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FINANCIAL STATEMENT REPORT
SUMMARY
The audit of the accompanying financial statements of the State of Illinois, Department of
Children and Family Services was performed by Sleeper, Disbrow, Morrison, Tarro & Lively, LLC.

Based on their audit, the auditors expressed an unqualified opinion on the Department’s basic
financial statements.

SUMMARY OF FINDINGS

The auditors identified a matter involving the Agency’s internal control over financial reporting
that they considered to be a significant deficiency. The significant deficiency is described in the
accompanying Schedule of Findings on pages 36-37 of this report, as finding 08-1, financial reporting
wealmesses.

EXIT CONFERENCE
The finding and recommendation appearing in this report were discussed with Department personnel at an
exit conference on May 11, 2009, The response to the recommendation was provided by Matthew Grady,
111, Deputy Director and Chief Financial Officer in correspondence dated May 18, 2009.

Attending the exit conference were:

Department of Children and Family Services

Matthew Grady 0T, Deputy Director — Budget and Finance

Ray Piiparinen, Audit Liaison

Carol Radwine, P.S.A. — Acting Manager, Financial Management

Paul Larson — Supervisor, Audit Unit

Diane Cottrel — Acting Associate Deputy Director, Cook County ACR

Gary Baker — Acting Deputy Director, Planning & Performance Management
Dave Nika — Information Systems Analyst

Sleeper, Disbrow, Morrison, Tarro & Lively, LLC

Thomas Leach, Partmer

Stephen Payton, Partner

Sara Moody, Staff Accountant
Meredith Angel, Staff Accountant

Office of the Auditor General

Karen Appelbaum, Manager
Joseph Gudgel, Information Systems Manager
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INDEPENDENT AUDITORS® REPORT

Homnorable William G. Hoelland
Aunditor General
State of Illinois

As Special Assistant Auditors for the Auditor General, we have audited the accompanying
financial statements of the governmental activities, the major fund, and the aggregate remaining fund
information of the State of llinois, Department of Children and Family Services, as of and for the year
ended June 30, 2008, which collectively comprise the Department of Children and Family Services’ basic
financial statements as listed in the table of contents. These financial statements are the responsibility of
the State of Ilinois, Department of Children and Family Services® management. Our responsibility is to
express opinions on these financial statements based on our audit.

We conducted our andit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government Auditing
Standards issued by the Comptroller General of the United States. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles
used and the significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinions.

As discussed in Note 2, the financial statements of the State of Illinois, Department of Children
and Family Services are intended to present the financial position and changes in financial position of
only that portion of the governmental activities, each major fund, and the aggregate remaining fund
information of the State that is atiributable to the transactions of the State of Illinois, Department of
Children and Family Services. They do not purport to, and do not, present fairly the financial position of
the State of Nllinois as of June 30, 2008, and the changes in its financial position for the year then ended in
conformity with accounting principles generally accepted in the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, the major fund, and the aggregate
remaining fund information of the State of Hlinois, Department of Children and Family Services, as of
June 30, 2008, and the respective changes in financial position thereof for the year then ended in
conformity with accounting principles generally accepted in the United States of America.
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In accordance with Government Auditing Standards, we have also issued a report dated
May 22, 2009, on our consideration of the State of Hllinois, Department of Children and Family Services’
internal control over financial reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements and other matters. The purpose of that report is to describe
the scope of our testing of internal control over financial reporting and compliance and the results of that
testing, and not to provide an opinion on the internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing Standards
and should be considered in agsessing the results of our audit.

The State of Illinois, Department of Children and Family Services has not presented a
management’s discussion and analysis and budgetary comparison information for the General Fund that
accounting principles generally accepted in the United States of America has determined is necessary to
supplement, although not required to be part of, the basic financial statements,

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the State of Illinois, Department of Children and Family Services’ basic financial
statements. The combining nonmajor fund financial statements are preserited for purposes of additional
analysis and are not a required part of the basic financial statements. The combining nonmajor fund
financial statements have been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, are fairly stated in all material respects in relation to the basic
financial statements taken as a whole.

This report is intended solely for the information and use of the Auditor General, the General
Assembly, the Legislative Audit Commission, the Govemor, the Comptroller, and department
management, and is not intended to be and should not be used by anyone other than these specified
parties. ‘

ﬂ% D‘g/"’“‘} %""’"‘-ﬂr f/;;@ /;. g‘b” ) ;Z;‘/C

May 22, 2009
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State of lllinois
Department of Children and Family Services
Reconciliation of Governmental Funds Balance Sheet
to Statement of Net Assets
June 30, 2008
(Expressed in Thousands)

Total fund balances-governmental funds $ (19,464)

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

Prepaid expenses for governmental activities are current uses
of financial resources for funds 199

Capital assets used in governmental activities are not financial
resources and therefare are not reported in the funds. 1,064

Revenues in the Statement of Activities that do not provide
current financial resources are deferred in the funds. 19,974

Some liabilities reported in the Statement of Net Assets do not
require the use of current financial resources and therefore are
not reported as liabilities in governmental funds. These
liabilities consist of:
Compensated absences {23,147)

Net assets of governmental activities $ (21,374)

The accompanying notes to the financial statements are an integral part of this statement.
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State of lllinois
Department of Children and Family Services
Reconciliation of Statement of Revenues, Expenditures and Changes In
Fund Balances of Governmental Funds to Statement of Activities
For the Year Ended June 30, 2008
(Expressed in Thousands)

Net change in fund balances $ {16,141)
Amounts reported for governmenital activities in the Statement of
Activities are different because:

Governmental funds report capital outlays as expenditures while the statement of activities
reports depreciation expense fo allocate those expenditures over the life of the assets.
This is the amount by which capital outlays exceeded depreciation in the current period. 134
Prepaid expenses in the Statement of Activities do not require the use of current financial
resources and, therefore, are not reported as expenditures in governmental funds. (197)
Revenues in the Statement of Activities that do not pravide current financial resources are not

reported as revenues in govemmental funds. This amount represents the increase in
unavailable revenue over the prior year.

6,828
Some expenses reported in the Statement of Activities do not require the use of current
financial resources and therefore are not reported as expenditures in governmental funds.
Also some expenditures reported in governmental funds decrease the amount of certain

long-term liabilities reported on the Statement of Net Assets and are therefore not reported
as expenses in the Statement of Activities.

