul, Minnesota 55155

The purpose of this letter is to respond to the audit report of
the Environmental and Natural Resources' Trust Fund programs
administered by the Department of Natural Resources' for the
period July 1, 1991 through December 30, 1992.

Salary Expenditures
The Division of Waters purchased a seismograph, from general
operations funding, before project monies were available. By
purchasing this equipment early they were able to take full
advantage of the first field season of this project. Achievement
awards that would have been paid from general operations were
paid from the project monies.

This expenditure may have been inappropriate from an accounting
standpoint and this is not the usual way we do business.
However, the decision to accelerate the project was, we believe,
appropriate from a resource management perspective in that it
directly benefitted trust fund projects. In fact significant
general operations monies have been used to support this project .

. Equipment Purchases
~As stated, the vehicles were purchasp~ ~nd assessed a monthly
fleet rate. In accordance with fleet policy, any expansion to
the flee~ must be initially financed by the unit; the monthly
rates are intended to cover the replacement of the vehicles. We
concur that handling equipment pu~chases for short term projects
presents special problems. However, given the magnitude of our
operations it is unrealistic to maintain mUltiple administrative
"infrastructures".

OFFICE OF THE
COMMISSIONER
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James Nobles
Legislative Auditor
November 8, 1993
Page 2

Additionally, we do not
as short term; this two
of a ten year project.
equipment purchases are

view the Groundwater Sensitivity prvgram
year appropriation represents a segment
Viewed in the long term context, the
entirely appropriate.

ENVIRONMENTAL EDUCATION PROGRAM
The salary costs of several current staff were allocated to this
project. This practice occurs where it is more efficient and
cost effective to use current employees rather than hire new
staff. The audit states that the intent of the statute is to
ensure that staff is hired only for the duration of the project
funding. The charging of salary costs of Existing employees does
not violate this principal.

MINNESOTA COUNTY BIOLOGICAL SURVEY
Again, we charged salary costs of existing employees rather than
hiring new unclassified employees for a short term project. This
practice is most cost efficient and does not violate the intent
of the statute.

It is apparent that our interpretation of the statute on this
matter differs and therefore it may be helpful to get it
clarified.

R dney W. Sando
Commissioner

cc: Gene Gere
Al Yozamp
John Bouthilet
Kent Lokkesmoe
Bill Becker
Dick Hassinger
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ISouthbridge Office Building
155 S. Wabasha Street
Suite 104

1St. Paul, MN 55107
(612) 296·3767
Fax (612) 297·5615

IField Offices

Northern Region:

394 S. Lake Avenue
Room 403
Duluth, MN 55802
(218) 723·4752
Fax (218) 723·4794

l 3217 Bemidji Avenue N.
Bemidji, MN 56601
(218) 755·4235

I
Fax (218) 755-4201

217 S. 7th Street
Suite 202
Brainerd, MN 56401-3660

I (218) 828·2383
Fax (218) 828-6036

I
Sou!hern Region:

P.O. Box 756
Highway 15 S.
New Ulm, MN 56073
(507) 359-6074I Fax (507) 359·6018

1200 S. Broadway
Room 144
Rochester, MN 55904
(507) 285-7458

P.O. Box 267

I
1400 E. Lyon Street
Marshall, MN 56258
(507) 537·6060
Fax (507) 537-6368

IMetro Region:

Southbridge Office Building
155 S. Wabasha Street
Suite 104
Sl. Paul, MN 55107
(612) 296-3767
Fax (612) 297-5615

An Equal
Opportunity Employer

Printed on recycled paper

November 10, 1993

Mr. James Nobles, Legislative Auditor
Office of Legislative Auditor
Centennial Office Building
St. Paul, MN 55155

Dear Mr. Nobles:

We have received the audit of the six projects we administered under the
Environment and Natural Resource Trust Fund for FY92 and FY93. Thank you for
the opportunity to comment on those findings.

Recommendation #5 - The BWSR did not appropriately document the review
process for project applications received after the initial review period.

Recommendations

For future projects, the BWSR should document required advisory group
reviews of a/l grant applications.

