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FINANCIAL STATEMENT REPORT

SUMMARY

The audit of the accompanying financial statements of the State of Illinois, Department of
Children and Family Services was performed by Sikich LLP.

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

SUMMARY OF FINDINGS

The auditors identified matters involving the Department’s internal control over financial reporting that
they considered to be a significant deficiency. The significant deficiency is described in the
accompanying Schedule of Findings listed in the table of contents as finding 10-1, lack of financial
reporting review procedures.

EXIT CONFERENCE

The finding and recommendation appearing in this report were discussed with Department
personnel at an exit conference on June 7, 2011. Attending the exit conference were:

Department of Children and Family Services

Robert Stanek, Deputy Director and Chief Financial Officer
Ray Piiparinen, Audit Liaison

Vicki Libbra, PSA Manager General Accounting

Denise Caldwell, Deputy Assistant Chief Internal Auditor
Kevin Milward, Financial Manager

Sikich LLP
Thomas Leach, Partner
Stephen Payton, Manager
Meredith Angel, Senior Accountant

Office of the Auditor General

Courtney Dzierwa, Audit Manager

The response to the recommendation was provided by Robert Stanek, Deputy Director and Chief
Financial Officer in correspondence dated June 8, 2011.
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Certified Public Accountants & Business Advisors

° ® Members of American Institute of
S I IC Certified Public Accountants
®

132 South Water Street, Suite 300, P.O. Box 1460 Decatur, IL 62525-1460

INDEPENDENT AUDITORS’ REPORT

Honorable William G. Holland
Auditor General
State of Illinois

As Special Assistant Auditors for the Auditor General, we have audited the accompanying financial
statements of the governmental activities, the major fund, and the aggregate remaining fund information
of the State of Illinois, Department of Children and Family Services, as of and for the year ended June 30,
2010, which collectively comprise the Department of Children and Family Services’ basic financial
statements as listed in the table of contents. These financial statements are the responsibility of the State
of Illinois, Department of Children and Family Services’ management. Our responsibility is to express
opinions on these financial statements based on our audit.

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

As discussed in Note 2, the financial statements of the State of Illinois, Department of Children and
Family Services are intended to present the financial position and changes in financial position of only
that portion of the governmental activities, the major fund, and the aggregate remaining fund information
of the State that is attributable to the transactions of the State of Illinois, Department of Children and
Family Services. They do not purport to, and do not, present fairly the financial position of the State of
Illinois as of June 30, 2010, and the changes in its financial position for the year then ended in conformity
with accounting principles generally accepted in the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the major fund, and the aggregate remaining
fund information of the State of Illinois, Department of Children and Family Services, as of June 30,
2010, and the respective changes in financial position thereof for the year then ended in conformity with
accounting principles generally accepted in the United States of America.
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State of lllinois
Department of Children and Family Services
Reconciliation of Governmental Funds Balance Sheet
to Statement of Net Assets
June 30, 2010
(Expressed in Thousands)

Total fund balances-governmental funds $ 3,203

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

Prepaid expenses for governmental activities are current uses
of financial resources for funds 28

Capital assets used in governmental activities are not financial
resources and therefore are not reported in the funds. 912

Revenues in the Statement of Activities that do not provide
current financial resources are deferred in the funds. 103,387

Some liabilities reported in the Statement of Net Assets do not
require the use of current financial resources and therefore are
not reported as liabilities in governmental funds. These
liabilities consist of:
Compensated absences (24,584)

Net assets of governmental activities $ 82,946

The accompanying notes to the financial statements are an integral part of this statement.
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State of lllinois
Department of Children and Family Services
Reconciliation of Statement of Revenues, Expenditures and Changes in
Fund Balances of Governmental Funds to Statement of Activities
For the Year Ended June 30, 2010
(Expressed in Thousands)

Net change in fund balances

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

Governmental funds report capital outlays as expenditures while the statement of activities
reports depreciation expense to allocate those expenditures over the life of the assets.
This is the amount by which depreciation exceeded capital outlays in the current period.

Gains and losses from capital assets no longer in use are not recorded in governmental funds
but are reported as other revenues and expenses in the statement of activities. This is the
amount of losses on capital assets in the current period.

