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Ladies and Gentlemen:
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December 31, 2008, submitted in compliance with Section 3-15 of the Illinois State
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Since assuming this position in 1992, my consistent commitment has been to present
objective, balanced and independent audits. I believe this annual report reflects the success
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I thank all those who made possible the reported accomplishments, including members
of the General Assembly, members and staff of the Legislative Audit Commission, and
staff of the Auditor General’s Office.

WILLIAM G. HOLLAND
Auditor General
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served as Auditor General of the State of

Illinois. He was appointed by the General
Assembly to a ten-year term effective August 1,
1992, and unanimously appointed to a second
ten-year term, effective August 1, 2002.

S ince August 1992, William G. Holland has

As a constitutional officer, the Auditor General
audits public funds of the State and reports findings
and recommendations to the General Assembly

and to the Governor. The establishment of the
Auditor General under the Legislature is important.
It ensures that the Legislature, which grants funds
and sets program goals, will ultimately review
program expenditures and results. Thus, agencies
are accountable to the people through their elected
representatives.

The Auditor General’s Office performs several
types of audits to review State agencies. Financial
audits and Compliance examinations are mandated
by law. They disclose the obligation, expenditure,
receipt, and use of public funds. They also provide
agencies with specific recommendations to help
ensure compliance with State and federal statutes,
rules and regulations.

Performance audits are conducted at the request of
legislators to assist them in overseeing government.
Programs, functions, and activities are reviewed
according to the direction of the audit resolution

or law directing the audit. The General Assembly

may then use the audit
recommendations to
develop legislation for
the improvement of
government.
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Information Systems audits
are performed on the State’s
computer networks. They determine whether
appropriate controls and recovery procedures exist
to manage and protect the State’s financial and
confidential information.

Copies of all audits are made available to members
of the Legislature, the Governor, the media, and

the public. Findings include areas such as accounts
receivable, computer security, contracts, expenditure
control, leases, misappropriation of funds, personnel
and payroll, property control, purchasing, reimburse-
ments, telecommunications, and travel.

Audit reports are reviewed by the Legislative Audit
Commission in a public hearing attended by agency
officials. Testimony is taken from the agency
regarding the audit findings and the plans the
agency has for corrective action. In some cases,

the Commission may decide to sponsor legislation
to correct troublesome fiscal problems brought to
light by an audit. All outstanding recommendations
are reviewed during the next regularly scheduled
audit of an agencys; or, if the Commission requests, a

special interim audit may be conducted. <>
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n audit and its supporting workpapers,
Aunless confidential by, or pursuant to, law or

regulation, are public documents once the
report has been officially released to the Legislature,
the public, and the press. These documents are
available for review in our Springfield and Chicago
offices.

The following information is also available by
request:

* Late Filing Affidavits

* Emergency Purchase Affidavits

* Professional or Artistic Services Affidavits
* Contractual Services Certifications

Information about the Auditor General is available
on the Internet. This information includes report
summaries and full report texts.
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PUBLIC INFORMATION IS AVAILABLE BY WRITING:

FOIA Officer
Office of the Auditor General
Iles Park Plaza
740 E. Ash St.
Springfield, IL 62703-3154

OUR INTERNET WEB SITE ADDRESS IS:
http://www.auditor.illinois.gov

OUR E-MAIL ADDRESS IS:
auditor @mail.state.il.us

Springfield ............... Telephone: (217) 782-6046
Fax: (217) 785-8222

Chicago .......coeeesuene. Telephone: (312) 814-4000
Fax: (312) 814-4006

TTY: (888) 261-2887
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CONTINUING PROFESSIONAL EDUCATION AND TRAINING REQUIREMENTS

established Government Auditing Standards to

provide a framework for conducting high quality
government audits and attestation engagements with
competence, integrity, objectivity, and independence.

The U.S. Government Accountability Office has

The general standard related to competence specifies
that auditors assigned to perform the audit or attestation
engagement must collectively possess adequate
professional competence for the tasks required.

