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TLLINOIS POWER AGENCY Pat Quinn. Governor
Arlene A. Juracek, Acting Director

August 13,2012

Kerber, Eck & Braeckel, LLP
Certified Public Accountants
1000 Myers Building

1 West Old State Capital Plaza
Springfield, IHinois 62701

|.adics and Gentlemen:

We are responsible for the idemification of, and compliance with, all aspects of laws, regulations, contrucls,
or grant agreements that could have a material effect on the operations of the Agency. We are responsible for
and we have established and maintained an effective system of. internal controls over compliance
requirements.  We have performed an evaluation of the Agency’s compliance with the following assertions
during the year ended June 30, 2011, Based on this ¢valuation, we assert that during the year ended June 30,
2011, the Agency has materially complied with the assertions below, except as identified in the schedule of
findings,

A

‘The agency has obligated, expended, received and used public funds of the State in accordance with the
purpose for which such funds have been appropriated or otherwise authorized by law.

‘The agency has obligated, expended, received and used public funds of the State in accordance with any
limitations, restrictions, conditions or mandatory dircctions imposed by law upon such obligation,
expenditure, receipt or use.

The agency has complied, in all material respects, with applicable laws and regulations, including the
State uniform accounting system, in its financial and fiscal operations.

State revenues and receipts collected by the agency are in accordance with applicable laws and
regulations and the accounting and recordkeeping of such revenues and receipts is fair, accurate and
in accordance with law.

Money or negotiable securities or similar assets handled by the agency on behalf of the State or held

in trust by thc agency have been properly and legally administered, and the accounting and
recordkeeping relating thereto is proper, accurate and in accordance with law.

Yours very truly,

IHinois Power Agency

fibwl ok - St Ot L)y

Arlene A, Juracek Kristene M. Callanta Michac! Strong
Acting Dircctor Chicl Fiscal Officer Chicf legal Counscl

160 North LaSalle Street, Suite C-304, Chicago, Hlinois 60601



STATE OF ILLINOIS
ILLINOIS POWER AGENCY
COMPLIANCE REPORT
SUMMARY
For the Year Ended June 30, 2011

The compliance testing performed during this examination was conducted in accordance with
Government Auditing Standards and in accordance with the Illinois State Auditing Act.

ACCOUNTANTS’ REPORTS

The Independent Accountants’ Report on State Compliance, on Internal Control Over
Compliance and on Supplementary Information for State Compliance Purposes contains scope
limitations, disclaimers, or other significant non-standard language.

SUMMARY OF FINDINGS
Current Prior
Number of Report Report
Findings 23 35
Repeated findings 22 18
Prior recommendations implemented
or not repeated 13 4

Details of findings are presented in a separate report section.
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STATE OF ILLINOIS
ILLINOIS POWER AGENCY
COMPLIANCE REPORT
SUMMARY
For the Year Ended June 30, 2011

Description

Lack of Controls Over Alternative
Compliance Payments

Lack of Appropriate Internal Controls
Lack of Formal Budgeting Process
State Funds Improperly Held Outside the

State Treasury

Failure to Maintain an Aged Listing of
Accounts Receivable

Inadequate Fee Assessment
Lack of Procedures to Perform Monthly
Reconciliations Between Agency Records

and the Comptroller’s Reports

Failure to Timely Deposit Agency Funds

Finding Type

Material Weakness

Material Weakness

Material Weakness

Material Weakness

Material Weakness

Material Weakness

Material Weakness

Material Weakness
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STATE OF ILLINOIS
ILLINOIS POWER AGENCY
COMPLIANCE REPORT
SUMMARY
For the Year Ended June 30, 2011

Description

FINDINGS (STATE COMPLIANCE)

Lack of Methodology Related to Billings

Failure to Develop Procedures Related to
Uncollectible Receivables

Failure to Adopt Rules Related to Fees and
Charges the Agency is Authorized to
Collect and Deposit

Inadequate Controls Over Vendor
Evaluations

Contract Terms Inconsistent with Terms of
Contract Obligation Document

Late Filing of Contract Documents

Rules for Development of Prequalified
Supplier Lists

Plan for Post-Performance Review

Finding Type

Material Weakness
and Material
Noncompliance

Material Weakness
and Material
Noncompliance

Material Weakness
and Material
Noncompliance

Material Weakness
and Material
Noncompliance

Material Weakness
and Material
Noncompliance

Material Weakness
and Material
Noncompliance

Material Weakness
and Material
Noncompliance

Material Weakness
and Material
Noncompliance



STATE OF ILLINOIS
ILLINOIS POWER AGENCY
COMPLIANCE REPORT
SUMMARY
For the Year Ended June 30, 2011

Item No. Page Description Finding Type

FINDINGS (STATE COMPLIANCE) continued

11-17 40 Establishment of Required Bureaus and Material Weakness
Lack of Adequate Staffing and Material
Noncompliance
11-18 42 Formal Agency Rules Not Adopted Material Weakness
and Material
Noncompliance
11-19 44 Failure to Post Procurement Information Significant Deficiency

and Noncompliance

11-20 46 Consulting Procurement Plan Contract Significant Deficiency
Term Violation of State Statute and Noncompliance
11-21 47 Untimely Submission of Vouchers Significant Deficiency

and Noncompliance

11-22 49 Failure to Timely Submit Reports Significant Deficiency
and Noncompliance

11-23 52 Failure to Obtain Employee Insurance or Significant Deficiency
License Verification and Noncompliance
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STATE OF ILLINOIS
ILLINOIS POWER AGENCY
COMPLIANCE REPORT
SUMMARY
For the Year Ended June 30, 2011

Description

FINDINGS (STATE COMPLIANCE) continued

Finding Type

In addition, the following findings which are reported as current findings relating to Government
Auditing Standards also meet the reporting requirements for State Compliance purposes.

11-1

11-2

11-3

11-4

11-5

11-6

11-7

11-8

19

21

23

24

25

26

27

29

Lack of Controls Over Alternative
Compliance Payments

Lack of Appropriate Internal Controls
Lack of Formal Budgeting Process
State Funds Improperly Held Outside the

State Treasury

Failure to Maintain an Aged Listing of
Accounts Receivable

Inadequate Fee Assessment
Lack of Procedures to Perform Monthly
Reconciliations Between Agency Records

and the Comptroller’s Reports

Failure to Timely Deposit Agency Funds

10

Material Noncompliance

Material Noncompliance

Material Noncompliance

Material Noncompliance

Material Noncompliance

Material Noncompliance

Material Noncompliance

Material Noncompliance
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STATE OF ILLINOIS
ILLINOIS POWER AGENCY
COMPLIANCE REPORT
SUMMARY
For the Year Ended June 30, 2011

Description

PRIOR FINDINGS NOT REPEATED
Lack of Financial Information

Failure to Follow the Requirements of the
Statewide Accounting Management System
and Financial Reporting Process

Failure to Provide Requested Engagement
Documentation to the Auditors

Approval of Payment for Services
Performed Outside the Contract Terms

Failure to Conduct Outreach to Minority
Owned Businesses, Female Owned
Businesses and Businesses Owned By
Persons with Disabilities

Failure to Make Procurement Plan Public

Agency Did Not Have Basic Office
Equipment

Excessive Phone Charges

Improper Timekeeping Practices

The Illinois Power Agency Failed to Use
the Correct Mileage Reimbursement Rate
Failure to Adopt a Formal Policy for
Telephone Usage

Failure to Provide a Telecommunication
Device for the Hearing or Speech Impaired

Failure to Adopt a Record Retention Policy

11



STATE OF ILLINOIS
ILLINOIS POWER AGENCY
COMPLIANCE REPORT
SUMMARY
For the Year Ended June 30, 2011

EXIT CONFERENCE

The Agency declined an exit conference.

The responses to the recommendations were provided by Kristene Callanta, CFO, in an email
dated August 13, 2012.

