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STATE OF ILLINOIS
DEPARTMENT OF CORRECTIONS — CORRECTIONAL INDUSTRIES

FINANCIAL STATEMENT REPORT

SUMMARY

The audit of the accompanying financial statements of the State of [llinois - Department of
Corrections — Correctional Industries was performed by E.C. Ortiz & Co., LLP.

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

SUMMARY OF FINDING

The auditors identified matters involving the internal control over financial reporting that
they considered to be significant deficiencies. The significant deficiencies are described in
the accompanying Schedule of Finding on pages 22 to 25 of this report, as finding 07-1,
Inadequate Controls Over Financial Reporting. The auditors also consider finding 07-1 to be
a material weakness.

EXIT CONFERENCE

The State of Illinois — Department of Corrections — Correctional Industries waived having the
exit conference per a letter dated April 30, 2008.

The response to the recommendation was provided by Mary Ann Bohlen in a letter dated
April 30, 2008.



E.C.ORTIZ & CO,, LLP

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS® REPORT

Honorable William G. Holland
Auditor General
State of Tllinois

As Special Assistant Auditors for the Auditor General, we have audited the accompanying
financial statements of the Working Capital Revolving Fund of the State of THinois, Depariment
of Corrections - Correctional Industries, as of and for the year ended June 30, 2007 as listed in
the table of contents. These financial statements are the responsibility of the State of Illinois,
Department of Corrections - Correctional Industries’ management. Our responsibility is to
express an opinion 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 opinion.

As discussed in Note 2, the financial statements present only the Working Capital Revolving
Fund of the State of Illinois, Department of Corrections - Correctional Industries and do not
purport to, and do not, present fairly the financial position of the State of Illinois Department of
Corrections as of June 30, 2007, and its changes in financial position including cash flows 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 financial position of the Working Capital Revolving Fund of the State of Illinois,
Department of Corrections — Correctional Industries, as of June 30, 2007, and the changes in
financial position and cash flows, thereof for the year then ended in conformity with accounting
principles generally accepted in the United States of America.
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In accordance with Government Auditing Standards, we have also issued a report dated
April 30, 2008 on our consideration of the State of Tllinois, Department of Corrections —
Correctional Industries’ intemal control over financial reporting of the Working Capital
Revolving Fund and on our tests of State of lllinois, Department of Corrections — Correctional
Industries’ compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters. The purpose of that report is to describe the scope of our testing
of intemal control over financial reporting and compliance and the results of that testing, and not
to provide an opinion on the intemal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.

The State of Illinois — Department of Corrections — Correctional Industries has not presented
a management’s discussion and analysis for the Working Capital Revolving Fund that
accounting principles generally accepted in the United States of America has determined is
necessary to supplement, although not required to be part of, the financial statements.

Our audit was conducted for the purpose of forming an opinion on the State of Nlinois,
Department of Corrections — Correctional Industries basic financial statements. The
supplementary information as listed in the table of contents is presented for purposes of
additional analysis and is not a required part of the basic financial statements. The
supplementary information has not been subjected to the auditing procedures applied in the
audit of the basic financial statements and, accordingly, we express no opinion on it.

This report is intended solely for the information and use of the Auditor General, the General
Assembly, the Legislative Audit Commission, the Govemor, the Comptroller, and State of
Illinois, Department of Corrections — Correctional Industries’ management, and is not intended
to be and should not be used by anyone other than these specified parties.

£.c. @4/755 s lo. LLP

April 30, 2008



STATE OF ILLINOIS
DEPARTMENT OF CORRECTIONS — CORRECTIONAL INDUSTRIES
WORKING CAPITAL REVOLVING FUND
STATEMENT OF NET ASSETS
June 30, 2007
{expressed in thousands)

ASSETS
CURRENT ASSETS
Cash (Note 3) $ 925
Receivables:
Intergovernmental 14
Others 310
Due from other funds (Note 4) 4,344
Inventories (Note 5) 10,595
Prepaid expenses 16
Total current assets 16,204
CAPITAL ASSETS- net (Note 6) 4,580
TOTAL ASSETS 5 20,784
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accounts payable and accrued expenses b 2,714
Compensated absences {Note 7) 118
Due to other funds (Note 4) 7
Court of Claims (Note 7) 100
Total current liabilities 2,939
NONCURRENT LIABILITIES
Compensated absences (Note 7) 1,428
Total liabilities 4,367
NET ASSETS
Invested in capital assets 4,580
Unrestricted 11,837
Total net assets 16,417
TOTAL LIABILITIES AND NET ASSETS 3 20,784

See accompanying notes to financial statements,



STATE OF ILLINOIS

DEPARTMENT OF CORRECTIONS — CORRECTIONAL INDUSTRIES

WORKING CAPITAL REVOLVING FUND
STATEMENT OF REVENUES, EXPENSES AND

CHANGES IN NET ASSETS
For the Year Ended June 30, 2007
(expressed in thousands)

OPERATING REVENUES:
Charges for sales and services
Other revenue

Total operating revenues

OPERATING EXPENSES:
Cost of sales and services
Selling, gencral and administrative expenses
Depreciation
Total operating expenses

OPERATING LOSS
NONOPERATING EXPENSES:

Loss on disposal of capital assets
Total nonoperating expenses

£ 36345
2,088

38,433

24,644
12,739
1,316

38,699

(266)

(34)

(34)

LOSS BEFORE TRANSFERS

TRANSFERS OUT TO OTHER FUNDS

CHANGE IN NET ASSETS

NET ASSETS, BEGINNING OF YEAR, as restated

NET ASSETS, END OF YEAR

See accompanying notes to financial statements.