The general standard related to continuing professional
education (CPE) applies to auditors who are responsible
for planning, directing, performing field work, or report-
ing on an audit or attestation engagement conducted in
accordance with Government Auditing Standards. This
requirement first became effective January 1, 1989, and
now states that every 2 years auditors should complete
at least 80 hours of CPE that enhances the auditor’s
professional proficiency to perform audits or attestation
engagements. A minimum of 24 hours of CPE should be
in subjects directly related to government auditing, the
government environment, or the specific or unique
environment in which the audited entity operates. At
least 20 of the 80 hours should be completed in each
year of the 2-year period.

The most recently completed 2-year period for CPE
requirements as measured by the Office of the Auditor
General was January 1, 2007, through December 31,
2008. All auditors, audit directors, and information
specialists required to meet the CPE standard were in
compliance for this 2-year period.

Additionally, the Office of the Auditor General is a
registered sponsor with the Department of Financial and
Professional Regulation, and complies with the rules of
the Illinois Public Accounting Act. &

AUDITOR GENERAL
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THE COMPLIANCE EXAMINATION PROGRAM e———_—“_; ——

State Auditing Act to conduct, as is appropriate to

the agency’s operations, a financial audit and/or
compliance examination of every State agency at least
once every two years. These audits and examinations
inform the public, the Legislature, and State officers
about the obligation, expenditure, receipt, and use of
public funds, and provide State agencies with specific
recommendations to help ensure compliance with State
and federal statutes, rules, and regulations.

The Auditor General is required by the Illinois

AUDITOR GENERAL

The Compliance Audit Division conducted 143
engagements in 2008. These encompassed compliance
examinations, financial audits, and federal audits. Staff
auditors conducted 40 of these audits. The remainder
were performed by public accounting firms under the
general direction and oversight of the Auditor General’s
audit managers.

The Illinois Constitution of 1970 revised and expanded
the traditional financial audits conducted of State
agencies to focus on compliance with legislative intent
and proper performance of governmental operations, as
well as financial accountability.

The compliance program has a positive impact on

the operations of State government because agencies
implement many of the recommendations made in these
reports. Compliance reports are also reviewed by the
Legislative Audit Commission, where legislators
question agency directors about audit findings and the
corrective action they plan to take. Legislators and their
staffs also use compliance reports during appropriation
hearings in the spring legislative session. To maximize
the usefulness of audit information, the Office attempts
to deliver audits as early as possible in the legislative
session.
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A number of reports issued during 2008 had findings
that were critically important from an accountability
standpoint. A brief summary of some of these find-
ings follows:

FINANCIAL REPORTING WEAKNESSES

The Illinois Office of the Comptroller (I0C)
prepares the State of Illinois Comprehensive Annual
Financial Report (CAFR). The CAFR is the State’s
official annual report which provides the financial
position of the State and results of operations during
the fiscal year.

IOC did not have adequate controls to assess the risk
that information reported by individual agencies
would not be fairly stated and compliant with
generally accepted accounting principles (GAAP).
We noted the following:

* The beginning balances in the financial statements
were restated to correct prior reporting errors
related to accumulated depreciation, improper
allocation of tax revenues among multiple funds,
and an understatement of educational expenditures
in the General Fund.

* Material misstatements were identified by the
auditors. The errors related to accounting for
liabilities and revenues for federal reimbursements
and incorrect account classifications.

* Insufficient controls over Internal Service Funds,
the Unemployment Compensation Trust Fund,
the Illinois Designated Account Purchase Program
and Illinois Prepaid Tuition Trust Fund.

I0C personnel indicated the misstatements were
caused by a separation in the responsibility for the
State’s internal control procedures among agencies
and component units. The IOC has the statutory
authority to develop and prescribe accounting policy
for the State but there is no centralized automated
system in place to capture all items necessary to pro-
vide underlying support to review agency financial
activities. IOC estimates the cost of a modernized
statewide system would|exceed $100 million." Itlis
currently each State agency’s Chief Executive
Officer who maintains statutory responsibility for
the proper function of accounting and other
operating policies of the Officer’s agency.