Increase in compensated absences obligation 584

Change in net assets of governmental activities $ {9,960)

The accompanying notes to the financial statements are an integral part of this statement.
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State of lllinois
Department of Children and Family Services

Statement of Fiduciary Net Assets

June 30, 2008 (Expressed in Thousands)

ASSETS
Cash equity with State Treasurer
Cash and cash equivalents
Investments
Due from other government - federal
Total assets

LIABILITIES
Due to other government - federal
Other liabilities

Total liabilities

NET ASSETS
Held in.trust for:
individuals, organizations, and other govermments
Total net assets

Agency Fund

Private Children's
Purpose Trust ‘Trust Fund
Funds 1122
$ - § 301
50 2,927
356 -
- 363
406 $ . 3,591
- 89
- . 3,502
- $ 3,591
406
$ 406

The accompanying notes o the financial statements are an integral part of this statement.
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State of lllinois
Department of Children and Family Services

Statement of Changes in Fiduciary Net Assets
For the Year Ended June 30, 2008 (Expressed in Thousands)

Private
Purpose Trust
Funds
Additions:
Investment earnings:
Interest, dividends and other investment income (loss) $ {(12)
Change in net assets (12)
Net assets, July 1, 2007 ‘ 418
Net assets, June 30, 2008 - S 406

The accompanying notes to the financial statements are an integral part of this statement.
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STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2008

Organization

The Department of Children and Family Services (the Department) is a part of the execntive branch of
government of the State of Illinois (State) and operates under the authority of and review by the
Dlinois General Assembly, The Department operates under a budget approved by the General
Assembly in which resources primarily from the State’s General Revenue Fund are appropriated for
the use of the Department. Activities of the Department are subject to the authority of the Office of
the Governor, the State’s chief executive officer, and other departments of the executive and
legislative branches of government (such as the Department of Central Management Services, the
Governor’s Office of Management and Budget, the State Treasurer’s Office, and the State
Comptroller’s Office) as defined by the Illinois General Assembly. All funds appropriated to the
Department and all other cash received are under the custody and control of the State Treasurer, with
the exception of the Bail Bonds Fund, the Children and Family Benefit Fund, the General Purpose
Fund, the Children’s Trust Fund, the Katherine Schaffner Bequest Fund, and the Herrick House
Children’s Center Bequest Fund.

The Department is organized to provide for social services to children and their families in the State
through grants and purchase-of-service arrangements with local service agencies. The mission of the
Department is to:

s Protect children who are reported to be abused or neglected and to increase their families’®
capability to safely care for them;

» Provide for the well-being of children in our care;

» Provide appropriate, permanent families as quickly as possible for those children who cannot
safely return home; '

e Support early intervention and child abuse prevention activities; and

» Work in partnerships with communities to fulfill this mission.

Summary of Significant Accounting Policies

The financial statements of the Department have been prepared in accordance with accounting
principles penerally accepted in the United States of America (GAAP), as prescribed by the
Governmental Accounting Standards Board (GASB). To facilitate the understanding of data included
in the financial statements, summarized below are the more significant accounting policies.

(a) Financial Reporting Entity
As defined by GAAP, the financial reporting entity consists of a primary government, as well as

its component units, which are legally separate organizations for which the elected officials of the
primary government are financially accountable. Financial accountability is defined as:

Page 11



STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2008

1) Appointment of a voting majority of the component unit’s board and cither (a) the
primary government’s ability to impose its will, or (b} the possibility that the component
unit will provide a financial benefit to or impose a financial burden on the primary
govemment, or

2) Fiscal dependency on the primary government.

Based upon the required criteria, the Department has no component units and is not a component
unit of any other entity. However, because the Department is not legally separate from the State
of Tllinoig, the financial statements of the Department are included in the financial statements of
the State of Illinois. The State of Illinois’ Comprehensive Annual Financial Report may be
obtained by writing to the State Comptroller’s Office, Division of Financial Reporting, 325 West
Adams Street, Springfield, Illinois, 62704-1871.

(b) Basis of Presentation

The financial statements of the State of Illinois, Department of Children and Family Services, are
intended to present the financial position and the changes in financial position of only the portion
of the governmental activities, each major fund of the State of Illinois, and the aggregate
remaining fund information of the State of Illinois that is attributable to the transactions of the
Department. They do not purport to, and do not, present fairly the financial position of the State
of Illinois as of June 30, 2008 and the changes in financial position for the year then ended in
conformity with accounting principles generally accepted in the United States of America.

The financial activities of the Department, which consist only of governmental activities, are
reported under the health and social services function in the State of Illinois” Comprehensive
Annual Financial Report. For reporting purposes, the Department has combined the fund and
government-wide financial statements using a columnar format that reconciles individual line
items of fund financial data to government wide data in a separate column. A brief description of
the Department’s government-wide and fund financial statements is as follows:

Government-wide Statements. The government-wide statement of net assets and statement of
activities report the overall financial activity of the Department, excluding fiduciary activities.
Eliminations have been made to minimize the double-counting of internal activities of the
Department, The financial activities of the Department consist only of governmental activities,
which are primarily supported by taxes and intergovernmental revenues.

The statement of net assets presents the assels and liabilities of the Department’s governmental
activities with the difference being reported as net assets, The assets and liabilitics are presented
in order of their relative liquidity by class of asset or liability with liabilities whose average
maturities are greater than one year reported in two components - the amount due within one year
and the amount due in more than one year.

The statement of activities presents a comparison between direct expenses and program revenues
for the health and social services function of the Department’s governmental activities. Direct
expenses are those that are clearly identifiable with the health and social services function.
Program revenues include (a) charges paid by the recipients of goods or services offered by the
programs and (b) grants and contributions that are restricted to meeting the operational or capital
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STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2008

requirements of a particular program. Revenues that are not classified as program revenues,
including all taxes, are presented as general revenues.

Fund Financial Statements. The fund financial statements provide information about the
Department’s funds, including fiduciary funds. Separate statements for each fund category -
governmental and fiduciary - are presented. The emphasis of fund financial statements is on the
major governmental fund, which is displayed in a separate column. All remaining governmental
funds are aggregated and reported as nonmajor funds.