12
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INDEPENDENT ACCOUNTANTS' REPORT ON STATE COMPLIANCE,
ON INTERNAL CONTROL OVER COMPLIANCE, AND ON
SUPPLEMENTARY INFORMATION FOR STATE COMPLIANCE PURPOSES

Honorable William G. Holland
Auditor General
State of Illinois

Compliance

Power

As Special Assistant Auditors for the Auditor General, we have examined the Illinois
Agency’s compliance with the requirements listed below, as more fully described in the

Audit Guide for Financial Audits and Compliance Attestation Engagements of Illinois State

Agenci

es (Audit Guide) as adopted by the Auditor General, during the year ended June 30, 2011.

The management of the Illinois Power Agency is responsible for compliance with these
requirements. Our responsibility is to express an opinion on the Illinois Power Agency’s
compliance based on our examination.

A.

The Tllinois Power Agency has obligated, expended, received, and used public funds of the
State in accordance with the purpose for which such funds have been appropriated or
otherwise authorized by law.

The Illinois Power Agency has obligated, expended, received, and used public funds of the
State in accordance with any limitations, restrictions, conditions or mandatory directions
imposed by law upon such obligation, expenditure, receipt or use.

The Illinois Power Agency has complied, in all material respects, with applicable laws and
regulations, including the State uniform accounting system, in its financial and fiscal
operations.

. State revenues and receipts collected by the Illinois Power Agency are in accordance with

applicable laws and regulations and the accounting and recordkeeping of such revenues
and receipts is fair, accurate and in accordance with law.

Money or negotiable securities or similar assets handled by Illinois Power Agency on
behalf of the State or held in trust by the Illinois Power Agency have been properly and
legally administered and the accounting and recordkeeping relating thereto is proper,
accurate, and in accordance with law.

Other Locations

Jacksonville, IL ® Belleville, IL ® Carbondale, IL ®* Cape Girardeau, MO * St. Louis, MO * Milwaukee, WI



We conducted our examination in accordance with attestation standards established by the
American Institute of Certified Public Accountants; the standards applicable to attestation
engagements contained in Government Auditing Standards issued by the Comptroller General of the
United States; the Illinois State Auditing Act (Act); and the Audit Guide as adopted by the Auditor
General pursuant to the Act; and, accordingly, included examining, on a test basis, evidence about
Illinois Power Agency’s compliance with those requirements listed in the first paragraph of this
report and performing such other procedures as we considered necessary in the circumstances. We
believe that our examination provides a reasonable basis for our opinion. Our examination does not
provide a legal determination on the Illinois Power Agency’s compliance with specified
requirements.

As described in findings 11-1, 11-2, 11-3, 11-4, 11-5, 11-6, 11-7, 11-8, 11-9, 11-10, 11-11,
11-12, 11-13, 11-14, 11-15, 11-16, 11-17, and 11-18, in the accompanying schedule of findings,
the Illinois Power Agency did not comply with numerous State mandates, the SAMS Manual,
general internal control procedures, and other required State rules. Compliance with such
requirements is necessary, in our opinion, for the Illinois Power Agency to comply with the
requirements listed in the first paragraph of this report.

In our opinion, except for the noncompliance described in the preceding paragraph, the
Illinois Power Agency complied, in all material respects, with the compliance requirements listed
in the first paragraph of this report during the year ended June 30, 2011. However, the results of
our procedures disclosed other instances of noncompliance with those requirements, which are
required to be reported in accordance with criteria established by the Audit Guide, issued by the
Ilinois Office of the Auditor General and which are described in the accompanying schedule of
findings as items 11-19, 11-20, 11-21, 11-22, and 11-23.

Internal Control

Management of the Illinois Power Agency is responsible for establishing and maintaining
effective internal control over compliance with the requirements listed in the first paragraph of
this report. In planning and performing our examination, we considered the Illinois Power
Agency’s internal control over compliance with the requirements listed in the first paragraph of
this report as a basis for designing our examination procedures for the purpose of expressing our
opinion on compliance and to test and report on internal control over compliance in accordance
with the Audit Guide, issued by the Illinois Office of the Auditor General, but not for the
purpose of expressing an opinion on the effectiveness of internal control over compliance.
Accordingly, we do not express an opinion on the effectiveness of the Illinois Power Agency’s
internal control over compliance.

Our consideration of internal control over compliance was for the limited purpose
described in the preceding paragraph and was not designed to identify all deficiencies in internal
control over compliance that might be significant deficiencies or material weaknesses and
therefore, there can be no assurance that all deficiencies, significant deficiencies, or material
weaknesses have been identified. However, as described in the accompanying schedule of
findings we identified certain deficiencies in internal control over compliance that we consider to
be material weaknesses and other deficiencies that we consider to be significant deficiencies.

14



A deficiency in an entity’s internal control over compliance exists when the design or
operation of a control over compliance does not allow management or employees, in the normal
course of performing their assigned functions, to prevent, or detect and correct, noncompliance
with the requirements listed in the first paragraph of this report on a timely basis. A material
weakness in internal control over compliance is a deficiency, or combination of deficiencies, in
internal control over compliance such that there is a reasonable possibility that a material
noncompliance with a requirement listed in the first paragraph of this report will not be
prevented, or detected and corrected on a timely basis. We consider the deficiencies in internal
control over compliance as described in the accompanying schedule of findings 11-1, 11-2, 11-3,
11-4, 11-5, 11-6, 11-7, 11-8, 11-9, 11-10, 11-11, 11-12, 11-13, 11-14, 11-15, 11-16, 11-17, and
11-18 to be material weaknesses.

A significant deficiency in internal control over compliance is a deficiency, or a
combination of deficiencies, in internal control over compliance that is less severe than a
material weakness in internal control over compliance, yet important enough to merit attention
by those charged with governance. We consider the deficiencies in internal control over
compliance described in the accompanying schedule of findings as items 11-19, 11-20, 11-21,
11-22, and 11-23 to be significant deficiencies.

As required by the Audit Guide, immaterial findings excluded from this report have been
reported in a separate letter to your office.

The Illinois Power Agency’s responses to the findings identified in our examination are
described in the accompanying schedule of findings. We did not examine the Illinois Power

Agency’s responses and, accordingly, we express no opinion the responses.

Supplementary Information for State Compliance Purposes

As Special Assistant Auditors for the Auditor General, we have audited the financial
statements of the governmental activities, each major fund, and the aggregate remaining fund
information of the Illinois Power Agency as of and for the year ended June 30, 2011, which
comprise the Illinois Power Agency’s basic financial statements, and have issued our report
thereon dated August 13, 2012. The accompanying supplementary information, as listed in the
table of contents as Supplementary Information for State Compliance Purposes, is presented for
purposes of additional analysis and is not a required part of the basic financial statements of the
Illinois Power Agency. The 2011 Supplementary Information for State Compliance Purposes,
except for that portion marked "unaudited," on which we express no opinion, has been subjected
to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, is fairly stated in all material respects in relation to the basic financial statements for the
year ended June 30, 2011, taken as a whole.

15



We were unable to express an opinion on compliance with the requirements listed in the first
paragraph of this report for the years ended June 30, 2010 and 2009. The accompanying
supplementary information as listed in the table of contents as Supplementary Information for State
Compliance Purposes is presented for additional analysis. We were unable to apply certain limited
procedures as prescribed by the Audit Guide as adopted by the Auditor General to the 2010 and
2009 Supplementary Information for State Compliance purposes due to the Illinois Power Agency’s
incomplete and inaccurate records during those years. We do not express an opinion on the 2010
and 2009 supplemental information.