We recommended the IOC implement additional
internal control procedures in order to assess the risk
of material misstatements to the State’s financial
statements and to identify such misstatements during
the financial statement preparation process.

10C officials responded that they will continue to
attempt to work with the Governor’s Office of
Management and Budget, the Illinois Office of
Internal Audit, and various agencies identified in this
finding to resolve this matter.

DELAYS IN FINANCIAL REPORTING

The Statewide financial statements for the year
ended June 30, 2007 were not finalized timely.

Certain disclosures (long-term debt) were available
for audit in October 2007. However, the majority of
the CAFR was not made available to audit until
March 2008. Reporting issues at various individual
agencies caused further delays in finalizing the
financial statements and this did not occur until June
2008.

Additionally, the State was not in compliance with
annual financial reporting requirements set forth in
continuing disclosure undertakings. We noted that
audited or unaudited financial statements were not
submitted with annual financial information submit-
ted to repositories as required by the continuing
disclosure undertakings for 18 (100%) of the bond
issues tested during the audit period.

Continuing disclosure undertakings require the State
to submit annual financial information to each
repository within specified timelines which ranged
from 210 to 270 days after the end of the fiscal year.
The State is required to submit audited financial
statements to each repository at the same time.
However, if audited financial statements are not
available at the time the annual financial information
is filed, unaudited financial statements-are required
to be filed, and audited financial statements are to be
filed when available.

10C personnel indicated the delays were caused
by a separation in the responsibility for the State’s
internal control procedures among agencies and
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component units. The IOC has the statutory authori-
ty to request submission of financial information
but does not have the ability to enforce submission.
In order for the State of Illinois to have financial
statements in accordance with generally accepted
accounting principles for the year ended June 30,
2007, the State needed to implement GASB
Statement No. 43, Financial Reporting for Post-
employment Benefit Plans Other Than Pension
Plans. IOC did not receive actuarial reports neces-
sary to implement GASB Statement No. 43 from the
Department of Healthcare and Family Services until
after the close of business on March 4, 2008.

Delays in financial reporting decrease the usefulness
of such information and affect the State’s ability to
comply with continuing disclosure requirements.

We recommended the IOC implement policies and
procedures necessary to ensure timely reporting.

The IOC personnel responded that they will work
with State agencies to ensure such agencies’
financial transactions are properly reported in a
timely manner in order that annual financial
information is available for each repository within
specified timelines.

NEED TO IMPROVE CONTROLS OVER
CONTRACTING

Chicago State University did not have adequate
controls over contracting procedures.

During the audit, we noted numerous deficiencies in
our examination of 26 contracts. Some of these sig-
nificant deficiencies are as follows:

* Five contract files for goods and services that
exceeded professional and artistic procurement
maximums ($20,000) and small purchase amounts
($30,500) did not contain evidence of attempts to
request competitive bids. These contracts totaled
$679,927. One of these contracts for $251,000
was with an employee of the University, who
failed to disclose any conflict of interest.

* Eighteen contracts tested, totaling $2,043,222,
were dated and signed by a University official and

the vendors; however, the date of the signatures
was after the date of the commencement of
services for the contract.

* Two of the contracts on file at the University did
not contain vendor signatures. These contracts
were for services totaling $275,163.

« Four contracts, each exceeding $250,000 for
goods and services, were not approved by the
University Board of Trustees.

* One University employee was paid $12,000 on a
consulting contract after he had become a full-time
faculty member.

We recommended that the University establish inter-
nal controls to ensure compliance with the Illinois
Procurement Code, SAMS Manual, University
policies and procedures and to ensure that contracts
are fully executed prior to commencement.

University officials agreed with the recommendation
and stated that they now have annual training for all
fiscal officers to review and explain the University’s
procurement policies and to reinforce universal
application of the policy to all areas of University’s
operations.