The Department administers the following major governmental fund (or portions thereof in the
case of shared funds — see note 2(d)) of the State:

General — This is the State’s primary operating fund. It accounts for all financial resources
of the general government, except those required to be accounted for in another fund, The
services which are administered by the Department and accounted for in the General Fund
include health and social services, Certain resources obtained from federal grants and used to
support general governmental activities are accounted for in the General Fund consistent with
applicable legal requirements.

The Department also administers the following fund types:
Governmental Funds:

Special Revenue — These funds account for resources obtained from specific revenue sources
that are legally restricted to expenditures for specified purposes. Special revenue funds
account for, among other things, federal grant programs, fees for service, and other resources
restricted as to purpose.

Fiduciary Funds:

Private Purpose Trust — These funds account for resources legally held in trust for use by
the Herrick House and the Katherine Schaffner Bequest. All resources of these funds,
including any earnings on invested resources, may be used to support the Herrick House and
the Katherine Schaffner Bequest. There is no requirement that any portion of these resources
be preserved as capital.

Agency — These funds account for transactions related to assets collected by the Department,
acting in the capacity of an agent, for distribution to other governmental units or designated
beneficiaries.

Measurement Focus and Basis of Accounting

The government-wide and fiduciary fund financial statements are reported using the economic
resources measurement focus and the accrual basis of accounting. Revenues are recorded when
eamed and expenses are recorded at the time liabilities are incurred, regardless of when the
related cash flow takes place. Nonexchange transactions, in which the Department gives (or
receives) value without directly receiving (or giving) equal value in exchange, include
intergovernmental grants and donations. Revenue from grants, entitlements, and similar items are
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STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2008

recognized in the fiscal year in which all eligibility requirements imposed by the provider have
been met.

Governmental funds are reported using the current financial resources measurement focus and the
modified accrual basis of accounting. Revenues are recognized as soon as they are both
measurable and available, Revenues are considered to be available when they are collectible
within the current period or soon enocugh thereafter to pay liabilities of the current period. For
this purpose, the State considers revenues to be available if they are collected within 60 days of
the end of the current fiscal year. Expenditures generally arc recorded when the liability is
incurred, as under accrual accounting. However, principal and interest on formal debt issues,
claims and judgments, and compensated absences are recorded only when payment is due.
Capital asset acquisitions are reported as expenditures in governmental funds. Proceeds of
general long-term debt and acquisitions under capital leases are reported as other financing
sources.

Significant revenue sources which are susceptible to accrnal include federal grants and interest.
All other revenue sources including licenses and fees and other miscellaneous revenues are
considered to be measurable and available only when cash is received.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989,
generally are followed in the government-wide financial statements to the extent that those
standards do not conflict with or contradict guidance of the Governmental Accounting Standards
Board.

(d) Shared Fund Presentation

The financial statement presentation for the General Revenue Fund represents only the portion of
the shared fund that can be directly attributed to the operations of the Department. Financial
statements for total fund operations of the shared State funds are presented in the State of Illinois’
Comprehensive Annual Financial Report.

In presenting these financial statements, certain unique accounts are used for the presentation of
shared funds. The following accounts are used in these financial statements to present the
Department’s portion of shared funds:

Unexpended Appropriations

This “asset” account represents lapse period warrants issued between July and August
annnally in accordance with the Statewide Accounting Management System (SAMS) records
plus any liabilities relating to obligations re-appropriated to the subsequent fiscal year.

Appropriations from State Resources

This “other financing source” account represents the final legally adopted appropriation
according to SAMS records.

Page 14



(e

(®

()

STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2008

Lapsed Appropriations

Lapsed appropriations are the legally adopted appropriations less net warrants issued for the
14 month period from July to August of the following year and re-appropriations to
subsequent years according to SAMS records.

Receipts Collected and Transmitted to State Treasury

This “other financing use” account represents all cash receipts received during the fiscal year
from SAMS records.

Eliminations

Eliminations have been made in the government-wide statement of net assets to minimize the
“orossing-up” effect on assets and liabilities within the governmental activities column of the
Department. As a result, amounts reported in the governmental funds balance sheet as
interdepartmental interfund receivables and payables have been eliminated in the government-
wide statement of net assets. Amounts reported in the governmental funds balance sheet as
receivable from or payable to fiduciary funds have been included in the government-wide
statement of net assets as receivable from and payable to external parties, rather than as internal
balances. '

Cash and Cash Equivalents

Cash equivalents are defined as shori-term, highly liquid investments readily convertible to cash
with maturities of less than 90 days at the time of purchase. Cash equivalents also include cash
on hand and petty cash funds.

Investments

Investments are reported at fair value. The Department holds investments pursuant to statutory
authority for locally-held funds.

Interfund Transactions and Transactions with State of Illinois Component Units

The Department has the following types of interfund transactions between Department funds and
funds of other State agencies:

Services provided and used—sales and purchases of goods and services between funds for a
price approximating their external exchange value. Interfund services provided and used are
reported as revenues in seller funds and expenditures or expenses in purchaser funds. Unpaid
amounts are reported as interfund receivables and payables in the governmental funds
balance sheets or the government-wide statements of net assets.

Reimbursements—repayments from the funds responsible for particular expenditures or
expenses to the funds that initially paid for them. Reimbursements are reported as
expenditures in the reimbursing fund and as a reduction of expenditures in the reimbursed
fund. ‘

Page 15



()

@

STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2008

Transfers—flows of assets (such as cash or goods) without equivalent flows of assets in
return and without a requirement for repayment. In governmental funds, transfers are reported
as other financing uses in the funds making transfers and as other financing sources in the
funds receiving transfers.

The Department also has activity with various component units of the State of Illinois for
professional services received and payments of State and Federal programs.

Capital Assets

Capital assets, which include buildings and equipment, are reported at cost or estimated historical
cost based on appraisals. Contributed assets are reported at estimated fair value at the time
received. Capital assets are depreciated using the straight-line method.