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

/(-w(ua—, éoL . K\Mlul LLP

Springfield, Illinois
August 13, 2012
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Honorable William G. Holland
Auditor General
State of Illinois

As Special Assistant Auditors for the Auditor General, we have audited the financial
statements of the governmental activities, each major fund, and the aggregate remaining fund
information of the State of Illinois, Illinois Power Agency, as of and for the year ended June 30,
2011, which collectively comprise the Illinois Power Agency’s basic financial statements, and have
issued our report thereon dated August 13, 2012. We conducted our audit in accordance with
auditing standards generally accepted in the United States of America and the standards applicable
to financial audits contained in Government Auditing Standards issued by the Comptroller General
of the United States.

Internal Control Over Financial Reporting

Management of the Illinois Power Agency is responsible for establishing and maintaining
effective internal control over financial reporting. In planning and performing our audit, we
considered the Illinois Power Agency’s internal control over financial reporting as a basis for
designing our auditing procedures for the purpose of expressing our opinion on the financial
statements and not for the purpose of expressing an opinion on the effectiveness of the Illinois
Power Agency’s internal control over financial reporting. Accordingly, we do not express an
opinion on the effectiveness of the Illinois Power Agency’s internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose
described in the preceding paragraph and was not designed to identify all deficiencies in the
internal control over financial reporting that might be significant deficiencies or material
weaknesses and therefore, there can be no assurance that all deficiencies, significant deficiencies,
or material weaknesses have been identified. However, as described in the accompanying
schedule of findings we identified certain deficiencies in internal control over financial reporting
that we consider to be material weaknesses.

Other Locations

Jacksonville, IL ® Belleville, IL ® Carbondale, IL ®* Cape Girardeau, MO * St. Louis, MO * Milwaukee, WI



A deficiency in internal control exists when the design or operation of a control does not
allow management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct misstatements on a timely basis. A material weakness is a deficiency,
or a combination of deficiencies, in internal control such that there is a reasonable possibility that a
material misstatement of the entity’s financial statements will not be prevented, or detected and
corrected on a timely basis. We consider the deficiencies described in findings 11-1, 11-2, 11-3,
11-4, 11-5, 11-6, 11-7, and 11-8 in the accompanying schedule of findings to be material
weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Illinois Power Agency’s
financial statements are free of material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts, and grant agreements, noncompliance with which
could have a direct and material effect on the determination of financial statement amounts.
However, providing an opinion on compliance with those provisions was not an objective of our
audit, and accordingly, we do not express such an opinion. The results of our tests disclosed
instances of noncompliance or other matters that are required to be reported under Government
Auditing Standards and which are described in the accompanying schedule of findings as items
11-1, 11-2, 11-3, 11-4, 11-5, 11-6, 11-7, and 11-8.

We noted certain matters that we reported to management of the Illinois Power Agency in
a separate letter dated August 13, 2012.

The Illinois Power Agency’s responses to the findings identified in our audit are described
in the accompanying schedule of findings. We did not audit the Illinois Power Agency’s
responses and, accordingly, we express no opinion on the responses.

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.

Kot St s Bnectid 1P

Springfield, Illinois
August 13, 2012
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STATE OF ILLINOIS
ILLINOIS POWER AGENCY
CURRENT FINDINGS - GOVERNMENT AUDITING STANDARDS
For the Year Ended June 30, 2011

11-1 Finding: Lack of Controls Over Alternative Compliance Payments

The Illinois Power Agency (Agency) did not establish controls to properly record receivables
and ensure the accuracy of Alternative Compliance Payments remitted by Alternative Retail
Electric Suppliers. According to the Agency’s financial statements, the Agency recognized
revenue of $ 7.7 million during fiscal year 2011 and had accounts receivable of $ 5.6 million at
June 30, 2011, related to Alternative Compliance Payments.

In order to determine the accuracy of accounts receivable and revenues related to the Alternative
Compliance Payments, the auditors requested the Agency to provide supporting documentation.
In response to this request, the Agency indicated the Alternative Compliance Payment process
was administered by the Illinois Commerce Commission (Commission) and the Agency did not
receive any information relative to the Alternative Compliance Payments from the Commission.

As the Agency and the Commission did not have an agreement to document each party's
responsibilities for processing Alternative Compliance Payments, the auditors inquired with the
Commission regarding its role in this process. The auditors determined the Alternative
Compliance Payments were self-reported by the Alternative Retail Electric Suppliers with their
annual report submission due to the Commission on September 1. Upon receipt of an
Alternative Compliance Payment, the Commission deposited the remittance into the Illinois
Power Agency Renewable Energy Resource Fund (Fund 836). Further, the auditors determined
that the Agency did not review the Alternative Compliance Payments received for accuracy or
compliance with State law.

We noted the following internal control weaknesses and noncompliance:

e The Agency did not administer the Illinois Power Agency Renewable Energy
Resource Fund by ensuring revenues and receipts due to the State from
Alternative Compliance Payments were collected and remitted to the proper fund
in the State Treasury.

The Illinois Power Agency Act (20 ILCS 3855/1-56(b)) states, “The Illinois

Power Agency Renewable Energy Resources Fund shall be administered by the
Agency to procure renewable energy resources.”
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STATE OF ILLINOIS
ILLINOIS POWER AGENCY
CURRENT FINDINGS - GOVERNMENT AUDITING STANDARDS
For the Year Ended June 30, 2011

11-1 Finding: Lack of Controls Over Alternative Compliance Payments - Continued

e The Agency does not have an interagency agreement with the Commission
detailing the specific functions, duties, and responsibilities of both the Agency
and Commission for the accounting, recordkeeping, and deposit of Alternative
Compliance Payments.

The State Records Act (5 ILCS 160/8) requires the Executive Director to make
and preserve records containing adequate and proper documentation of the
organization, functions, policies, decisions, procedures, and essential transactions
of the agency designed to furnish information to protect the legal and financial
rights of the State.

e The Agency does not perform a review of Alternative Compliance Payments to
ensure the amounts remitted by the Alternative Retail Electric Suppliers were in
accordance with State law.

e The Agency failed to identify three Alternative Retail Energy Suppliers who
failed to make alternative compliance payments during the compliance period.

The Fiscal Control and Internal Auditing Act (30 ILCS 10/3001) requires State agencies to
establish and maintain a system, or systems, of internal fiscal and administrative controls to
provide assurance revenues and funds applicable to operations are properly recorded and
accounted for to permit the preparation of accounts, prepare reliable financial reports, and
maintain accountability over the State’s resources. [Finding Code No. 11-1]

Agency Officials state that to the best of their knowledge, during FY11, the Agency was unaware of
the need to establish independent controls over the ACP process and, to the extent that the Agency
had knowledge of any requirements that it lacked the technical capacity to develop those controls.

Failure to establish controls over Alternative Compliance Payments limits the Agency’s ability to
prepare accurate financial reports and may have resulted in the Agency not collecting all
amounts due to the State from Alternative Retail Electric Suppliers.

Recommendation

We recommend the Agency implement controls to ensure accurate payments are received. In
addition, the Agency and the Commission should develop an interagency agreement outlining
the duties and responsibilities of each entity.

Agency Response

The Agency agrees with this finding. The Agency is taking steps to work with the Illinois
Commerce Commission (“ICC”) to develop an interagency agreement that provides IPA with
knowledge of and the ability to test ICC’s controls.

20



STATE OF ILLINOIS
ILLINOIS POWER AGENCY
CURRENT FINDINGS - GOVERNMENT AUDITING STANDARDS
For the Year Ended June 30, 2011

11-2 Finding: Lack of Appropriate Internal Controls

The Illinois Power Agency (Agency) did not establish adequate accounting procedures and internal
controls.

During our audit, we noted the Agency did not have a general ledger accounting system. Further,
the Agency did not have any procedures in place to record and deposit receipts, pay bills when due,
track accounts receivable or accounts payable, or track and monitor complaints related to billings.

The Fiscal Control and Internal Auditing Act (30 ILCS 10/3001) requires that “All State
Agencies shall establish and maintain a system, or systems, of internal fiscal and administrative
controls, which shall provide assurance that: (3) funds, property, and other assets and resources
are safeguarded against waste, loss, unauthorized use, and misappropriation”.