NONCOMPLIANCE WITH HELP AMERICA
VOTE ACT OF 2002

The State Board of Elections’ (Board) computerized
centralized statewide voter registration list does not
meet all the requirements of the Help America Vote
Act of 2002. We noted the Board failed to include a
state unique identifier for each legally registered
voter, an incarcerated voter matching system, and a
social security number verification system.

We recommended the Board comply with the Help
America Vote Act of 2002 and design and implement
a computerized centralized statewide voter
registration list that meets all federal requirements.

Board officials concurred with the finding and stated
it is continuing development of an integrated
Statewide voter registration database that meets the
requirements of the Help America Vote Act of 2002.
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BAD DEBTS NOT REFERRED TO THE
COMPTROLLER’S OFFSET SYSTEM

The Illinois Finance Authority did not refer bad
debts to the Illinois Office of the Comptroller’s
offset system.

While reviewing the Authority’s policy for delin-
quent debts, we noted the Authority did not utilize
the Comptroller’s offset system for delinquent debts
as required by Statewide Accounting Management
System (SAMS) procedures. The Authority had
$293,645 in delinquent debts that should have been
submitted to the Comptroller’s offset system.

We recommended the Authority refer delinquent
debts to the Comptroller’s offset system in accor-
dance with SAMS procedures.

Authority officials accepted the auditor’s recommen-
dation and stated it was currently in the process of
establishing procedures to ensure that all bad debts
over $1,000 and more than 90 days past-due are
referred to the Comptroller’s offset system.

FAILURE TO COMPLY WITH MEDICARE
AND MEDICAID CERTIFICATION
REQUIREMENTS

Two centers overseen by the Department of Human
Services were decertified as eligible Medicare and
Medicaid service providers during the engagement
period. As a result, the Department could not bill
and be reimbursed for certain services. There is an
immediate and continuing loss of revenue until the
centers are recertified. Failure to maintain eligible
Medicare and Medicaid status not only results in
lost revenue to the State, but is indicative of a dimin-
ished level of care for residents of these facilities.

The Tinley Park Mental Health Center (Tinley)
received notification its Medicare|provider agree-
ment terminated| effective February 23, 2007. The
Howe Developmental Center received notification it
would be terminated from the program effective
March 8, 2007. Both of the Centers were subject to

several site visits, each containing serious compli-
ance violations. Despite opportunities to rectify the
violations, the Department was unable to comply.

Department personnel estimated the lost revenue for
the engagement period was approximately $50,000
for one Center and from $4 to $29 million for the
other Center. The Department plans to seek certifi-
cation for both centers during fiscal year 2008.

We recommended the Department continue its
efforts to apply for certification of Medicare and
Medicaid services at its two facilities that were
decertified during fiscal year 2007. In addition, the
Department should ensure the remaining facilities
are in compliance with certification requirements to
ensure continued funding status.

Department officials agreed with our recommenda-
tion and stated that at Howe Developmental Center
they have implemented operational changes and
hired nationally recognized consultants to provide
technical assistance and training on all aspects
regarding rules, regulations and service standards
and to develop a plan of correction. The Tinley Park
Mental Health Center has reapplied for recertifica-
tion and expect the facility to be re-surveyed around
June 2008. Tinley Park Mental Health Center was
able to move the facility from decertification from
Joint Commission to conditional accreditation.

INADEQUATE CONTROL OVER
CONTRACTUAL AGREEMENTS

The Governor’s Office of Management and Budget
did not exercise adequate controls over contractual
agreements.

We tested 21 contracts totaling $7,256,194 and
noted in certain instances the Office did not bid out
professional services contracts in excess of $20,000,
failed to publish its notices of intent to enter into
sole source contracts, and did not timely publish
notices of contracts let or awarded in the Illinois
Procurement Bulletin.