Capitalization thresholds and the estimated useful lives are as follows:

Estimated
Capitalization Useful Life
Capital Asset Category Threshold (in Years)
Buildings $100,000 10-60
Building Improvements 325,000 10-45
Eoquipment $5,000 3-25
Compensated Absences

The liability for compensated absences reported in the government-wide statement of net assets
consists of unpaid, accumulated vacation and sick leave balances for Department employees. A
liability for these amounts is reported in governmental funds only if they have matured, for
example, as a result of employee resignations and retirements. The liability has been calculated
using the vesting method, in which leave amounts for both employees who currently are eligible
to receive termination payments and other employees who are expected to become eligible in the
future to receive such payments upon termination are included. The liability has been calculated
based on the employees’ current salary level and includes salary related costs (e.g., Social
Security and Medicare taxes).

Legislation that became effective January 1, 1998 capped the paid sick leave for all State
Employees’ Retirement System members at December 31, 1997. Employees continue to accrue
twelve sick days per year, but will not receive monetary compensation for any additional time
earned after December 31, 1997, Sick days earned between 1984 and December 31, 1997 (with a
50% cash value) would only be used after all days with no cash value are depleted. Any sick
days earned and unused after December 31, 1997 will be converted to service time for purposes
of calculating employee pension benefits.

Page 16



")

()

(m)

()

STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2008

Fund Balances

In the fund financial statements, governmental funds report reservations of fund balance for
amounts that are not available for appropriation or are legally restricted by outside parties as to
use for specific purposes. Designations of fund balances represent tentative State plans that are
subject to change.

Net Assets

In the government-wide statement of net assets, equity is displayed in three components as
follows:

Invested in Capital Assets, Net of Related Debt — This consists of capital assets, net of
accumulated depreciation, less the outstanding balances of any bonds, mortgages, notes, or
other borrowings that are atiributable to the acquisition, construction, or improvement of
those assets.

Restricted — This consists of net agsets that are legally restricted by outside parties or by law
through constitutional provisions or enabling legislation. When both restricted and
unrestricted resources are available for use, generally it is the State’s policy to use restricted
resources first, then unrestricted resources when they are needed. '

Unrestricted — This consists of net assets that do not meet the definition of “restricted” or
“invested in capital assets, net of related debt.”

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure
of contingent assets and liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the reporting period. Actual results could differ from those
estimates.

Future Adoption of GASB Statements

Effective for the year ending June 30, 2009 the Department will adept GASB Statement No. 49,
Accounting and Financial Reporting for Pollution Remediation Obligations, which establishes
standards for accounting and financial reporting for pollution remediation obligations which are
obligations to address the current or potential detrimental cffects of existing pollution by
participating in pollution remediation activities such as site assessments and cleanups. The
Department has not yet determined the impact on the Department’s financial statements as a
result of adopting this statement.
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STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2008

Deposits and Investments

(@) Deposits

The State Treasurer is the custodian of the Department’s deposits and investments for funds
maintained in the State Treasury. The Department independently manages deposits and
investments maintained outside the State Treasury.

Deposits in the custody of the State Treasurer are pooled and invested with other State funds in
accordance with the Deposit of State Moneys Act of the Illinois Compiled Statutes (15 ILCS
520/11). Funds held by the State Treasurer have not been categorized as to credit risk because
the Department does not own individual securities. Detail on the nature of these deposits and
investments is available within the State of Illinois® Comprehensive Annual Financial Report.

(b) Investments

As of June 30, 2008, the Department had the following investments outside of the State Treasury:

Weighted

Fair Average

Valune Maturity

(Thousands) (Years)
Fiduciary Funds ‘ '

Money Market Mutual Funds 36 0.101
Financial Institution Investment Pool 4,336 0.041
Open-ended Equity Mutual Funds 245 N/A
Open-ended Debt Mutual Funds 111 6.08

Interest Rate Risk: The Depariment does not have a formal investment policy that limits
investment maturities as a means of managing its exposure to fair value losses arising from
increasing interest rates.

Credit Risk: The Department does not have a formal investment policy that limits investment

choices. The Money Market Mutual Fund was rated AAAm by Standard & Poor’s. The
Financial Institution Investment Pool and the Open-ended Debt Mutual Funds were not rated.
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STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2008

(4) Interfund Balances and Activity
(a) Balances Due to/from Other Funds

The following balances (amounts expressed in thousands) at June 30, 2008 represent amounts due
from other State of Tllinois funds. : .

Due from
Other :
Depariment Other State
Fund Funds Funds Description/Purpose
General 5 - 3 311  Due from other State funds for excess
advances for reimbursement of grant
expenditures to be incurred.
Nonmajor
governmental
funds 52 5 Due fiom Depariment funds for
reimbursement of expenditures incurred
and from other State funds for tax check-
offs collected by other State finds.

b 52 5 316
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STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2008

The following balances (amounts expressed in thousands) at June 30, 2008 represent amounts due

to other State of Illinois funds.

Due to

Other
Department

Fund Funds

Other State
Funds

Other State
Fiduciary

Description/Purpose

General $ 2

Nonmajor
governmental
funds 50

$ 14235 % -

32 3

¥ 14,267 $ 3

Page 20

Due to State internal service funds
for purchases of services and to other
State funds for reimbursement f
expenditures incurred and transfers
to fund mental health programs for
children.

Due to State internal service funds
for purchases of services and to other
State funds for reinbursement of
expenditures incurred and for excess
advances received for grant
expenditures to be incurred and to
State fiduciary funds for pension
contributions.



STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2008

(b) Transfers to/from Other Funds

Interfund transfers in (amounts expressed in thousands) for the year ended June 30, 2008, were as

follows:
Transfers in from
Fund Other State Funds Description/Purpose
Nonmajor
governmental
funds 5 2,436 Tranfers from other State funds pursuant
to statute and for tax check-offs.

5 2,436

Interfund transfers out (amounts expressed in thousands) for the year ended June 30, 2008, were
as follows:

Transfers out to

Other State
Fund Funds Description/Purpose
General 5 2,953 Transfers to other State fands to fand
mental health programs for children,
Nonmajor
governmental
funds 50 Transfer to other State funds for excess

balances.
3 3,003

Page 21



STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2008

{c) Balances due to State of llinois Component Units

The following balances (amounts expressed in thousands) at June 30, 2008 represent amounts due

to State of Illinois Component Units for reimbursement of expenses incurred.