According to Agency officials, to the best of the knowledge of current IPA employees, for the
first half of FY11, Agency personnel did not have sufficient familiarity and/or expertise with the
FCIAA or the SAMS Manual requirements for recording financial transactions, nor did the
Agency retain outside consultants with familiarity or expertise.

Failure to implement adequate internal controls over accounting procedures and internal controls
increases the risk that errors and irregularities could occur and not be detected. [Finding Code
No. 11-2, 10-4, 09-4]

Recommendation

We recommend the Agency develop adequate procedures over cash receipts, cash disbursements,
accounts receivable and accounts payable to ensure fiscal responsibility.

Agency Response

The Agency agrees with this finding. The Agency notes that no current IPA staff member was
employed by the Agency or the State during the first 6 ¥2 months of the testing period, at which
point the Agency hired its first Chief Fiscal Officer.
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STATE OF ILLINOIS
ILLINOIS POWER AGENCY
CURRENT FINDINGS - GOVERNMENT AUDITING STANDARDS
For the Year Ended June 30, 2011

11-2 Finding: Lack of Appropriate Internal Controls - Continued

Agency Response - Continued

The Agency hired a Chief Fiscal Officer in January 2011 who is responsible for the Agency’s
financial accounting and reporting functions. After being hired, the CFO developed informal
procedures to ensure the proper and timely processing of transactions to the IOC and State
Treasurer. These procedures are currently being formalized with the development and
implementation of the IPA Fiscal Operations Manual (FOM) that documents procedures over
cash receipts, cash disbursements, accounts payable and accounts receivable, in addition to other
financial areas. The Agency is also developing a GAAP Reporting Manual (GRM); both are
being developed with the assistance of outside consultants. IPA has substantially implemented
the procedures documented in the current drafts of the FOM and GRM as of the date of this
response. However, IPA notes that the manuals will not be finalized until a draft of both
documents has been completed, because the two documents are inter-related, and
additions/revisions are being incorporated while this process is in progress.

In addition, the Agency implemented QuickBooks Pro 2011 accounting software in January
2012 to serve as the Agency’s general ledger and to assist with year-end financial reporting.

Finally, the hiring of an Administrative Analyst in July 2012 added an additional level to

processing and review procedures that will ensure accounting errors and irregularities are found
and corrected promptly.
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11-3 Finding: Lack of Formal Budgeting Process

The Illinois Power Agency (Agency) did not have a formal budgeting process.

During our audit, we noted the Agency did not have a formal budget process to effectively utilize its
resources. During fiscal year 2011, the Agency received appropriations of $ 5,102,550.

The Fiscal Control and Internal Auditing Act (30 ILCS 10/3001) requires that “All State
Agencies shall establish and maintain a system, or systems, of internal fiscal and administrative
controls, which shall provide assurance that: (1) resources are utilized efficiently, effectively,
and in compliance with applicable law”.

According to Agency Officials, to the best of the knowledge of current IPA employees, for the
first half of FY11, Agency personnel did not have sufficient familiarity and/or expertise with the
FCIAA or the State Officers and Employee Money Disposition Act requirements, nor did the
Agency retain outside consultants with familiarity or expertise.

Failure to establish a budgeting process places the Agency and State at risk of improper
expenditures resulting in the loss of State funds. [Finding Code No. 11-3, 10-5, 09-5]

Recommendation

We recommend the Agency develop a formal budgeting process to ensure all funds of the
Agency are spent and managed in a fiscally responsible manner.

Agency Response

The Agency agrees with this finding. The Agency notes that no current IPA staff member was
employed by the Agency or the State during the first 6 ¥2 months of the testing period, at which
point the Agency hired its first Chief Fiscal Officer. The Agency hired a Chief Fiscal Officer in
January 2011, who is responsible for the Agency’s financial accounting and reporting functions.
The CFO developed informal procedures to monitor the budgeting process through an Excel
spreadsheet by tracking vendors, contracts, obligations and billings. The CFO input the FY2012
budget into QuickBooks in March, 2012 and the Agency is now able to efficiently monitor the
use of resources.

In addition, the IPA Fiscal Operations Manual was substantially developed during FY2012 and
documents formal procedures over the obligation process The Agency is also simultaneously
developing a GAAP Reporting Manual (GRM); both are being developed with the assistance of
outside consultants. While IPA has substantially implemented the procedures currently
documented in the current drafts of the FOM and GRM, the manuals will not be finalized until a
draft of both documents has been completed, because the two documents are inter-related, and
additions/revisions are being incorporated while this process is in progress.
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11-4 Finding: State Funds Improperly Held Outside the State Treasury

The Illinois Power Agency (Agency) improperly allowed State funds to be held in accounts
outside the State Treasury without proper statutory authority.

In order to determine the activities conducted by the Agency outside of the State treasury, we
requested information from the Procurement Administrators and the Utilities. As a result, we
determined: as instructed by the Director; an estimated $ 497,000 of State funds were held by a
Procurement Administrator as of June 30, 2011 and 2010.

According to the Illinois Power Agency Act, (20 ILCS 3855/1-15 (b)) “no part of the revenues or
assets of the Agency shall inure to the benefit of or be distributable to any of its employees or
any other private persons, except as provided in this Act for actual services rendered.”

The State Officers and Employees Money Disposition Act (30 ILCS 230/2a.2) prohibits a State
officer or employee from maintaining or participating in a deposit of money received except as
provided by law.

According to Agency officials, to the best of the knowledge of current IPA employees, for the
first half of FY11, Agency personnel did not have sufficient familiarity and/or expertise with the
State Officers and Employee Money Disposition Act requirements, nor did the Agency retain
outside consultants with familiarity or expertise.

Failure to properly deposit State funds into a Treasury held account could result in a loss of State
resources. [Finding Code No. 11-4, 10-6, 09-8]

Recommendation

We recommend the Agency implement the appropriate procedures to receive and deposit State
revenues and collect interest. Additionally, we recommend the Agency obtain and properly
deposit all funds held by the procurement administrators, on behalf of the Agency, as soon as
possible.

Agency Response

The Agency agrees with this finding. The Agency notes that no current IPA staff member was
employed by the Agency or the State during the time at which the incidents at the basis of this
finding occurred.

During FY2011, the Agency substantially implemented procedures that are documented in the
current draft of the IPA Fiscal Operations Manual (FOM). The relevant FOM section
(Accounting and Financial Reporting Policies and Procedures, subsection Revenue and Related
Asset (Receivable) Accounting) documents the specific procedures related to the receipt and
deposit of State revenues. Prior to the implementation of the current draft of the FOM, the
Agency ensured the procedures, later documented in the current draft of the FOM, were followed
once the CFO was hired in January 2011.
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11-5 Finding: Failure to Maintain an Aged Listing of Accounts Receivable

The Illinois Power Agency (Agency) did not maintain an aged listing of accounts receivable.

During our testing, we noted the Agency did not maintain an aged listing of accounts receivable
throughout the fiscal year. According to the Agency’s financial statements, accounts receivable at
June 30, 2011, was $ 7.6 million.

According to the SAMS Manual (26.20.20), “in order for an agency to effectively estimate the
collectability of its receivables and properly focus collection efforts, each outstanding receivable
due the State must be “aged” relative to its formal due date.”

The Fiscal Control and Internal Auditing Act (30 ILCS 10/3001) requires that “All State
Agencies shall establish and maintain a system, or systems, of internal fiscal and administrative
controls, which shall provide assurance that: (3) funds, property, and other assets and resources
are safeguarded against waste, loss, unauthorized use, and misappropriation”.

According to Agency Officials, to the best of the knowledge of current IPA employees, for the
first half of FY11, Agency personnel did not have sufficient familiarity and/or expertise with the
SAMS Manual requirements and financial reporting process, nor did the Agency retain outside
consultants with familiarity or expertise.