Of'|the 21 contracts tested, 15 were awarded through
the competitive selection process and we noted
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the Office did not maintain adequate documentation
of its request for proposal and contract award
processes. We noted the Office did not award
contracts to the bidders with the highest scores
based on criteria set forth in the RFP, scoring sheets
could not be located or did not contain all pertinent
information, proposals were not scored in a
consistent manner and in one instance, a proposal
was given higher than the maximum allowable
points for a specified criterion.

The Office entered into interagency agreements for
11 of the 21 contracts tested and we noted in certain
instances interagency agreements were not signed by
all parties prior to the performance of services under
the associated contract. In one instance, the Office
reimbursed a contractor for expenses incurred total-
ing $29,330 although another State agency was
responsible for the costs incurred by the contractor.

We also noted 17 of 21 Contract Obligation
Documents (COD) were not properly completed as
the CODs included inaccurate award code informa-
tion, were prepared with inaccurate or missing com-
pensation information, were not submitted timely,
did not contain an authorization signature and date
and did not include the correct inception date of the
contract.

Lastly, we were unable to determine if 7 of 21
contracts tested, totaling $377,495, were approved
prior to the performance of services under the con-
tract as the signature dates were absent. In addition,
we noted 2 of 21 contracts, totaling in excess of
$45,002, were not filed with the Illinois Office of the
Comptroller, and we were unable to determine if the
Office should have obtained additional signatures
and approval for 1 of 21 contracts tested, as the con-
tract was for services to be rendered on an hourly
basis, but the contract did not specify a maximum
number of hours or dollar amount for the services.

We recommended the Office strengthen controls to
ensure contractual agreements are signed and dated
prior to the beginning of services and that contracts
are reduced to writing and filed with the State
Comptroller’s Office in a timely manner. We also
recommended the Office procure contracts in accor-
dance with the Illinois Procurement Code and pub-
lish its notice of intent to enter into sole source con-

tacts in the Illinois Procurement Bulletin. Lastly, we
recommended the Office review their procurement
documentation policies to ensure proper documenta-
tion is retained to support contract award decisions.

Office officials agreed with our recommendation
and stated GOMB has strengthened its contracting
procedures to ensure that no awards are posted until
a legal review has been completed that indicates all
necessary procurement procedures have been fol-
lowed, including competitive bidding if required by
the Procurement Code. Moreover, procedures have
been strengthened to ensure interagency agreements
are signed in a timely fashion, contract obligation
documents are accurate, and all appropriate steps are
taken in the execution and filing of contracts.

INAPPROPRIATE LAPSE PERIOD
EXPENDITURES

The Illinois Department of Revenue violated
provisions of the State Finance Act by prepaying
future fiscal years’ expenses out of appropriated
funds and creating false and misleading billing
invoices to support the payments.

During our testing we noted the following:

* The Department paid $1,592,300 out of FY06
appropriations (10 separate invoices) towards the
FYO07 Department of Central Management
Services (DCMS) Internal Service Fund billings.

* The Department paid $2,825,621 out of FY07
appropriations (8 separate invoices) towards the
FYO08 DCMS Internal Service Fund billings.

* In FYO07, the Department created or falsified six
invoices with DCMS headings as supporting
documentation in order to make these prepay-
ments. Of these invoices, 1 of the 6 invoices
stated it was for FYO7 charges or leases when in
fact it was to prepay FYOS8 costs. The remaining
five invoices stated they were prepayments. All
six invoice vouchers (Form C-13) submitted to the
State Comptroller stated they were “FY2007
Contracted Prior to July 1.”

* In FY07, the Department created two invoices on
Department of Revenue letterhead, in essence
charging itself, in order to prepay two invoices to
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DCMS. Both invoices appeared to be for FY07
charges and did not clearly state they were prepay-
ments for FY08. Both invoice vouchers (Form C-
13) submitted to the State Comptroller stated they
were “FY2007 Contracted Prior to July 1.”