Due from
Nonmajor
Governmental
Component Unit General Fund Funds

Chicago State University 5 537 5 166
Govemors State University 221 2,367
Northeastern Illinois University - 2
Western Olinois University - 272
Mlinois State University 18 32
Northern Dlinois University 19 1,462
Southern Ninois University 406 2,533
University of Illinois 678 2,085
$ 1,879 3 9,819

Page 22




STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2008

(5)  Capital Assets

Capital asset activity (amounts expressed in thousands) for the year ended June 30, 2008 was as
follows:

Balance Balance
July 1, 2007 Additions Deletions June 30, 2008

Governmental activities:
Capital assets being depreciated:

Equipment 8 6,604 8 536 § 1,79 § 5,434
Less accumulated depreciation:
Equipment 5,764 402 1,796 4.370
Governmental activity
capital assets, net 3 930 § 134 8 - 3 1,064

Depreciation expense for governmental activities (amounts cxpressed in thousands) for the year ended
June 30, 2008 was charged as follows:

Health and social services $ 402

(6)  Other Receivables

Other receivables at June 30, 2008, (expressed in thousands) consisted of the following:

Governmential Funds
General Nonmajor
Revenue Source Fund Funds
Parental assessments $ 367 $ -
Overpayments 2,275 -
Investment and other income - 2 .
Total other receivables 2,642 2
Allowance for uncollectible amounts (2,039 -
Other receivables, net 3 603 $ 2
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STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2008

Long-Term Obligations

Changes in long-term obligations (amounts expressed in thousands) for the year ended June 30, 2008
were a follows:

Balance . Balance  Amounts
July 1, June 30, Due Within
2007 Additions Deletions 2008 One Year

Governmental activities:
Compensated absences $ 22563 § 24768 § 24185  $23,147 § 1,158

Compensated absences will be liquidated in subsequent years by the applicable governmental funds
that account for the salaries and wages of the related employees.

Pension Plan

Substantially all of the Department's full-time employees who are not eligible for participation in
another state-sponsored retirement plan participate in the State Employees' Retirement System (SERS),
which is a pension trust fund in the State of Illinois reporting entity. The SERS is a single-employer
defined benefit public employee retirement system (PERS) in which State employees participate,
except those covered by the State Universities, Teachers’, General Assembly, and Judges® Retirement
Systems. The financial position and results of operations of the SERS for fiscal year 2008 are
included in the State of Illinois’ Comprehensive Annual Financial Report (CAFR) for the year ended
Tune 30, 2008. The SERS issues a separate CAFR that may be obtained by writing to the SERS, 2101
South Veterans Parkway, Springfield, Illinois, 62794-9255.

A summary of SERS benefit provisions, changes in benefit provisions, employee -eligibility
requirements including eligibility for vesting, and the authority under which benefit provisions are
established are included as an integral part of the SERS’ CAFR. Also included is a discussion of
employer and employee obligations to contribute and the authority under which those obligations are
established, :

The Department pays employer retirement contributions based upon an actuarially determined
percentage of their payrolls. For fiscal year 2008, the employer contribution rate was 16.561%.
Effective for pay periods beginning after December 31, 1991, the State opted to pay the employee
portion of retirement for most State agencies (including the Department) with employees covered by
the State Employees’ and Teachers’ Retirement Systems. However, effective with the fiscal year 2004
budget, the State opted to stop paying the portion or a part of the portion of retirement for many State
agencies (including the Department) for certain classes of employees covered by the State Employees’
and Teachers’ Retirement Systems. The pickup, when applicable, is subject to sufficient annual
appropriations and those employees covered may vary across employee groups and State agencies.
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STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2008

Post-employment Benefits

The State provides health, dental, vision, and life insurance benefits for retirees and their dependents in
a program administered by the Department of Healthcare and Family Services along with the
Department of Central Management Services. Substantially all State employees become eligible for
post-employment benefits if they eventually become annuitants of one of the State sponsored pension
plans. Health, dental, and vision benefits include basic benefits for annuitants and dependents under
the State's self-insurance plan and insurance contracts currently in force. Annuitants may be required
to contribute towards health, dental, and vision benefits with the amount based on factors such as date
of retirement, years of credited service with the State, whether the annuitant is covered by Medicare,
and whether the annuitant has chosen a managed health care plan. Annuitants who retired prior to
January 1, 1998, and who are vested in the State Employee’s Retirement System do not contribute
towards health, dental, and vision benefits. For annuitants who retired on or after January 1, 1998, the
annuitant’s contribution amount is reduced five percent for each year of credited service with the State
allowing those annuitants with twenty or more years of credited service to not have to contribute
towards health, dental, and vision benefits. Annuitants also receive life insurance coverage equal to
gle annual salary of the last day of employment until age 60, at which time the benefit becomes
5,000. :

The total cost of the State’s portion of health, dental, vision, and life insurance benefits of all members,
including post-employment health, dental, vision, and life insurance benefits, is recognized as an
expenditure by the State in the Illinois Comprehensive Annual Financial Report. The State finances
the costs on a pay-as-you-go basis. The total costs incurred for health, dental, vision, and life
insurance benefits are not separated by department or component unit for annuitants and their
dependents nor active employees and their dependents.

A summary of post-employment benefit provisions, changes in benefit provisions, employee ¢ligibility
requirements including eligibility for vesting, and the authority under which benefit provisions are
established are included as an integral part of the financial statements of the Department of Healthcare
and Family Services. A copy of the financial statements of the Department of Healthcare and Family
Services may be obtained by writing to the Department of Healthcare and Family Services, 201 South
Grand Ave., Springfield, llinois, 62763-3838.

Fund Deficits

The Children’s Services Fund and the Federal Projects Fund had deficit fund balances of $22.297
million and $325 thousand, respectively, at June 30, 2008. The Children’s Services Fund deficit will
be eliminated by future recognition of earned but unavailable revenues and federal grant
reimbursements for expenditures incurred by other funds. The Federal Projects Fund deficit will be
eliminated by future recognition of earned but unavailable revenues.