Prepaid expenses in the Statement of Activities do not require the use of current financial
resources and, therefore, are not reported as expenditures in governmental funds.

Revenues in the Statement of Activities that do not provide current financial resources are not

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

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

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

Increase in compensated absences obligation

Change in net assets of governmental activities

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

Statement of Fiduciary Net Assets

June 30, 2010 (Expressed in Thousands)

Agency Fund

Private Children's
Purpose Trust Trust Fund
Funds 1122
ASSETS
Cash equity with State Treasurer $ - $ 735
Cash and cash equivalents 20 3,628
Investments 367 -
Due from other government - federal - 372
Total assets 387 $ 4,735
LIABILITIES
Due to other government - federal - 127
Other liabilities - 4,608
Total liabilities -3 4,735
NET ASSETS
Held in trust for:
Individuals, organizations, and other governments 387
Total net assets $ 387

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

Statement of Changes in Fiduciary Net Assets
For the Year Ended June 30, 2010 (Expressed in Thousands)

Private
Purpose Trust

Funds

Additions:
Investment earnings:

Interest, dividends and other investment income (loss) $ 39
Change in net assets 39
Net assets, July 1, 2009 348
Net assets, June 30, 2010 $ 387

The accompanying notes to the financial statements are an integral part of this statement.
Page 10



(D

2

STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2010

Organization

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

The Department is organized to provide for social services to children and their fam ilies in the State

through grants and purchase-of-service arrangem ents with local service agencies. The mission of the
Department is to:

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

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

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

e Support early intervention and child abuse prevention activities; and

e  Work in partnerships with communities to fulfill this mission.

Summary of Significant Accounting Palicies

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

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

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

STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2010

1) Appointment of a voting m ajority of the com ponent unit’s board and either (a) the
primary government’s ability to impose its will, or (b) the possibility that the component
unit will provide a financial benefit to or impose a financial burden on the prim ary
government; or

2) Fiscal dependency on the primary government.

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

Basis of Presentation

The financial statements of the State of Illinois, Departm ent of Children and Family Services, are
intended to present the financial position and the changes in financial position of only the portion
of the governmental activities, each major fund of the State of Illinois, and the aggregate
remaining fund information of the State of Illinois that is attributable to the transactions of  the
Department. They do not purport to, and do not, present fairly the financial position of the State
of Illinois as of June 30, 2010 and the changes in  financial position for the y ear then ended in
conformity with accounting principles generally accepted in the United States of America.

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

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

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

The statement of activities presents a com parison between direct expenses and program revenues
for the health and social services function of the Department’s governmental activities. Direct
expenses are those that are clearly identifiable with the health and social services function.

Program revenues include (a) charges paid by the recipients of goods or services offered by the
programs and (b) grants and contributions that are restricted to meeting the operational or capital
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STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2010

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

Fund Financial Statements. The fund financial statem ents provide inform ation about the
Department’s funds, including fiduciary funds. Separate statements for each fund category -
governmental and fiduciary - are presented. The em phasis of fund financial statements is on the
major governmental fund, which is display ed in a separate column. All remaining governmental
funds are aggregated and reported as nonmajor funds.

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

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

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

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

Fiduciary Funds:

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

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

(c) Measurement Focus and Basis of Accounting

The government-wide and fiduciary fund financial statements are reported using the economic
resources measurement focus and the accrual basis of accounting. Revenues are recorded when
earned and expenses are recorded at the tim e liabilities are incurred, regardless of when the
related cash flow takes place. Nonexchange tr ansactions, in which the Departm ent gives (or
receives) value without directly  receiving (or giving) equal value in exchange, include
intergovernmental grants and donations. Revenue from grants, entitlements, and similar items are
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(d)

STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2010

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

Governmental funds are reported using the current financial resources measurement focus and the
modified accrual basis of accounting. Revenues are recognized as soon as they are both
measurable and available. Revenues are considered to be available when they are collectible
within the current period or soon enough thereafter to pay liabilities of the current period. For
this purpose, the State considers revenues to be av ailable if they are collected within 60 days of
the end of the current fiscal y ear. Expenditur es generally are recorded when the liability is
incurred, as under accrual accounting. However, pr incipal and interest on form al debt issues,
claims and judgm ents, and com pensated absences are recorded only when pay ment is due.
Capital asset acquisitions are reported as expend itures in governmental funds. Proceeds of
general long-term debt and acquisitions under capital leases are reported as other financing
sources.