Response:

• The advisory group was heavily involved in evaluating applications.
Meetings were not formal and often were conducted over the phone with
individual members or the group on a conference call basis.
Recommendations and evaluations of the advisory group was utilized. In
the future, we will attempt to formalize these meetings, or at a minimum,
document their finding and recommendations.

Recommendation # 6 - The BWSR has not exercised adequate oversight of the
well sealing project grants.

Recommendations

The BWSR should revise its cash management procedures for grant
programs making payment on an as needed basis.

The BWSR should ensure that grantees submit required reports on a timely
basis.

Response:

.. The technique of grant advance payments versus reimbursement paymeClts
continues to be a point of debate. In most cases, one method is more
appropriate than the other. One of the goals of BWSR is to empower
LGU's (Local Governmental Units) to act on environmental concerns, rather
than react to them. One proven method of doing that is to get the
resources (cash and technical support) to them as soon as possible.
Working on a reimbursement basis would greatly increase costs in the
administrative area.
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We made great efforts to ensure timely reporting from the counties. In fact,
91 % of the recipients met the requirements. Only 4 of 45 the counties were
delinquent at the time of this audit. One of the projects started late and
had nothing to report at the time of the audit. We will continue to monitor
those projects outstanding and continue sending reminder letters as we
have done in the past.

y ~ i'~ '/[.;::::
.;:; ,U20-4i
'~':&'4
V\in~ta
Ooardot
Water& Soil
Resources

Southbridge Office Building
155 S. Wabasha Street
Suite 104
S1. Paul, MN 55107
(612) 296-3767
Fax (612) 297-5615

Recommendation #7 - The BWSR did not have appropriate project selection
controls.

Recommendations

Field Offices
The BWSR should follow required procedures for review of project
applications.

Northern Region:

394 S. Lake Avenue
Room 403
Duluth, MN 55802
(218) 723-4752
Fax (218) 723-4794

3217 Bemidji Avenue N.
Bemidji, MN 56601
(218) 755-4235
Fax (218) 755-4201

217 S. 7th Street
Suite 202
r,'ainerd, MN 56401-3660

3) 828-2383
..x (218) 828·6036

Response:

• Basically, this recommendation and our response are stated under #5. We
did follow the work plan and a panel of hydrologists was utilized to develop
criteria and screen and rank applications. While there was only one formal
meeting of the panel, there were many informal meetings and discussions.
The BWSR did approve the initial allocations and not one staff person as
stated. In the future, we will attempt to formalize and document our
procedures and findings in an acceptable form.

Recommend'ation #8 - The propriety of certain costs charged to the
conservation reserve easement project is questionable.

Southern Region:

P.O. Box 756
Highway,15 S.
New Ulm, MN 56073
(507) 359-6074
Fax (507) 359·6018

Recommendations

• The BWSR should obtain approval from LeMR to charge legal fees to this
project, or transfer the costs to another appropriate funding source.

Response:
1200 S. Broadway
Room 144
Rochester, MN 55904
(507) 285-7458

P.O. Box 267
1400 E. Lyon Street
Marshall, MN 56258
(507) 537-6060
Fax (507) 537-6368

Metro Region:

Southbridge Office Building
155 S. Wabasha Street
Suite 104
St. Paul, MN 55107
(612) 296-3767
Fax (612) 297-5615

Equal
Opportunity Employer

Printed on recycled paper

• While it is true the approved work plan did not list legal fees, it did not
exclude them either. There are many components of administrative costs
in acquiring RIM Easements. Professional Services necessary include
attorneys, Realty Specialists, Accounting Personnel and Engineers. We did
not charge any of these salary costs to this particular RIM project. They
were paid from general and bond fund sources. While all of the legal fees
were charged here, the total chargeable administrative costs would have
been much greater. In the future, work plans will be more explicit in
chargeable costs and we will attempt to allocate all costs to all components
of a program.

Thank you again for the opportunity to respond to your audit findings. We look
forward to audits of all our program areas to ensure that legislative and agency
goals are being achieved in an acceptable, efficient manner. If you have anyturthe: ~~e,:. ~~ience

:./-"~'rf",q;arn~
ctor
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EDUCATION
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Capitol S~uare 550 Cedar Street
Saint Paul, Minnesota 55101 612/296-6104

November 9, 1993

Mr. James Nobles
Legislative Auditor
Office of the Legislative Auditor
Centennial Building
St. Paul, MN 55155

Dear Mr. Nobles:

Enclosed is the Department of Education's written response to the legislative audit
of the Environmental and Natural Resources Trust Fund projects administered by
the Department of Education for the period July 1, 1991 through June 30, 1992.