Risk Management
The Department is exposed to various risks of loss related to torts; theft of, damage to, and destruction

of assets; aviation liability; auto liability; workers compensation; and natural disasters. The State
retains the risk of loss (i.e. self insured) for these risks.
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Notes to Financial Statements

June 30, 2008

(12) Commitments and Contingencies

@
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Operating leases

The Department leases copiers and other office equipment, under the terms of noncancelable
operating lease agreements that require the Department to make minimum lease payments plus
pay a pro rata share of certain operating costs. Rent expense under operating leases was $9.380
thousand for the year ended June 30, 2008,

Federal Funding

The Department receives federal grants which are subject to review and audit by federal grantor
agencies. Certain costs could be questioned as not being an eligible expenditure under the terms
of the grants. At June 30, 2008, there were no material questioned costs that have not been
resolved with the federal awarding agencies. However, questioned costs could still'be identified
during audits to be conducted in the future. Management of the Department believes there will be
no material adjustments to the federal grants and, accordingly, has not recorded a provision for
possible repayment.

Litigation

The Department was a defendant in a federal class action suit that was settled. A provision of the
settlement stipulation provided that the plaintiffs’ counsel could file a petition. for fees and costs
with the United States District Court. Plaintiffs’ counsel filed a petition for fees and costs with
the Court and are seeking approximately $6.187 million in attorneys’ fees and costs. The
Department is vigorously contesting this petition for attorney’s fees and costs. The plaintiffs’
petition for attorneys’ fees has been fully briefed and a Court decision is expected some time
during fiscal year 2009. It is uncertain whether further litigation will be necessary after the court
issues its decision, and it is not possible at this time to provide a reasonable estimate of the
amount of fees and costs the Department might be required to pay if an outcome is unfavorable or
the timing of any such payment. :

The Department is routinely involved in a number of other legal proceedings and claims that
cover a wide range of matters. In the opinion of management, the outcome of these. matters is not
expected to have any material adverse effect on the financial position or results of operations of
the Department. ' :

Page 26



656 $ €6l $ 91/ $ 065'9. $ SOOUEJEQ PUN} PUE SARINIqEI [E}OL

656 601 (52¢) (26¢'¢2) (syoyap) saouejeq puny Jejol
608 801 (9z¢e) (£62'22) pajeubisapun ‘panasalun
0s - I - ) SBOUBIQUINDUS 10} paAIasey
SIONVIVE dNN4
- 8 L¥0°L £65°86 safjljiqel |ejol
- 8¢ 12 - anusAal paliajaq
- - GZe 6¥0'6) anuaaal s|qe[iearun
- - 861 129'6 SHUN Jusuodwoa sloul| 10 s1els 0} sng
= 0¢ ol Z spuny e)elg fayjo o} ang
- - 05 - spuny Juswpedag Jsyo 0} ang
- - 4 - spuny Aleionpl 9jelg Jayjo 0} and
- - (A 9G¥’ sa|qefed [eluawitiaaabisiu|
- $ 92 $ zat $ 691'89 ¢ ssijiligel] paniooe pue sjgefed sjunoaoy
s3AlLmavin
656 $ €6l $ oL $ 0965'9 $ sjasse [ejo)
S - - - spuny 9]e1g Jayje wol ang
- - - 0% spuny Juswpedsqg f24jo WoY SN ~
[ - - - Jau ‘ssjqeAlasal a0 N
- - (=74 gev'eyl |e1apal - Juswiulaaoh Jayjo woly ang ob
- - - 9z¢ splaeaInba Yysea pue ysen ~
2596 $ €6l $ 16¢ $ l8.7Z $ Jainseal] 8)e1g yum Aunbs yseo
S13SsY
be60 2850 9950 0zZzo
pung pung asoding pun4 sjoelold pung sodjAlag
uonuaiald [enedg Jeiepey s,Uaipjiys
asnqy pIyo

enuaaey [e19adg

(spuesnoy] ) passaldxy) 200z ‘o€ aunp
Spun4 JejuswulIaAos) Jolew-uoN
- Joays a29ouejeg buuiquion

Sa0IAlIRS Ajitue4 pue usaipiiyd jo Juswpiedeq
siouijj| Jo aje}s



/585'8/ $ Ll $ 18 $ 1 $ Saduejeq punj pue sapljiqel] jejoL
(Lov'L2) Ll |8 3 (sy1oyap) saduejeq puny ejoL
{z15'12) L 18 b pajeulisapun ‘paalasaiun

(24] - - - SOIUBIQINIUS 10} PBAISSSY

STONVYIVd dNNd
g10'001 - - - seplliqel] [ejol

65€ - - - anuanal palajsg

v16'6l - - - SNU3A3I S|qejlerBu)

6L9'6 - - - sHUN Jusuodwas sloul()] Jo A1els 0} ang
r4 - - - spun} ajels Istje 01 sng
0s - - - spun} Juswyedaq Jayjo ¢} eng

g - - - spuny Aelpnpy s)ejs Jauyio o} ang

89%'|. - - - : sajqeded [ejuswwiaaobiaiy

g1e'ag $ - $ - ; $ - g salyiqel peniooe pue sjqeied sjuncooy
s3lLrav

165'8/ $ LI 3 18 $ 1 $ S}9SSE |ej0L

S - - - Spunj sjelg Jayje wod end

[As] - 4 - : spun} Juawpeda( Jayjo wolj ang

4 - - - 18U ‘sajqeAlssal 1ayy0

85.'8L - - - |elapa} - juswLidAoh isUjo Wwey eng

FAS 4 L 6. l sjusjeanba ysea pue usen

£28%y & - $ - $ - $ Joinseal| ajelg yum Annbe ysen

S13SSY
[ejoL £ckL ki 6LLL
pund esodingd pung purtq
Jelauso ouag Apweq . puog [ieg
pue uaipjiiyo