Without an aged listing of accounts receivable, the Agency is unable to accurately monitor accounts
receivable and track older, uncollectible items. [Finding Code No. 11-5, 10-7]

Recommendation

We recommend the Agency maintain an aged listing of accounts receivable throughout each fiscal
year.

Agency Response

The Agency agrees with this finding. The Agency notes that no current IPA staff member was
employed by the Agency or the State during the first 6 ¥2 months of the testing period, at which
point the Agency hired its first Chief Fiscal Officer.

The Agency hired a Chief Fiscal Officer in January 2011 who is responsible for the Agency’s
financial accounting and reporting functions. The CFO developed informal procedures to
maintain an aged listing of Accounts Receivable in an Excel spreadsheet. The information
maintained in this spreadsheet was used by IPA and Shared Services to file the C-97/98/99s with
IOC during FY2011. The Agency implemented QuickBooks Pro 2011 accounting software in
January 2012 to serve as the Agency’s general ledger and assist with year-end financial
reporting. QuickBooks includes a report “AR Aging Detail”.
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11-6 Finding: Inadequate Fee Assessment

The Illinois Power Agency (Agency) did not assess adequate fees to ensure the costs of the
preparation of the annual procurement plan were covered.

During our audit, we noted the Agency did not assess an adequate fee to each utility to ensure the
cost of the preparation of the annual procurement plan was covered. Based on information
provided by the Agency, the indirect costs plus the costs of the procurement planning consultants
exceeds the amount assessed to the utilities. For 2011, the total cost of the preparation of the
annual procurement plan was estimated at $ 1,273,963 while the fees assessed were $ 930,403.

According to the Illinois Power Act (20 ILCS 3855/1-75 (g)), the “Agency shall assess fees to
each affected utility to recover the cost incurred in preparation of the annual procurement plan
for the utility.”

According to Agency Officials, to the knowledge of current Agency employees, Agency
personnel did not have sufficient access to legal or accounting services to initiate formal
rulemaking regarding fee assessment or develop a budget for FY11.

Failure to assess adequate fees to cover the preparation of the annual procurement plan is a violation
of State statute. Additionally, this is poor management from a fiscal standpoint. [Finding Code
No. 11-6, 10-10, 09-9]

Recommendation

We recommend the Agency consider both the direct and indirect costs related to the preparation of
the annual procurement plan in order to ensure the appropriate fees are assessed to cover the costs.

Agency Response

The Agency agrees with this finding. In FY12, utilities were billed for both direct and indirect
costs associated with the preparation of the procurement plan. In addition, the recently hired
Chief Legal Counsel is in the process of completing the draft fees assessment rules for
submission for publication in the Illinois Register to begin the formal rulemaking process.
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11-7 Finding: Lack of Procedures to Perform Monthly Reconciliations between Agency Records
and the Comptroller’s Reports

The Illinois Power Agency (Agency) did not have procedures in place to perform monthly
reconciliations between Agency records and the Comptroller’s reports.

During our testing, we noted that there were no formal policies or procedures established to
reconcile Comptroller’s reports and Agency records for the first six months of the fiscal year.
Additionally, formal monthly reconciliations were not prepared from July 2010 through December
2010.

According to the SAMS Manual (11.40.20), State agencies should reconcile unexpended budget
authority balances per Agency records with the Comptroller monthly.

According to Agency Officials, to the best of the knowledge of current IPA employees, for
FY11, Agency personnel did not have sufficient familiarity and/or expertise with the SAMS

Manual requirements related to reconcile Agency records to Comptroller records.

Failure to reconcile Agency records to the Comptroller’s reports is a violation of the SAMS Manual
and could result in incomplete or inaccurate financial information. [Finding Code No. 11-7, 10-15]

Recommendation

We recommend the Agency develop formal procedures to perform monthly reconciliations
between Agency records and the Comptroller’s reports.

Agency Response

The Agency agrees with this finding. The Agency notes that no current IPA staff member was
employed by the Agency or the State during the first 6 ¥2 months of the testing period, at which
point the Agency hired its first Chief Fiscal Officer.
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11-7 Finding: Lack of Procedures to Perform Monthly Reconciliations between Agency Records
and the Comptroller’s Reports - Continued

Agency Response - Continued

The Agency hired a Chief Fiscal Officer in January 2011 who is responsible for the Agency’s
financial accounting and reporting functions. In December 2010, the Agency entered into an
interagency agreement with the Administrative and Regulatory Shared Services Center, which
assisted the Agency with various accounting functions, including transactional processing and
reconciliation procedures. The SBO1, SBO4 and SBO5 Reports were reconciled to Agency
records by CMS personnel through December 2010, Shared Services personnel from January
2011 until September 2011, and have been reconciled by IPA personnel and consultants since
September 2011. The Agency is in the process of formalizing the reconciliation procedures in
the Fiscal Operations Manual (FOM), which is currently under development. The Agency is also
developing a GAAP Reporting Manual (GRM); both are being developed with the assistance of
outside consultants. IPA has substantially implemented the procedures documented in the
current drafts of the FOM and GRM as of the date of this response. However, IPA notes that the
manuals will not be finalized until a draft of both documents has been completed, because the
two documents are inter-related, and additions/revisions are being incorporated while this
process is in progress.
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11-8 Finding: Failure to Timely Deposit Agency Funds

The Illinois Power Agency (Agency) did not timely deposit agency funds.

During our testing, we noted 80 checks received between November 5, 2009 and July 14, 2010,
totaling $ 1,500,416, were not deposited until August 8, 2010. This ranged from 25 days late to 255
days late.

According to the State Officers and Employees Money Disposition Act (30 ILCS 230/2 (a)), the
Agency “‘shall pay into the State treasury the gross amount of money so received on the day of
actual physical receipt with respect to any single item of receipt exceeding $ 10,000, within
24 hours of actual physical receipt with respect to an accumulation of receipts of $ 10,000 or more,

or within 48 hours of actual physical receipt with respect to an accumulation of receipts exceeding
$ 500 but less than $ 10,000.”

According to Agency Officials, to the best of the knowledge of current IPA employees, for the
first half FY11, Agency personnel did not have sufficient familiarity and/or expertise with the
State Officers and Employees Money Disposition Act.

Without the proper procedures to ensure receipts are deposited timely, the Agency risks losing
checks or checks not clearing, which would result in a loss of State revenue. [Finding Code
No. 11-8]

Recommendations

The Agency’s should have policies and procedures in place to ensure deposits of Agency funds are
made promptly.

Agency Response

The Agency agrees with this finding, insofar as the described violations occurred during the first
6%2 months of the testing period. The Agency notes that no current IPA staff member was
employed by the Agency or the State during the first 6 ¥2 months of the testing period, at which
point the Agency hired its first Chief Fiscal Officer.

The Agency hired a Chief Fiscal Officer in January 2011, who is responsible for the Agency’s
financial accounting functions. After being hired, the CFO implemented informal procedures to
ensure the proper and timely depositing of agency funds in accordance with the State Officer and
Employees Money Disposition Act (30 ILCS 230/2 (b)). These procedures are currently being
formalized with the development and implementation of the IPA Fiscal Operations Manual
(FOM) that documents procedures over cash receipts, in addition to other financial areas. The
Agency is also developing a GAAP Reporting Manual (GRM); both are being developed with
the assistance of outside consultants. While IPA has implemented the procedures documented
in the current drafts FOM and GRM, the manuals will not be finalized until a draft of both
documents has been completed, because the two documents are inter-related, and
additions/revisions are being incorporated while this process is in progress.
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11-9 Finding: Lack of Methodology Related to Billings

The Illinois Power Agency had not developed and documented a methodology in order to bill the
utilities for reimbursement of consulting fees.

The Agency had not developed and documented a methodology to determine the applicable
reimbursements from the utilities. As a result, the utilities did not reimburse the Agency on a
timely basis.