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

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

Shared Fund Presentation

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

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

Unexpended Appropriations

This “asset” account represents lapse period warra nts issued between July and December for
fiscal year 2010, in accordance with the Statewide Accounting Management System (SAMS)
records plus any liabilities relating to obligati ons re-appropriated to the subsequent fiscal
year.

Appropriations from State Resources

This “other financing source” account represen ts the final legally adopted appropriation
according to SAMS records.
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STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2010

Lapsed Appropriations

Lapsed appropriations are the legally adopted appropriations less net warrants issued during
the 18 month period from July to December of the following year and re-appropriations to
subsequent years according to SAMS records.

Receipts Collected and Transmitted to State Treasury

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

Eliminations

Eliminations have been m ade in the governm ent-wide statement of net assets to minimize the
“grossing-up” effect on assets and liabilities within  the governm ental activities column of the
Department. As aresult,am  ounts reported in the governm ental funds balance sheet as
interdepartmental interfund receivables and pay ables have been elim inated in the government-
wide statement of net assets. Am ounts reported in the governm ental funds balance sheet as
receivable from or pay able to fiduciary funds have been included in the governm ent-wide
statement of net assets as receivable from and payable to external parties, rather than as internal
balances.

Cash and Cash Equivalents

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

I nvestments

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

Interfund Transactions and Transactions with State of 11linois Component Units

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

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

Reimbursements—repayments from the funds responsible for particular expenditures or
expenses to the funds that initially paid forthem . Reim bursements are reported as

expenditures in the reim bursing fund and as a reduction of expenditures in the reim bursed
fund.
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STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2010

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

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

Capital Assets
Capital assets, which include buildings and equipment, are reported at cost or estimated historical
cost based on appraisals. Contributed assets are  reported at estimated fair value at the tim e

received. Capital assets are depreciated using the straight-line method.

Capitalization thresholds and the estimated useful lives are as follows:

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

Compensated Absences

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

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

Notes to Financial Statements

June 30, 2010

Fund Balances

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

Net Assets

In the governm ent-wide statement of net assets, equity is display ed in three com ponents as
follows:

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

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

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

Use of Estimates

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

New Accounting Pronouncements

Effective for the year ending June 30, 2010 the State adopted GASB Statem  ent No. 51,
Accounting and Financial Reporting for Intangible Assets, which established guidance for
recognition and am ortization of intangible assets in the financial statem ents of governments.
There was no significant im pact on the Department’s financial statements as a result of adopting
this statement.

Future Adoption of GASB Statements

Effective for the year ending June 30, 2011 the Departm ent will adopt GASB Statem ent No. 54,
Fund Balance Reporting and Governm ental Fund Type Definitions, which establishes fund
balance classifications and clarifies the definitions of fund ty pes. The Department has not yet
determined the im pact on the Departm ent’s financial statements as a result of adopting this
statement.
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STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2010

(3) Depositsand Investments
(&) Deposits

The State Treasurer is the custodian of the Departm  ent’s deposits and investm ents for funds
maintained in the State Treasury . The Depa rtment independently manages deposits and
investments maintained outside the State Treasury.

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

(b) Investments

As of June 30, 2010, the Department had the following investments outside of the State Treasury:

Weighted

Fair Average

Value Maturity

(Thousands) (Years)
Fiduciary Funds
Money Market Mutual Funds $ 5 0.110
Financial Institution Investment Pool 5,182 0.041
Open-ended Equity Mutual Funds 211 N/A
Open-ended Debt Mutual Funds 138 6.555
Alternative Investments 18 N/A
Less cash equivalents (5,187)
Total Investments $ 367

Interest Rate Risk: The Departm ent does not have a form al investment policy that limits
investment maturities as a m eans of m anaging its exposure to fair value losses arising from
increasing interest rates.