We recommended the Department implement strict
rules and policies to forbid the manual creation of
invoices for any vendor or service and comply with
fiscal year limitations as set forth in the State
Finance Act in making expenditures. Further, we
recommended the Department examine its internal
controls to determine how false vouchers were
created and paid and implement changes to prevent
similar activity in the future.

Department officials agreed to the recommendation
and state they did not intend any violation of the
State Finance Act by making prepayments to another
state agency (DCMS) that provides services to the
Department through revolving funds. Department
officials stated they interpreted a section within the
State Finance Act that provides for advance pay-
ments of goods or services to permit what are
characterized as prepayments. In following its
interpretation of the statute, the Department made no
attempt to deceive. The Department internally
prepared and paid these invoices in the absence of a
formal billing from DCMS. These invoices were
not intended to be misleading, rather they were
instruments to detail and document prepayments.
With three exceptions, the Department prominently
marked these as “prepayments” on the invoices.
Prepayments were not an effort to circumvent the
appropriations process.

NEED TO IMPROVE ACCOUNTS PAYABLE
CUT-OFF PRACTICES

The Department of Transportation did not adhere to
proper cut-off policies and standards required by the
State and generally accepted accounting principles
(GAAP).

During the review of subsequent expenditure reports
for August through February 2008, approximately

1,500 exceptions were noted in which invoices relat-
ing 'to goods received or services performed prior to

the year-end date were not accrued as of June 30,
2007. These inaccurately recorded expenditures
resulted in an understatement of liabilities totaling
$84,211,000 in the following funds: 1) Road Fund,
2) Grade Crossing Protection Fund, 3) Federal Local
Airport Fund, 4) Transportation Bond Series B Fund,
and 5) State Construction Account Fund. An
adjusting journal entry was recorded by the
Department to correct these differences.

In addition, differences pertaining to the: 1) General
Fund for $83,382, 2) the Road Fund for $827,294,
3) State Construction Account for $996,158, and 4)
six non-major funds for $987,448 were identified.

We recommended the Department prepare written
instructions to be included as a part of the account-
ing policies and procedures manual which indicates
both the concepts of proper cut-offs and the individ-
uals responsible for accruing payables at the
accounting period end. We further suggested devel-
opment of a report to track unpaid vouchers at year
end.

Department officials agreed with the finding and
stated the GAAP reporting protocols are being
studied and enhanced as necessary. Further, once
the new protocols are in place, the Department will
work with personnel and vendors to accurately
accrue liabilities.

WEAKNESSES IN THE DOCUMENTATION
NOTED IN THE AWARDS AND GRANTS
PROGRAMS

The Department of Public Health did not adequately
document its procedures and monitoring of its
awards and grants programs.

The Department expended $159,321,862 or 25.2%
of its $631,051,796 total expenditures for awards
and grants. We tested grants from the Division of
Health Protection, Division of Health Promotion
and the Center for Minority Health and noted the
following weaknesses:

* The Department did not have written procedures
established to guide its administration of the
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awards and grants programs tested.

* The Department did not ensure it adequately
monitored and reviewed programmatic and
financial reports for 47 of 157 (29.9%) grants
tested totaling $47,149,085. The Department did
not follow up on missing reports, nor did the files
contain documentation of any other monitoring
activities. Auditors noted one grant where a
$14,000 refund was due from the grantee but the
Department did not seek collection.

* Seven of 12 (58.3%) stem cell research grantees
were awarded a total of $7,298,299 which exceed-
ed the grant budgets of $6,435,462 by a total
of $862,837. The grant files did not contain
documentation indicating the additional funds
were approved.

We recommended the Department develop a
comprehensive grant administration program that
includes the development and implementation of
written procedures over the awarding of all of the
Department’s grant awards, reviewing the program-
matic and financial reports of grant recipients, and
scheduling, conducting, and documenting grantee
site visits. In addition, we recommended the
Department seek reimbursement of the $14,000
refund due to the Department.