If you have any questions regarding the contents of this response, please contact me
at 296-2358.

Sincerely,

/ezL~Lj)
~t,Linda Powello Commissio~er

Minnesota Department of Education

LP:MP:do

EnclosuJ.e
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Minnesota Department of Education's Response
to the

Legislative Audit of Environmental and Natural Resources
Trust Fund Project

Response to #9. The Department of Education has not exercised adequate oversight
for environmental education grants to nons tate entities.

a. At the onset of these projects in July 1991, the Department's pass through
grants manager and two other Department administrators were directed
by the LCMR staff that the Department of Education was to provide
administrative pass-through services to the grantees for the LCMR staff.
Department staff were directly told they were not to act as monitors and/or
enforcers. Department staff followed these directions.

b. According to the directions from the LCMR Approved Workplan, the
manager required the .Sa grant projects to submit a written financial report
and summary of progress every six months. Those reports were combined
(State Plan, Model Curriculum, DNR Study, Community Education and
Audubon Center) into a single report format as specified by LCMR staff and
submitted to their offices.

In addition, during the period July I, 1991 and June 3D, 1992, the group of five
project managers and the Department's grants manager met quarterly in
three separate meetings of three to four hours with LCMR staff present to
report on project progress as well as to assure that the varioqs projects
efforts were able to integrate into the state plan project.

The four additional grants to which the Department provided pass through
services were instructed by the LCMR staff to submit their project progress
reports directly to their offices.

c. The Department of Education disagrees with the auditor's report statement
that the pilot sites were "not monitored". From January, 1991 through May
and in July. The pilot site teams met monthly for a day with the Depart­
ment's project manager to report progress, receive specific training in
curriculum and assessment, and to discuss concerns, issues, etc. Further,
each site was directed to provide a six-month progress report to the
Department. Finally, an outside evaluator conducted on-location
evaluations at each site and wrote a report to the Department. During
the last six months of the project, the project manager made site visits,
conducted a two-day site meeting and compiled and published a
curriculum model from the pilot sites' work. This was the scope of the
"monitoring" the Department promised to do in its approved work plan.
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Finally, the Department of Education regularly applies a process to review
grantee expenditures for propriety and serves as a monitor when required
to do so.

Response to #10. Selected project expenditures did not comply with statutory or
administrative procedures.

a. The Department of Education agrees that we should work with the LCMR
to modify statutory personnel requirements to provide more flexibility for
part-time employment.

b. A consultant's travel expenses exceeded the honorarium limits by $405
because of direction from the Office of Environmental Education, Advisory
Board to conduct additional meetings around the state. When submitting
these expenditures for payment in December, the manager included an
acceptable written justification for the additional cost. As a result of the
consultant's work on this project, the consultant was hired as a project
manager the next month and continued in that role until June 30, 1993.

Response to #11. The Department of Education did not adequately monitor the
grant to Twin Cities Public Television.

a. The Department of Education employs cash management procedures for all
of it's grants programs, making payments based on evidence of results as
specified by the grant agreement. However, in this round of LCMR grants,
Department staff was instructed by the LC:rv.m. staff that we were a pass­
through agency, not a monitoring and enforcing agency. In serving as a
pass-through agency for LCMR projects, the Department will work directly
with LCMR staff to clarify the expectations of providing pass-through services
to ensure fiscal accountability.

b. Of the nine LCMR projects managed by the Department of Education, four
projects including Twin Cities Public Television sent required progress
reports directly to LCMR offices. We received no feedback on any of these
reports. "
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Legislative Commission on Minnesota Resources
100 CONSTITUTION AVENUE / ROOM 65/ STATE OFACE BUILDING. ST. PAUL, MINNESOTA 55155-1201 • (612) 296-2406

JOHN R. VELIN
Director

November 23, 1993

Commissioner Rod Sando
Department of Natural Resources
500 Lafaye~te Road
St. Paul, Minnesota 55155

Dear Commissioner Sando:

RE: Legislative Audit - Trust Fund 1991

Before delving into the other aspects of the Audit report, I
wish to deal squarely with the Achievement awards issue. Please
reimburse the Trust Fund immediately for the $44,091 paid from
the Trust Fund appropriation in ML 91 Ch. 254, Art. I, Sec. 14.