Credit Risk: The Departm ent does not have a fo rmal investment policy that limits investment

choices. The Money Market Mutual Funds, Financial Institution Investment Pool and the Open-
ended Debt Mutual Funds were not rated.
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STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2010

(4) Interfund Balances and Activity
(&) BalancesDueto/from Other Funds

The following balances (amounts expressed in thousands) at June 30, 2010 represent amounts due
from other State of Illinois funds.

Due from
Other
Department Other State
Fund Funds Funds Description/Pur pose
General $ - $ 26 Due from other State funds for excess
advances for reimbursement of grant
expenditures to be incurred.
Nonmajor
governmental
funds 12 - Due from other Department funds for
reimbursement of expenditures incurred.
$ 12 $ 26
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STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2010

The following balances (amounts expressed in thousands) at June 30, 2010 represent amounts due
to other State of Illinois funds.

Dueto

Other
Department Other State  Other State
Fund Funds Funds Fiduciary Description/Pur pose

General $ 12 $ 12,318 $ - Due to State internal service funds
for purchases of services and to
Department and other State funds for
reimbursement of expenditures
incurred and transfers to fund mental
health programs for children.

Nonmajor

governmental

funds - 532 93 Due to State internal service funds
for purchases of services and to other
State funds for reimbursement of
expenditures incurred and for excess
advances received for grant
expenditures to be incurred and to
State fiduciary funds for pension
contributions.

$ 12 $ 12,850 $ 93

(b) Transfersto/from Other Funds

Interfund transfers in (amounts expressed in thousands) for the year ended June 30, 2010, were as
follows:

Transfersin from

Fund Other State Funds Description/Pur pose
Nonmajor
governmental
funds $ 17,013 Tranfers from other State funds pursuant

to statute and for tax check-offs.

$ 17,013
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STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2010

Interfund transfers out (amounts expressed in thousands) for the year ended June 30, 2010, were
as follows:

Transfersout to

Other State
Fund Funds Description/Pur pose

General $ 3,270 Transfers to other State funds to fund
mental health programs for children.

Nonmajor

governmental

funds 250 Transfer to other State funds for excess
balances.

$ 3,520

(c) Balancesdueto State of 11linois Component Units

The following balances (amounts expressed in thousands) at June 30, 2010 represent amounts due
to State of Illinois Component Units for reimbursement of expenses incurred.

Due from
Nonmaj or
Governmental
Component Unit General Fund Funds

Chicago State University $ 192 $ 214
Governors State University 634 1,665
Northeastern Illinois University - 1
Western Illinois University - 268
Illinois State University - 34
Northern Illinois University 820 447
Southern Illinois University 630 1,894
University of Illinois 458 768
$ 2,734 $ 5,291
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STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2010

(5) Capital Assets

Capital asset activity (amounts expressed in thousands) for the y ear ended June 30, 2010 was as
follows:

Balance Net Balance
July 1, 2009 Additions Deletions Transfers June 30, 2010

Gover nmental activities:

Capital assets being depreciated:
Equipment $ 5,481 $ - $ 594 $ 55 $ 4,942

Less accumulated depreciation:
Equipment 4,108 444 577 55 4,030

Governmental activity
capital assets, net $ 1,373 $ (444) § 17 $ - $ 912

Depreciation expense for governmental activities (amounts expressed in thousands) for the year ended
June 30, 2010 was charged as follows:

Health and social services $___ 444

(6) Other Receivables

Other receivables at June 30, 2010, (expressed in thousands) consisted of the following:

Governmental Funds

General
Revenue Sour ce Fund
Parental assessments $ 154
Overpayments 3,581
Total other receivables 3,735

Allowance for uncollectible amounts (2,520)

Other receivables, net $ 1215
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STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2010

Long-Term Obligations

Changes in long-term obligations (amounts expressed in thousands) for the y ear ended June 30, 2010
were a follows:

Balance Balance Amounts
July 1, June 30, DueWithin
2009 Additions Deletions 2010 OneYear

Governmental activities:
Compensated absences $ 22967 $§ 32326 $ 30,709 $ 24584 % 1,229

Compensated absences will be liquidated in subseque nt years by the applicable governm ental funds
that account for the salaries and wages of the related employees.