anuaaAay jeigadg

{spuesnoy] w passaidx3) 800z ‘0¢ aung
Spun4 |ejusWwUIDAOL) .__O_.m..Eu:OZ

=~ J99yg 9osuejeg Buluiquon

Page 28

S99JAIDS Ajiuey pue uaipjiyo jo jusuedsqg
sjouljj] Jo 9je1S



656 $ 60l $ (sge) $ (282'22) $ BODZ ‘0¢ ANNP (SLIDId3a) STONVIVE ANNd
166 8 65¢ ‘ (651'9) 2002 '} AInp *(sHoyep) sadueeq puny
(gg) f72 (¥e3) {g€l'ol) seauefeq punj ul abueys jJoN
a8l - {0g) 05822 $02JN0SAI [R1oURUL
Jo {sesn) seaunos Jayjo 19N
- - (0g) - no-siajsuely
agl - - 0522 uI-s13jsuel]
530HN0S3Y TYIONVNIJ
40 (s3sn) S304NOS ¥AHLO
(¥zz) 44 {tec) {age'sl) seanypuadxe {spun) Jano
. sanuaaal Jo (£oualalgsp) sseaxy
692 L 95E'y £22'6/€ seanppuadx? o]
B - - 205 sAepno jepdes
69¢ 34 9se'y l2L'ese SE2JAIDS |2190S PUE Yjesy
STUNLIONIdX3
Sy £g 222't G£8'09e sanuaAal [ejol
- - - 8 8410
- 9 - - syuesls Bupesado 1BYID
- - - 6ae'e sa1A08 1o} sabieyD Jayl
G¥ - - - SLICOUL JUBLISSAL 18I0 pue Jsalaj|
- LS - - 599 pUE S9sU3I]
- % - ¢ zze'c $ BEy'ese $ JuswwaAch |eispsd
SIANNIATY
¥e60 2830 9950 0zzo
puny pung esodind pung sjoafoid pund sesialeg
uoRuUaAald |e1oeds |esopay s,uslpjiyn
asnqy piyo

SNuUaAsYy |elaadg

(spuesnoy) uf passatdxg) ooz ‘o€ aunp papu3g Jea) auy Joj

spun4 jejusiuuianos Jofew-uoN

- 8ouk]eq pund uj sebueyn pue sainjipuadxy
‘SanuaAay Jo Juawsie)s Bujuiquod
saojnies Ajuiey pue uaipiiy) jo Jusuiedsqg
sjouljj Jo 9)e)S

Page 29



(Lo¥'L2)

1 5

X 3

(812}

L

o8

{ers'oL)

()

98E'Z

(0g)
9ep'z

6zL'6L)

L06'E8E

<0s
6EE'ERE

AINES

St

9

B8E'Z

" 4

i)
092'29¢

lejol

£2L)
pund asodind
|elauan

LZik
pung
Wousg A
puE UaIppYo

6LLL
puni
puog ieg

anuaAay [e1asdy

8002 ‘0¢ ANNI (S191430) STONYI1YE AN

2002 'L Anp ‘(syousp) seoueleq pund

saguejeq pun} ul sBueyd JaN

5221n053l [BloURUY
Jo (sosn) Sa34No0s 1330 JoN
N0-SIysuUBIL
UE-S13)SUEL |
SHOHNOS3Y TYIONVNIA
40 (s3sn) 8304N0S ¥3IHLO

sainypuadxa (Japun) JoAo
sanuaaa) jo (Aousioyap) ssaaxg

sanyipuadxe [gjo1
sfepno enden
S2DAIRS [BI00S pUE YjjeaH
SIHNLIANILX3

sanuaaal [ejoL
B8yio
seiB Bugerado 18410
saolAsas 1o} sabieys 1ayj0
ALCAUI IUBLYSSAUL 130 puUe Jsalsju]
s@a4 pue sasua
JUaIuSACh [e1apa

SINNIATH

(spuesnoly] ul passaidx) 200Z ‘0 2un papud Jeaj s} Jod
spun- —Mu:mr::h@>0mu ._O_.NE..COZ

- aguejeg pund ul sabBueyy pue sainjipuadxy
‘SONUBASY JO Juswiaje)s Huluiquio)

S90IAIaS Ajjue pue uaipiys jo ruswpedsq

sjoullif jo 3je}S

Page 30



State of lllinois

Department of Children and Family Services

Combining Statement of Fiduciary Net Assets -

Private Purpose Trust Funds
June 30, 2008 {(Expressed in Thousands)

Hérrit;_k House

Katherine Children's
Schafiner GCenter
Bequest Fund Bequest Fund
1117 1207 Total
ASSETS
Cash and cash equivalents $ 37 3 13 50
Investments 356 = 356
Total assets 303 13 406
NET ASSETS
Held in trust for:
individuals, organizations, and other governments 3983 13 406
Total net assets $ 303 % 13 406
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State of lllinois
Department of Children and Family Services -
Combining Statement of Changes in Fiduciary Net Assets -

Private Purpose Trust Funds
For the Year Ended June 30, 2008 (Expressed in Thousands)

" Herrick House
Katherine Children's

Schaffner Center
Bequest Fund Bequest Fund
1117 _ 1207 Total
Additions:
Investment earnings:
Interest, dividends and other investment income (loss) _$ (12) § - % _(12)
Change in net assets (12) - (12)
Net assets, July 1, 2007 _405 13 418
Net assets, June 30, 2008 $ 393 § 13 % 406
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State of lllinois
Department of Children and Family Services

Statement of Changes in Assets and Liabilities
Agency Fund

For the Year Ended June 30, 2008 {(Expressed in Thousands)

Children's Trust Fund {1122)
Balance ~  Balance
July 1, 2007 Additions Deductions June 30, 2008

ASSETS
Cash equity with State Treasurer $ 146 § 2311 § 2,156 § 301
Cash and cash equivalents 2,885 17,142 17,100 2,927
Due from other government - federal 228 15,121 . 14,986 363
Total assets § 3250 $ 34,574 $ 34,242 $ 3,501
LIABILITIES
Due to other government - federal $ 75§ 2905 § 2,801 § 89
Amounts held on behalf of Siate Wards 3,184 14,527 14,209 3,502
Total liabilities 3 3259 § 17432 § 17,100 $ 3,591
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SLEEPER, DISBROW, MORRISON, TARRO & LIVELY, LLC

CERTIFIED PUBLIC ACCOUNTANTS
250 N. WATER SWITE 501

ROBERT A. DISBROW, C.P.A.

THOMAS K. LEACH, C.P.A. P.0. BOX 1460 MEMEERS
WAYNE K, LIVELY, C.P.A. DECATUR, ILLINOIS 62525-1460 ILLINOIS C.P.A, SOCIETY
STEFHEN M. PAYTON, C.P.A.