During our testing, one of the utilities had informed the auditors that it had requested supporting
documentation from the Agency over the past two years and had not received it. Additionally,
the Agency had not entered into an agreement or otherwise set forth its calculation for agreement
of fees.

During fiscal years 2010 and 2011, the Agency expended $ 1,466,903, in direct payments to the
procurement planning consultants, for the development of the procurement plan, which was to be
reimbursed by the utilities.

According to the Illinois Power Agency Act (20 ILCS 3855/1-75(g)), the Agency shall assess
fees to each affected utility to recover the cost incurred in preparation of the annual procurement
plan for the utility.

The Fiscal Control and Internal Auditing Act (30 ILCS 10/3001) states "All State agencies shall
establish and maintain a system, or systems, of internal fiscal and administrative controls, which
shall provide assurance that: (3) funds, property, and other assets and resources are safeguarded
against waste, loss, unauthorized user and misappropriation."

Agency Officials state that to the best of their knowledge, during FY11, the Agency developed, but
had not documented a methodology in order to bill the utilities for reimbursement of consulting
fees and that Agency personnel were unaware of a requirement to enter into agreements with the
utilities.

The lack of a methodology could result in inappropriate reimbursement from the utilities.
[Finding Code 11-9, 10-25]

Recommendation

We recommend the Agency develop a methodology for determining the proper billings to the
utilities. Additionally, the Agency should enter into agreements with the utilities to ensure
proper reimbursement.
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11-9 Finding: Lack of Methodology Related to Billings - Continued

Agency Response

The Agency agrees in part with this finding. To the best of the knowledge of current IPA
personnel, during FY11, the Agency methodology for determining the proper billings to utilities
was neither formal nor documented. Since FY11, the Agency has developed documented
informal policy. As noted in response to Finding 11-6 and 11-11, the recently hired Chief Legal
Counsel is in the process of completing the draft fees assessment rules for submission for
publication in the Illinois Register to begin the formal rulemaking process.

Responding further, the Agency believes that no formal agreement is required, because the
Illinois Power Agency Act mandates that participating utilities cover costs incurred in support of
the Procurement Planning process. (See 20 ILCS 3855/1-75(g).) IPA further states that formal
fee assessment rules, once approved by JCAR, will further obviate the need for agreements.
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11-10 Finding: Failure to Develop Procedures Related to Uncollectible Receivables

The Illinois Power Agency (Agency) had not developed procedures related to uncollectible
receivables.

During our audit, we noted the Agency had not developed procedures in order to ensure
uncollectible receivables were referred to the Comptroller’s Offset System. According to the
Agency’s financial statements, accounts receivable at June 30, 2011, was $ 7.6 million.

According to the SAMS Manual (26.40.20), State agencies should use the Comptroller’s Offset
when it is determined to be in the best economic interest of the State.

According to Agency Officials, to the best of the knowledge of current IPA employees, for
FY11, Agency personnel did not have sufficient familiarity and/or expertise with the SAMS
Manual requirement or the Comptroller’s Offset system.

Failure to refer uncollectible receivables is a violation of the SAMS Manual. Additionally, this
could result in the State unknowingly paying vendors who owe the State overdue funds. [Finding
Code No. 11-10, 10-14]

Recommendation

We recommend the Agency develop formal procedures in order to ensure uncollectible
receivables are referred to the Comptroller’s Offset System.

Agency Response

The Agency agrees with this finding. The Agency notes that no current IPA staff member was
employed by the Agency or the State during the first 6 ¥2 months of the testing period, at which
point the Agency hired its first Chief Fiscal Officer.

The Agency hired a Chief Fiscal Officer in January 2011 who is responsible for the Agency’s
financial accounting and reporting functions. Prior to June 30, 2011 the Agency developed
informal procedures related to uncollectible receivables. Procedures are currently being
formalized with the development and implementation of the Fiscal Operations Manual. The
current draft of the FOM provides guidance related to the collection of receivables,
implementation of the Agency’s internal offset system, and eventual referral to the Comptroller’s
Offset System. The Agency is also developing a GAAP Reporting Manual (GRM); both are
being developed with the assistance of outside consultants. IPA has substantially implemented
the procedures documented in current drafts of the FOM and GRM as of the date of this
response. However, IPA notes that the manuals will not be finalized until a draft of both
documents has been completed, because the two documents are inter-related, and
additions/revisions are being incorporated while this process is in progress.
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11-11 Finding: Failure to Adopt Rules Related to Fees and Charges the Agency is Authorized to
Collect and Deposit

The Illinois Power Agency (Agency) had not adopted formal rules related to fees and charges it is
authorized to collect and deposit.

Although the Agency was established in fiscal year 2008, the Agency had not adopted rules for fees
and charges it is authorized to collect and deposit in order to fund Agency operations. During the
fiscal year ended June 30, 2011, the Illinois Power Agency reported collecting approximately
$ 9.4 million in bidder and supplier fees in the Illinois Power Agency Operations Fund.

According to the Illinois Power Agency Act (20 ILCS 3855/1-55), “the Agency shall adopt rules
regarding charges and fees it is expressly authorized to collect in order to fund the operations of
the Agency. These charges and fees shall be deposited into the Illinois Power Agency
Operations Fund.”

According to Agency Officials, to the best of the knowledge of current IPA employees, for
FY11, Agency personnel did not have sufficient legal expertise to draft or adopt formal agency
rules related to fees and charges. Although the Agency did retain outside counsel, to the best of the
knowledge of current IPA employees, the Agency lacked sufficient expertise to provide guidance to
its outside counsel as to the content of proposed rules.

Failure to adopt formal rules related to fees and charges is a violation of State statute and could
result in failure to collect appropriate funding for Agency operations. [Finding Code No. 11-11,
10-16]

Recommendation

We recommend the Agency adopt rules related to fees and charges it has authority to collect to
fund operations.

Agency Response

The Agency agrees with this finding. During FY12, the Agency researched and drafted rules to
be adopted governing assessment and collection of the fees it is authorized to collect under the
llinois Power Agency Act. The newly hired Chief Legal Counsel is in the process of
formalizing these rules through the rulemaking process, which is currently in the pre-First Notice
Order stage.
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11-12 Finding: Inadequate Controls over Vendor Evaluations

The Illinois Power Agency (Agency) did not maintain adequate controls over evaluations of
vendor proposals related to the Request for Qualifications (RFQ) and subsequent Request for
Proposals (RFP) of the Procurement Administrators.

During our review of the three vendor’s proposals to an RFQ:

e  We were provided “Scoring Sheets” which evaluated each vendor’s proposal. The
“Scoring Sheets” documented the evaluation of the “Administrative Compliance”
and the vendor’s “Capabilities” as outlined in the RFQ. However, the “Scoring
Sheet” for one vendor was incomplete. The technical section was not scored and a
final scoring was not completed.

e The “Scoring Sheets” had handwritten notes, indicating if the vendor was qualified
or not, and were signed and dated by the Director. Although the RFQ stated the
vendor’s proposal would be evaluated by the Evaluation Committee, the Director
was the only evaluator.

During our review of the four vendor’s proposals to an RFP, we noted:

¢ The vendor’s proposals were not evaluated based on the criteria outlined in the RFP;
Administrative Compliance, Technical Capability and Pricing Proposal.

e The “Overall Ranking” spreadsheet contained errors, and did not indicate the
“Overall Ranking” of the vendor proposals. In fact, we could not determine the
actual “Overall Ranking” of the vendor proposals due to the errors and incomplete
information.