Pension Plan

Substantially all of the Department's full-time employees who are not eligible for participation in
another state-sponsored retirement plan participate in the State Employees' Retirement System (SERS),
which is a pension trust fund in the State of Illinois reporting entity . The SERS is a single-em ployer
defined benefit public em ployee retirement system (PERS)in which State employees participate,
except those covered by the State Universities, T eachers’, General Assembly, and Judges’ Retirement
Systems. The financial position and results of  operations of the SERS for fiscaly  ear 2010 are
included in the State of Illinois’ Com prehensive Annual Financial Report (CAFR) for the year ended
June 30, 2010. The SERS issues a separate CAFR that m ay be obtained by writing to the SERS, 2101
South Veterans Parkway, Springfield, Illinois, 62794-9255.

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

The Department pays employer retirement contributions based upon an actuarially determined
percentage of their pay rolls. For fiscal year 2010, the em ployer contribution rate was 28.377%.
Effective for pay periods beginning after Decem ber 31, 1991, the State opted to pay the employee
portion of retirement for most State agencies (including the Departm ent) with employees covered by
the State Employees’ and Teachers’ Retirement Systems. However, effective with the fiscal year 2004
budget, the State opted to stop pay ing the portion or a part of the portion of retirem ent for many State
agencies (including the Department) for certain classes of employees covered by the State Employees’
and Teachers’ Retirement Systems. The pickup, wh en applicable, is subject to sufficient annual
appropriations and those employees covered may vary across employee groups and State agencies.
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STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2010

Post-employment Benefits

The State provides health, dental, vision, and life insurance benefits for retirees and their dependents in
a program administered by the Departm ent of Healthcare and Fam ily Services along with the
Department of Central Managem ent Services. Subs tantially all State employees become eligible for
post-employment benefits if they eventually become annuitants of one of the State sponsored pension
plans. Health, dental, and vision benefits include basic benefits for annu itants and dependents under
the State's self-insurance plan and insurance contract s currently in force. Annuitants may be required
to contribute towards health, dental, and vision benefits with the amount based on factors such as date
of retirement, years of credited service with the Stat e, whether the annuitant is covered by Medicare,
and whether the annuitant has chosen a m anaged health care plan. Annuitants who retired prior to
January 1, 1998, and who are vested in the State Em ployee’s Retirement System do not contribute
towards health, dental, and vision benefits. For annuitants who retired on or after January 1, 1998, the
annuitant’s contribution amount is reduced five percent for each year of credited service with the State
allowing those annuitants with twenty or more years of credited service to not have to contribute
towards health, dental, and vision benefits. Annuita nts also receive life insurance coverage equal to
the annual salary of the last day of em ployment until age 60, at which tim e the benefit becom es
$5,000.

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

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

Fund Deficits

The Federal Projects Fund had a deficit fund bala nce $502 thousand at June 30, 2010. The Federal
Projects Fund deficit will be eliminated by future recognition of earned but unavailable revenues.

Risk M anagement

The Department is exposed to various risks of loss re lated to torts; theft of, damage to, and destruction

of assets; aviation liability ; auto liability; workers compensation; and natural disasters. The State
retains the risk of loss (i.e. self insured) for these risks.
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STATE OF ILLINOIS
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

Notes to Financial Statements

June 30, 2010

(12) Commitmentsand Contingencies

(@)

(b)

(©)

Operating leases

The Department leases copiers and other office equipm ent, under the term s of noncancelable
operating lease agreements that require the Departm ent to make minimum lease pay ments plus
pay a pro rata share of certain operating co sts. Rent expense under operating leases was $10.546
thousand for the year ended June 30, 2010.

Federal Funding

The Department receives federal grants which are subject to review and audit by federal grantor
agencies. Certain costs could be questioned as not being an eligible expenditure under the term s
of the grants. At June 30, 2010, there were no  material questioned costs that have not been
resolved with the federal awarding agencies. Ho wever, questioned costs could still be identified
during audits to be conducted in the future. Management of the Department believes there will be
no material adjustments to the federal grants and, accordingly, has not recorded a provision for
possible repayment.