Department officials concurred with the finding and
stated a Department wide grants monitoring protocol
will be implemented across all impacted offices.
The Department also stated it will seek recovery of
the $14,000 refund.

INAPPROPRIATE AND EXCESSIVE
EXPENDITURES

The Board of Examiners (Board) incurred inappro-
priate and excessive expenditures and did not
adequately monitor and document expenditures for
meals, gifts, and travel. The Board paid the
following inappropriate or excessive costs:

* Board member and employee meals which
exceeded the amount allowed by travel guidelines
by $2,303;

* Lunches and a holiday party for staff at head-
quarters totaling $1,266;

* Purchases of alcohol totaling $319;

* Meal expenses for Board guests or Board
members’ family totaling $1,197;

* Sales tax totaling $207;

» Travel expenses not required by official State
duties or properly documented totaling $468;

» Flowers and gifts bought for staff, Board mem-
bers, and a non-State employee totaling $365; and

* No receipts were maintained for purchases of
flowers and meals totaling $187.

We recommended the Board ensure all expenditures
are reasonable, necessary and in accordance with
rules; implement controls to ensure compliance and
appropriate use of State funds; maintain sufficient
documentation for all disbursements; and seek
reimbursements for travel overpayments.

Board management concurred with the finding and
stated $2,272 has been reimbursed.

ACCURATE FINANCIAL STATEMENTS
NOT PROVIDED TO AUDITORS IN A
TIMELY MANNER

The Department of Healthcare and Family Services
did not provide the auditors with timely and accurate
financial statements.

The Department did not provide complete Depart-
mental financial statements for the year ended June
30, 2007 to the auditors until March 4, 2008. In
addition, the Department did not provide certain
Hospital Provider Fund’s (Fund 346) accounting
reports to the auditors for testing until March 18,
2008. Departmental financial statements were
received nine months after the year end and the
Hospital Provider Fund’s GAAP Package was
received nine and one-half months after year end.

Additionally, the Statement of Activities provided

to the auditors required a material correction to the
governmental activities section of the financial state-
ments. Operating grants and contributions (program
revenues) for the health and social services function
were overstated and other taxes (general revenues)
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ACCOUNTABILITY

were understated by approximately $599 million.

Financial reporting matters were first brought to the
Department’s attention on June 19, 2007. On May
27, 2008 the Department ultimately agreed with
accounting presentation recommended by the State
Comptroller.

The Department’s actions resulted in significant
delays in the financial reporting process, were
dilatory and were a disservice to the users of the
State’s financial reports.

We recommended the Department review its current
process for the preparation and review of Depart-
mental financial statements and allocate the
resources necessary to ensure Departmental financial
statements and Fund GAAP Packages are completed
on a timely basis and are accurate.

Department officials partially concurred with our
recommendation and stated that extenuating
circumstances led to the Department requiring more
time to provide financial statement information
relative to the Hospital Provider Fund.

HOSPITAL IMPROVEMENT ACCESS
PAYMENTS NOT PAID TIMELY

The Department of Healthcare and Family
Services did not pay the fiscal year 2007 hospital
improvement access payments on a timely basis.

The Department paid all fiscal year 2007 hospital
improvement access payments totaling $1.2 billion
on September 25, 2007 (fiscal year 2008). The
fiscal year 2007 payments for the first two quarters
were due by March 8, 2007, the third quarter
payment was due by March 9, 2007 and the fourth
quarter payment was due by May 9, 2007.

We recommended the Department comply with the
llinois Public’Aid Code and ensure that adequate
funding is secure to make the hogspital improvement
access payments as required.

Department officials concurred 'with our recommen-
dation with reservation.

TERMS OF COOK COUNTY
INTERGOVERNMENTAL AGREEMENT
NOT COMPLIED WITH

The Department of Healthcare and Family Services
did not require Cook County to comply with an
Intergovernmental Agreement (Agreement) that was
executed between the Department and the County.