In addition, during our review of the RFP for legal services:

* We noted the vendor’s proposals were not evaluated based on the criteria outlined in
the RFP; Administrative Compliance, Technical Capability and Pricing Proposal.

e We received one “Scoring Sheets” per vendor. Our review noted the “Scoring
Sheets” were all handwritten and were not signed or dated by the evaluator.
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11-12 Finding: Inadequate Controls over Vendor Evaluations - Continued

e The “Overall Ranking” spreadsheet, which was handwritten, indicated two
proposals had been disqualified. As for the remaining three proposals, we were
unable to determine the actual “Overall Ranking” of the vendor’s proposals due to
incomplete information.

e Although the RFP stated the vendor’s proposal would be evaluated by the
Evaluation Committee, we were only provided one evaluation per vendor proposal.

The Fiscal Control and Internal Auditing Act (30 ILCS 10/3001) states that all State agencies
shall establish and maintain a system, or systems, of internal fiscal and administrative controls
which shall provide assurance that funds, property, and other assets and resources are
safeguarded against waste, loss, unauthorized use, and misappropriation.

According to Agency Officials, to the best of the knowledge of current IPA employees, for
FY11, Agency personnel did not have sufficient resources and/or knowledge of statutory
requirements to properly evaluate RFQs and RFPs and did not have sufficient personnel to form
an Evaluation Committee.

Failure to evaluate vendor proposals as documented in the RFQ and RFP increases the likelihood
the vendors and public will not view the proposal evaluation process as being fair and conducted
in accordance with the requirements outlined in the solicitations. [Finding Code No. 11-12,
10-23, 10 -24]

Recommendation

The Agency should ensure proposals are evaluated as documented in the solicitations.
Additionally, the Agency should ensure all evaluations are appropriately documented and
conducted by an Evaluation Committee.

Agency Response

The Agency agrees with this finding. The Agency will develop procedures to ensure proposals
are evaluated as documented in the solicitations and that all evaluations are appropriately
documented and conducted by an Evaluation Committee. IPA anticipates forming an Evaluation
Committee in FY 13 in advance of issuing its next RFP or RFQ.
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11-13 Finding: Contract Terms Inconsistent with Terms of Contract Obligation Document

The Illinois Power Agency (Agency) entered into contracts where the terms per the contract were
not consistent with the terms in the contract obligation document (COD).

During our audit, we noted the term of one of the four contracts tested (25%), totaling $ 1,116,903
was not consistent with the term per the COD. The terms outlined in the COD were June 21, 2010
through June 30, 2015, versus the contract terms which were June 21, 2010 through June 30, 2011,
with an available contract extension through June 21, 2012.

According to the SAMS Manual (15.10.40), the COD should mirror the terms in the final contract.
According to Agency Officials, to the best of the knowledge of current IPA employees,
inconsistencies between terms of the identified contract and the related COD were due to an

apparent error by Agency personnel.

As a result of the discrepancies, the Agency had contracted for services shorter than what was stated
in the COD. [Finding Code No. 11-13, 10-21]

Recommendation

We recommend the Agency carefully review documents to ensure the terms of the contract are
consistent with the terms of the contract obligation document.

Agency Response

The Agency agrees with this finding.

A Contract Obligation Document was submitted for FY2012 which is consistent with the
contract terms. The hiring of an Administrative Analyst in July 2012 adds an additional level to
processing and review procedures that will increase the chances that accounting errors and
irregularities are found and corrected promptly.
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11-14 Finding: Late Filing of Contract Documents

The Illinois Power Agency (Agency) did not timely file contracts with the Office of the
Comptroller.

During our audit, we noted three of four (75%) contracts tested, totaling $ 2,415,995, were not
filed with the Comptroller within 15 days of execution. Filing dates ranged from 21 days to 43
days subsequent to the start date of the contracts.

The Illinois Procurement Code (30 ILCS 500/20-80(b)) and the SAMS Manual (15.10.40)
require State agencies to file contracts exceeding $ 10,000 ($ 5,000 for professional and artistic
contracts) with the Office of the Comptroller within 15 days of execution.

According to Agency Officials, to the best of the knowledge of current IPA employees, for
FY11, Agency personnel did not have sufficient resources and/or knowledge of statutory
requirements to meet the requirement for filing contracts within 15 days.

Failure to file the proper contract documents with the Office of the Comptroller timely and
improper approval of contract payments could lead to the improper expenditure of State funds.
[Finding Code No. 11-14, 10-17, 09-15]

Recommendation

We recommend the Agency implement the appropriate procedures to ensure that all contract
documents are properly and timely filed and paid according to the approved contract amounts.

Agency Response

The Agency agrees with this finding. The Agency notes that no current IPA staff member was
employed by the Agency or the State during the first 6 ¥2 months of the testing period, at which
point the Agency hired its first Chief Fiscal Officer.

The Agency hired a Chief Fiscal Officer in January 2011 who is responsible for the Agency’s

financial accounting and reporting functions including contracting processes. Once hired, the
CFO implemented informal procedures designed to ensure that all contracts are timely filed.
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11-15 Finding: Rules for Development of Prequalified Supplier Lists

The Illinois Power Agency (Agency) did not document rules for the development of certain
prequalified supplier lists.

We noted the Agency did not promulgate rules for the development of prequalified supplier lists for
construction and construction-related professional services.

According to the Illinois Procurement Code (30 ILCS 500/30-20 (b)), “the Illinois Power Agency
shall promulgate rules for the development of prequalified supplier lists for construction and
construction-related professional services and the periodic updating of those lists.”

According to Agency Officials, to the best of the knowledge of current IPA employees, for
FY11, Agency personnel did not have sufficient resources and/or knowledge of statutory

requirements to create a prequalified supplier list.

Failure to create rules for the development of certain prequalified supplier lists is a violation of State
statute and could subject the State to legal action. [Finding Code No. 11-15, 10-18, 09-16]

Recommendation

We recommend the Agency establish rules for the development of prequalified supplier lists for
construction and construction-related professional services.

Agency Response

The Agency agrees with this finding. The Agency respectfully notes that it is currently not
engaged in any construction activity requiring engagement of suppliers for construction and
construction-related professional services, and does not anticipate that it will engage in any
construction-related activity within the foreseeable future.

Due to the magnitude of the issues noted from the prior audit, the Agency prioritized the findings
and focused its time on reconstructing the accounting records, compiling accurate financial
statements, developing formal procedures and hiring qualified staff to implement the
recommendations noted in the prior audit. The Agency will work to establish rules for the
development of prequalified supplier lists, as applicable, during FY2013.
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11-16 Finding: Plan for Post-Performance Review

The Illinois Power Agency (Agency) did not include a plan for post-performance review in their
solicitation documents.

During our audit, we noted the Agency did not include a plan for post-performance review in the
uniform documents developed for the solicitation, review, and acceptance of all professional and
artistic services.

According to the Illinois Procurement Code (30 ILCS 500/35-20):

"(b) All chief procurement officers, State purchasing officers, and their designees shall use
the appropriate uniform procedures and forms specified in this Code for all
professional and artistic services.

(c) These forms shall include in detail, in writing, at least:
(1) a description of the goal to be achieved;
(2) the services to be performed;
(3) the need for the service;
(4) the qualifications that are necessary; and
(5) a plan for post-performance review."

According to Agency Officials, to the best knowledge of current IPA employees, for FY11,
Agency personnel did not have sufficient resources and/or expertise with the requirement of the
Illinois Procurement code, nor did the Agency have outside consultants with relevant knowledge
or expertise, to develop a plan for post-performance review.

Failure to include a plan for post-performance review in solicitation documents is a violation of
State statute and could subject the State to legal action. [Finding Code No. 11-16, 10-19, 09-17]

Recommendation

We recommend the Agency include the required plan for post-performance review in all future
solicitation documents.

Agency Response

The Agency agrees with this finding.

Due to the magnitude of the issues noted from the prior audit, the Agency prioritized the findings
and focused its time on reconstructing the accounting records, compiling accurate financial
statements, developing formal procedures and hiring qualified staff to implement the
recommendations noted in the prior audit. The Agency will work to implement a plan for post-
performance review in future solicitation documents during and FY2013.
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11-17 Finding: Establishment of Required Bureaus and Lack of Adequate Staffing

The Illinois Power Agency (Agency) did not establish a Planning and Procurement Bureau or a
Resource Development Bureau as required by its enabling statute. In addition, various Agency
administrative requirements were not completed by Agency personnel.