Litigation
The Department is routinely involved in a num ber of other legal proceedings and claim s that
cover a wide range of matters. In the opinion of management, the outcome of these matters is not

expected to have any material adverse effect on the financial position or results of operations of
the Department.
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State of lllinois
Department of Children and Family Services

Combining Statement of Fiduciary Net Assets -

Private Purpose Trust Funds
June 30, 2010 (Expressed in Thousands)

Herrick House

Katherine Children's
Schaffner Center
Bequest Fund Bequest Fund
1117 1207 Total
ASSETS
Cash and cash equivalents $ 6 $ 14 $ 20
Investments 367 - 367
Total assets 373 14 387
NET ASSETS
Held in trust for:
Individuals, organizations, and other governments 373 14 387
Total net assets $ 373 $ 14 $ 387
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State of lllinois

Department of Children and Family Services

Combining Statement of Changes in Fiduciary Net Assets -

Private Purpose Trust Funds

For the Year Ended June 30, 2010 (Expressed in Thousands)

Herrick House

Additions:
Investment earnings:
Interest, dividends and other investment income (loss)

Change in net assets

Net assets, July 1, 2009

Net assets, June 30, 2010

Katherine Children's
Schaffner Center
Bequest Fund Bequest Fund
1117 1207 Total
$ 39 $ - 39
39 - 39
334 14 348
$ 373§ 14 387
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State of lllinois
Department of Children and Family Services

Statement of Changes in Assets and Liabilities
Agency Fund

For the Year Ended June 30, 2010 (Expressed in Thousands)

Children's Trust Fund (1122)

Balance Balance
July 1, 2009 Additions Deductions June 30, 2010

ASSETS
Cash equity with State Treasurer $ 616 $ 2,509 § 2,390 $ 735
Cash and cash equivalents 3,324 3,044 2,740 3,628
Due from other government - federal 270 3,146 3,044 372
Total assets $ 4210 $ 8,699 § 8,174 § 4,735
LIABILITIES
Due to other government - federal $ 23 $ 2,033 $ 1,929 $ 127
Amounts held on behalf of State Wards 4,187 1,232 811 4,608
Total liabilities $ 4210 § 3,265 $ 2,740 $ 4,735
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Certified Public Accountants & Business Advisors

® ® Members of American Institute of
I lc Certified Public Accountants
®

132 South Water Street, Suite 300, P.O. Box 1460 Decatur, IL 62525-1460

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT QF
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, the major fund, and the aggregate remaining fund information of the State of Illinois,
Department of Children and Family Services, as of and for the year ended June 30, 2010, which collectively
comprise the State of Illinois, Department of Children and Family Services’ basic financial statements and
have issued our report thereon dated June 8, 2011. 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

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

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.

Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in the internal control over
financial reporting that might be deficiencies, significant deficiencies or material weaknesses. We did not
identify any deficiencies in internal control over financial reporting that we consider to be material
weaknesses, as defined above. However, we identified certain deficiencies in internal control over
financial reporting, described in finding 10-1 in the accompanying schedule of findings that we consider
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State of Illinois
Department of Children and Family Services

Schedule of Findings — Government Auditing Standards
Year Ended June 30, 2010

10-1. FINDING (Lack of Financial Reporting Review Procedures)

The Department of Children and Family Services (Department) did not have adequate review procedures
in place to ensure the Department’s annual financial statements were accurately prepared.

The Department’s financial statements were adjusted to correct for the reporting of net assets as a result
of our audit. A reclassification in the Department’s statement of net assets was made to report net assets
invested in capital assets totaling $912 thousand and to correspondingly decrease the amount previously
reported as unrestricted net assets.

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

The errors identified above were an oversight by the Department. Although the Office’s records
accurately accounted for the above noted items, its internal controls did not provide for detection of the
errors by management in its preparation of the Department’s financial statements.

Failure to implement appropriate internal control procedures over financial reporting could lead to future
misstatements of the Department’s financial statements. (Finding Code No. 10-1, 08-1)

RECOMMENDATION

We recommend the Department continue in its efforts to implement internal control procedures to assess
the risk of material misstatements of the Office’s financial statements and to identify such misstatements
during the financial statement preparation process.

AGENCY RESPONSE

The Department agrees it did not detect the reporting reclassification error in the financial statements
prepared by the Comptroller’s Office. We concur with the entry to reclassify $912 thousand from
Unrestricted Assets to Net Invested in Capital Assets.
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