RICHARD B. TARRO, C.P.A. TELEPHONE 217-423-5000 AMERIGAN INSTITUTE OF

FAX 217-423-6100 CERTIFIED PUBLIC ACCOUNTANTS

REPORT ON INTERNAT, CONTROL OVER FINANCIAT REPORTING AND ON COMPLIANCE
AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Honorable William G, Holland
Auditor General
State of Nllinois

- As Special Assistant Auditors for the Auditor General, we have audited the financial statements of
the governmental activities, the major fimd, and the aggregate remaining find information of the State of
Tllinois, Department of Children and Family Services, as of and for the year ended June 30, 2008, which
collectively comprise the State of Ilinois, Department of Children and Family Services® basic financial
statements and have issued our report thereon dated May 22, 2009. We conducted our audit in accordance
with auditing standards generally accepted in the United States of America and the standards applicable to
financial andits contained in Government Auditing Standards, issued by the Comptroller General of the
United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the State of Illinois, Department of Children
and Family Services’ internal control over financial reporting as a basis for designing our auditing
procedures for the purpose of expressing our opinions on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the State of Illinois, Department of Children and Family
Services’ internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the State of Illinois, Department of Children and Family Services” internal control over

finaneial reporting.

Our consideration of the internal control over financial reporting was for the limited purpose
described in the preceding paragraph and would not necessarily identify all deficiencies in the internal
control over financial reporting that might be significant deficiencies or material weaknesses. However, as
discussed below, we identified a deficiency in internal control over financial reporting that we consider to
be a significant deficiency.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect misstatements
on a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies,
that adversely affects the entity’s ability to initiate, authorize, record, process, or report financial data
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reliably in accordance with generally accepted accounting principles such that there is more than a remote
likelihood that a misstatement of the entity’s financial statements that is more than inconsequential will not
be prevented or detected by the entity’s internal control. We consider the deficiency described in the
accompanying schedule of findings to be a significant deficiency in internal control over financial reporting
(08-1).

A material wealmess is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the entity’s internal control.

Our consideration of the internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all deficiencies in the
internal control over financial reporting that might be significant deficiencies and, accordingly, would not
necessarily disclose all significant deficiencies that are also considered to be material weaknesses.
However, we do ot believe that the significant deficiency referenced above is a material weakness.

Compliance and Other Matters

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

The State of Mlinois, Department of Children and Family Services’ response to the finding
identified in our audit is described in the accompanying schedule of findings. We did not audit the State of

Tllinois, Department of Children and Family Services® response and, accordingly, we express no opinion on
it.

- This report is intended solely for the information and use of the Auditor General, the General
Assembly, the Legislative Audit Commission, the Governor, and agency management and is not intended to
be and should not be used by anyone other than these specified parties.
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May 22, 2009
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STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Schedule of Findings — Government Auditing Standards
For the Year Ended June 30, 2008

08-1. FINDING (Financial Reporting Wealmesses)

The Department of Children and Family Services (Department) did not have adequate controls in place to
ensure the Department’s financial statements for the year ended June 30, 2008 were prepared in
accordance with generally accepted accounting principles (GAAP). Our audit identified the following
problems in the Department’s initial financial statements, and adjustments to the financial statements
were made to correct for these matters:

Interfund Classifications

e  General Revenue Fund interfund receivables of $311,000 due from other State funds were
misclassified as due from other Department funds.

e (General Revenue Fund interfund payables of $14,235,000 due to other State funds were
misclassified as due to other Department funds.
DCFS Federal Projects Fund interfund payables of $53,000 were misclassified.

e GAAP eliminations of inter-departmenital receivables and payables were not made.

Restricted Net Assets

e Child Abuse Prevention Fund net assets of $959,000 were reported as unrestricted net assets. The
Child Abuse Prevention Fund receives contributions from taxpayer contributions made on their
individual income tax returns and are therefore considered restricted under GAAP.

Note Disclosﬁres

s Note disclosures concerning interfund balances did not agree with the information in the financial
statements,

» Disclosure of a litigation matter required by GAAP was not updated for the current status of the
matter, ‘

Governmental Accounting Standards Board (GASB) Statement No. 34, Basic Financial Statements and
Management's Discussion and Analysis for State and Local Governments, states that net assets should be
reported as restricted when constraints on use of the net assets are imposed by contributors (GASB 34,
34). In addition, eliminations of interfund receivables and payables should be made in the statement of
net assets to minimize the “grossing-up” effect on assets and liabilities within the Department (GASB34,

158).

The Fiscal Control and Internal Auditing Act (Act) (30 ILCS 10/3001) requires State agencies to establish
and maintain a system of internal fiscal and administrative controls, which shall provide assurance that
revenues, expenditures, and transfers of assets, resources, or funds applicable to operations are properly
recorded and accounted for to permit the preparation of accounts and reliable financial and statistical
reports and to maintain accountability over the State’s resources. Good internal control procedures
require adequate management oversight and review of accounting policies and procedures as well as an
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overall review of financial reporting for accuracy and compliance with generally accepted accounting
principles.

Department personnel stated that a change in fiscal office personnel responsible for preparation of the
Department’s GAAP package (SCO Forms) for submission to the State Comptroller’s Office resulted in
the misclassification and delays identified.

Failure to implement appropriate internal control procedures over financial reporting could lead to a
material misstatement of the Department’s financial statements. Because the information reported in the
Department’s financial statements is also reported in the comprehensive annual financial report (CAFR)
of the State of Illinois, errors in the Department’s financial information could also lead to a misstatement
of the State’s CAFR. (Finding Code No. 08-1)

RECOMMENDATION

We recommend the Department implement additional internal control procedures to assess the risk of
material misstatements of the Department’s financial statements and to 1de11t1fy such m1sstatements
durmg the financial statement preparation process. :

AGENCY RESPONSE

The Department agrees and has discussed these issues with and requested assistance and training from the
State Comptroller’s Office for preparation of future SCO Forms. The Department’s financial statements
are compiled by the Comptroller’s Office from the SCO forms submitted by the Department after review
for any discrepancies or errors. DCES will continue to strive to provide the information to the
Comptroller's office within the stringent timeframes established for it and DCFS agrees to support all
efforts by the Office of the Comnptroller to modernize the financial reporting infrastructure.
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