We expect a certain amount of regular budget support for
LCMR recommended programs. This has always been the case. I
believe you understand and appreciate this fact, and thus
continue to accept appropriations from the Trust Fund and
Minnesota Future Resources Fund. Certainly in many cases the
regular budget projects and LCMR projects enjoy a symbiotic
relationship. The closeness of the relationship should not,
however, impede a rigorous execution of the appropriation laws.

The Trust Fund popularity emphasizes the need for
sensitivity to appropriateness of expenditures. While I feel that
all expenditures of state money should be above reproach, it is
especially important for the Trust Fund to go one step further
and avoid any action that even raises the suspicion of
impropriety.

There is significant criticism abr0~d regarding the alleged
favoritism of LCMR toward state agencIes in making allocations
from the TrlJst Fund. I believe that without expeditious solutions
to the problems raised, that criticism will gain momentum, to the
detriment of many good projects.
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Please complete the reimbursement and send something to the
LGMR office that demonstrates that action. Th~nks for your prompt
attention to this matter. The LCMR staff will be in touch
regarding other findings of the report.

Represen ative Phyllis Kahn,
Chair LCMR

cc: LCMR Members
Senator Roger.Moe
Represen·tative .Irv Anderson
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Legislative Commission on Minnesota Resources
100 CONSTITUTION AVENUE I ROOM 65/ STATE OFFICE BUILDING. ST. PAUL, MINNESOTA 55155-1201 • (612) 296-2406

JOHN R. VELIN
Director

November 23, 1993

TO: LCMR Members

FROM: Representative Phyllis Kahn, Chair ~~,

Subject: Legislative Auditor Report on 1991 Trust Fund
appropriations

1. I want you to know what we have done already, what we are
working on and some expectations in terms of outcome and timing.

2. ACTION
Today I directed a letter to DNR requesting they reimburse

the Trust Fund immediately for the $44,091 in achievement awards
paid to staff not working on the Ground Water Sensitivity
project.

3. WORKING ON
LCMR was not the subject of the audit, so we have not yet

investigated the problems raised. Staff will meet with
appropriate people at the Auditor and state agencies to further
explore the specific problems as well as to understand the
systemic problems. It appears about 10% of the appropriation
amount examined raised a concern.

The unclassified staff problem seems thorny and perhaps a
revision to the statute is in order. The basic provision has been
in place since the 60' s when personnel management was quite
different. Clearly the underlying purpose continues, that is, to
avoid creation of long term employment obligations for the state.
However, some provision should be made to use the most appropriate
people for a task even from among existing employees, consistent
with the underlying purpose.

4. EXPECTATIONS
Staff will report to the Commission on actions taken and

additional actions recommended. We may at that time ask the
Auditor to explain the report to the LCMR and comment on the
actions taken or recommendations developed by staff

5. ACTIONS ALREADY IN PLACE
EXPENDITURE REVIEW. Several of the deficiencies deal with

cash management and expenditure review on pass through projects.
This was fixed in the '93 appropriations by requiring the agencies
to "contract with ••• " the recipient and further by making those
contracts on a reimbursement basis. This assures that no cash flows
out until a performance is achieved. Dual purposes are served:
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retention of cash for investment earnings, and expenditure review
for compliance prior to liquidation. So far in this biennium, this
is working well.

CAPITAL EQUIPMENT. For the '95 RFP just released, the items
eligible for expenditure are spelled out and the proposals must
include a justification for equipment purchases as well as
disposition post project in addition to the reimbursement feature
described above.

6. I hope to schedule a meeting before the end of the year at which
we can debate the merits of the staff suggested actions.

cc: Senator Roger Moe
Representative Irv Anderson
Jim Reinholdz, House Appropriations Committee
Greg Knopff, Senate Finance

91proj\audit913
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