The Department allowed the County to adjust the
timing and submit the County’s Secondary Transfer
Payments according to a payment schedule estab-
lished in a proposed amendment to the Agreement.
The proposed amendment was never executed and
as of June 30, 2007, the Department had not
collected the entire amount of the Secondary
Transfer Payments as required by the Agreement.
The County has not paid $10 million of the entire
balance of the transfer, which was due by April 30,
2007. The Department also granted the County an
extension until December 1, 2007 to remit the $10
million payment without a proper amendment to the
Agreement.

We recommended the Department require the
County to comply with the terms of the Intergov-
ernmental Agreement between the Department and
the County. Furthermore, we recommended the
Department execute proposed amendments prior to
implementing the proposed terms.

Department officials agreed with our recommenda-
tion and stated that they have taken steps to ensure
that the County complies with the terms of the
Intergovernmental Agreement.

VOUCHER PROCESSING WEAKNESS

The Department of Healthcare and Family Services
did not exercise adequate internal control over
voucher processing. We noted the following:

* During lapse period voucher testing, we noted the
Department paid $1,619,391 for medical services
that were performed during fiscal year 2008 from
fiscal year 2007 \appropriations,

» The Department did not pay interest on-vouchers
as required by the State Prompt Payment Act.
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The Department estimated at June 30, 2007 that
approximately $16.13 million of automatic interest
and $1.47 million of requested interest was owed
to vendors supplying medical services.

We recommended the Department comply with the
Illinois Administrative Code and the State Prompt
Payment Act and implement controls to automatical-
ly pay interest of $50 or more on all vouchers not
paid within 60 days. Further, the Department
should pay expenses with the correct fiscal year’s
appropriation unless otherwise permitted by law.

Department officials concurred with our recommen-
dation and stated that prior to the discovery of this
issue there were system controls already in place in
the NIPS/Pharmacy and Hospital/LTC claiming
systems to prevent the payment of current fiscal year
services from prior fiscal year funds.

INTEREST NOT PAID ON INTERCEPTED
STATE INCOME TAX REFUNDS

The Department of Healthcare and Family Services
did not comply with the Illinois Public Aid Code
regarding State income tax refunds and other pay-
ments that were intercepted. We noted the following:

* 8 of 15 (53%) payees did not receive the proper
interest on their intercepted State income tax
refund.

* The Department could potentially owe interest on
approximately 300 of 4,371 intercepted payments.

* Key Information Delivery System (KIDS) is not
capable of automatically calculating interest on
intercepted State income tax refunds. In addition,
the KIDS system does not generate reports detail-
ing refunds that are due interest. As a result, the
Department does not know how much interest is
currently due on intercepted State income tax
refunds.

We recommended the Department comply with
the Illinois Public Aid Code by strengthening its
controls to ensure all wrongfully or erroneously
intercepted State income tax refunds are properly
refunded with interest, if any. Further, the
Department should pay interest to all individuals

who are entitled due to their State income tax
refunds being erroneously or wrongfully intercepted.

Department officials concurred with our recommen-
dation and stated that they have developed and
implemented a system to automatically identify
interest due on intercepted State income tax refunds.

INSUFFICIENT CONTROLS OVER
FINANCIAL REPORTING

The Illinois State Toll Highway Authority (Tollway)
does not have sufficient controls over the financial
reporting process.

During our review of the financial documentation
we noted the following:

* The Accounts Receivable — Toll Evasion Recovery
Account was understated by approximately
$340,000 at year end.

* An unidentified variance existed between the sup-
porting information provided for accounts receiv-
able and the balances reported in the trial balance.

* The Tollway did not fully amortize debt issuance
costs at the end of December 2007.

* During our examination of year-end accruals we
discovered that a majority of the December 31,
2007 liability for accounts payable and other
accrued liabilities was recorded using journal
entries. These adjustments, totaling approximately
$25 million, were recorded manually by adjusting
journal entry to general ledger.

* Various accounts payable invoices totaling
approximately $2.2 millio