Although the Agency was established in fiscal year 2008, the Director continued to be the sole
employee until January of 2011. Specifically, we noted the Agency had not established a Planning
and Procurement Bureau or a Resource Development Bureau. Additionally, within each bureau
there was to be a chief appointed. Further, the Agency lacked adequate staffing in order to carry out
administrative tasks.

The Ilinois Power Act (20 ILCS 3855/1-70(b)) states within the Illinois Power Agency, the
Agency shall establish a Planning and Procurement Bureau and a Resource Development
Bureau. Each of these bureaus should have a chief with at least 10 years of experience in the
related industries and an advanced degree in a related field. Subsequently, the statute was
changed to require bureau chiefs have five years of experience.

The Fiscal Control and Internal Auditing Act (30 ILCS 10/3001) states that "All State agencies
shall establish and maintain a system, or systems, of internal fiscal and administrative controls
which shall provide assurance that: (1) resources are utilized efficiently, effectively, and in
compliance with law".

According to Agency Officials, to the best of the knowledge of current IPA employees, the
Agency was not able to hire additional personnel, except for a Chief Fiscal Officer in
January 2011.

Failure to create these required bureaus is a violation of State statute. In addition, because these
bureaus were not created, the Director had the sole responsibility for scoring all proposals and
selecting winners for the procurement process, which could result in an abuse of power. Further, as
a result of failure to hire appropriate personnel, the Agency has hired outside consultants who may
not be cost effective and administrative tasks have not been appropriately and effectively
completed. [Finding Code No. 11-17, 10-12, 09-7]
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11-17 Finding: Establishment of Required Bureaus and Lack of Adequate Staffing - Continued

Recommendation

We recommend the Agency establish the required bureaus and appoint chiefs to these bureaus
who meet the qualifications of the statute in order to ensure the Agency functions properly and in
a cost-effective manner. We further recommend the Agency hire the staff needed to carry out
administrative tasks.

Agency Response

The Agency agrees with this finding. The Agency is making progress in its staffing efforts. A
Bureau Chief of Planning and Procurement will begin work for the Agency on August 16, 2012
and a new Acting Director was appointed in October 2011. To assist the Agency in carrying out
its administrative duties, a Chief Fiscal Officer was hired in January 2011, Chief Legal Counsel
began work in March 2012 and an Administrative Analyst was hired in July 2012 with additional
staffing to occur during FY13.
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11-18 Finding: Formal Agency Rules Not Adopted

The Illinois Power Agency (Agency) did not adopt rules for operation, administration, accounting
and reporting as specified in the Illinois Power Agency Act.

During our audit, we noted the Agency had not drafted or adopted formal agency rules, established
procedures for monitoring the administration of contracts, established procedures for the recovery of
costs incurred in connection with the development and construction of a facility, or implemented
accounting rules and a system of accounts.

According to the Illinois Power Agency Act (20 ILCS 3855/1-35), “the Agency shall adopt rules as
may be necessary and appropriate for the operation of the Agency. In addition to other rules
relevant to the operation of the Agency, the Agency shall adopt rules that accomplish each of the
following: (1) establish procedures for monitoring the administration of any contract
administered directly or indirectly by the Agency; except that the procedures shall not extend to
executed contracts between electric utilities and their suppliers; (2) establish procedures for the
recovery of costs incurred in connection with the development and construction of a facility
should the Agency cancel a project, provided that no such costs shall be passed on to public
utilities or their customers or paid from the Illinois Power Agency Operations Fund; (3)
implement accounting rules and a system of accounts, in accordance with State law, permitting
all reporting (1) required by the State, (i1) required under this Act, (iii) required by the Authority,
or (iv) required under the Public Utilities Act.”

According to Agency Officials, to the best of the knowledge of current IPA employees, for
FY11, Agency personnel did not have sufficient legal expertise to draft or adopt formal agency
rules, establish procedures for monitoring the administration of contracts, establish procedures for
the recovery of costs incurred in connection with the development and construction of a facility, or
implement accounting rules and a system of accounts. Although the Agency had outside counsel,
to the best of the knowledge of current IPA employees, the Agency did not have the necessary
expertise to provide guidance to its outside counsel to properly develop those rules.

Formal administrative rules provide a basis for a proper accounting of the transactions of the
agency, protect agencies from legal challenges and give additional legitimacy to agency actions and
agency requests of external parties. Failure to adopt appropriate rules and procedures could result in
a lack of proper reporting and failure to establish and adequately monitor internal controls. [Finding
Code No. 11-18, 10-11, 09-6]

42



STATE OF ILLINOIS
ILLINOIS POWER AGENCY
CURRENT FINDINGS - STATE COMPLIANCE
For the Year Ended June 30, 2011

11-18 Finding: Formal Agency Rules Not Adopted - Continued

Recommendation

We recommend the Agency draft and adopt formal agency rules, establish procedures for
monitoring the administration of contracts, establish procedures for the recovery of costs incurred in
connection with the development and construction of a facility, and implement accounting rules and
a system of accounts as required by State statute.

Agency Response

The Agency agrees with this finding. In March 2012, the Agency hired a Chief Legal Counsel,
who is in the process of formalizing all Agency rules. The Chief Legal Counsel has worked with
JCAR and the Secretary of State Index Department on pre-First Notice review of prioritized
rules.

Additionally, the Agency hired a Chief Fiscal Officer in January 2011 who is responsible for the
Agency’s financial accounting and reporting functions. After being hired, the CFO developed
informal procedures over the Agency’s financial operations. These procedures are currently
being formalized with the development and implementation of the IPA Fiscal Operations Manual
(FOM) that documents procedures over cash receipts, cash disbursements, accounts payable and
accounts receivable, in addition to other financial areas. The Agency is also developing a GAAP
Reporting Manual (GRM); both are being developed with the assistance of outside consultants.
While IPA has implemented the procedures documented in the current drafts FOM and GRM,
the manuals will not be finalized until a draft of both documents has been completed, because the
two documents are inter-related, and additions/revisions are being incorporated while this
process is in progress.
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11-19 Finding: Failure to Post Procurement Information

The Illinois Power Agency (Agency) did not adequately post procurement information.

During our audit, we noted the Agency did not post “Notices” of the legal contract offered and the
Request For Qualification related to the procurement of the Procurement Administrators. In
addition, the Agency did not post “Notice” for the amendment of the procurement planning
contract.

The Illinois Procurement Code (30 ILCS 500/15-1) states “The Illinois Power Agency is the State
agency responsible for publishing its volumes of the Illinois Procurement Bulletin.” Additionally,
the Procurement Code (30 ILCS 500/15-10) states “The Illinois Procurement Bulletin shall contain
notices and other information required by this Code or by rules promulgated under this Code to be
published in the Illinois Procurement Bulletin.”

The Illinois Procurement Code (30 ILCS 500/15-25 (b-5)) states “Notice of each and every contract
that is awarded, including renegotiated contracts and change orders, shall be issued electronically to
the successful responsible bidder or offeror, posted on the agency’s website the next business day,
and published in the next available subsequent Bulletin. The applicable chief procurement officer
may provide by rule an organized format for the publication of the information, but in any case it
must include at least all of the information specified in subsection (a) as well as the name of the
successful responsible bidder or offeror, the contract price, the number of unsuccessful responsive
bidders, and any other disclosure specified in any Section of this Code. This notice must be posted
in the online electronic Bulletin prior to execution of the contract.”

According to Agency Officials, to the best of the knowledge of current IPA employees, for FY11,
the Agency was unaware of the requirement for posting of awarded contracts or publishing its own
Procurement Bulleti