(300)

(580)

(880)

17,297

b 16417




STATE OF ILLINOIS
DEPARTMENT OF CORRECTIONS — CORRECTIONAL INDUSTRIES
WORKING CAPITAL REVOLVING FUND
STATEMENT OF CASH FLOWS
For the Year Ended June 30, 2007
(expressed in thousands)

CASHFLOWS FROM QPERATING ACTIVITIES

Cash received from sales and services 3 30,198
Payments to suppliers for goods and services (24,437}
Cash payments to employees for services (14,632)
Cash receipts from other operating activities 423
Net cash provided by operating activities 532

CASH FLOWS FROM NON-CAPITAIL AND RELATED FINANCING ACTIVITY
Transfers out to other funds (580)

Cash used in non-capital and related financing activities (5801

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES

Acquisition of capital assets (302)
Payments on capital leases (2)
Net cash used in capital and related financing activities (304)
NET DECREASE IN CASH (352)
CASH, BEGINNING OF YEAR 1,277
CASH, END OF YEAR b 925

RECONCILIATION OF OPERATING LOSS TO NET CASH PROVIDED BY
OPERATING ACTIVITIES
Operating loss 3 (266)

Adjustments to reconcile operating loss to net cash provided
by operating activities:

Depreciation 1,316
Changes in assets and liabilities:
Receivables — Intergovernmental 17
Receivables — others 10
Due from other funds 1,161
Inventories (1,618)
Prepaid expenses {8
Accounts payable and accrued expenses (170)
Accrued vacation pay, sick leave and holiday pay 92
Court of Claims (2)
Total adjustments 798
NET CASH PROVIDED BY OPERATING ACTIVITIES ) 532

NONCASH CAPITAL AND RELATED FINANCING ACTIVITY
Loss on disposal and write off of capital assets b (34)

See nccompanying notes to financial statements.



STATE OF ILLINOIS
DEPARTMENT OF CORRECTIONS —~ CORRECTIONAL INDUSTRIES
WORKING CAPITAL REVOLVING FUND
NOTES TO FINANCIAL STATEMENTS
June 30, 2007

1. DESCRIPTION OF FUNDS

Illinois Correctional Industries (ICT) is a division of the State of Illinois, Department of
Corrections (Department) and administers the nonshared proprietary fund — Working
Capital Revolving Fund - described below. A nonshared fund is a fund in which a single
State agency is responsible for administering substantially all financial transactions of the
fund.

The fund is accounted for as an internal service fund. Intemnal service funds account for
activities that provide goods and services to other funds, departments, or agencies of the
State and its component units, or to other governments, on a cost-reimbursement basis
where the State is the predominant participant in the activity.

Working Capital Revolving Fund (Fund) (0301) — Revenues and expenses are derived
from goods or services produced by factories, farms, and service programs and charged
to State agencies and other non-state entities.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

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

A. 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:

(1) Appointment of a voting majority of the component 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 primary government; or

(2) Fiscal dependency on the primary government.
Based upon the required criteria, this Fund does not have any component units, nor is

it a component unit of another entity. However, because the Fund is not legally
separate from the State of Illinois (State), it is included in the financial statements of



STATE OF ILLINOIS
DEPARTMENT OF CORRECTIONS — CORRECTIONAL INDUSTRIES
WORKING CAPITAL REVOLVING FUND
NOTES TO FINANCIAL STATEMENTS
June 30, 2007

the State as a proprietary fund. The State’s Comprehensive Annual Financial Report
(CAFR) may be obtained by writing the State Comptroller’s Office, Financial
Reporting Department, 325 West Adams Street, Springfield, Hlinois, 62704-1871.

The financial statements present only the Working Capital Revolving Fund
administered by the State of Illinois, Department of Corrections and do not purport to,
and do not, present fairly the financial position of the State of Illinois, Department of
Corrections as of June 30, 2007, and changes in its financial position and cash flows,
where applicable, for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

. Basis of Presentation

In govermment, the basic accounting and reporting entity is a fund. A fund is defined
as an independent fiscal and accounting entity with self-balancing set of accounts
recording cash and/or other resources together with all related liabilities, obligations,
reserves, and equities which are segregated for the purpose of carrying on specific
activities or aftaining certain objectives in accordance with special regulations,
restrictions, or limitations. A statement of net assets, statement of revenues, expenses
and changes in net assets, and statement of cash flows has been presented for this
fund, administered by the Department.

Operating revenues, such as charges for services, result from exchange transactions
associated with the principal activity of the fund. Exchange transactions are those in
which each party receives and gives up essentially equal values. Nonoperating
revenues, such as subsidies and investment earnings, result from nonexchange
transactions or ancillary activities.

. Basis of Accounting

The Fund is reported using the economic resources measurement focus and the
accrual basis of accounting,

Revenues are recorded when earned and expenses are recorded at the time liabilities
are incurred, regardless of when the related cash flow takes place.

Private-sector standards of accounting and financial reporting issued prior to
December 1, 1989, generally are followed in the individual nonshared proprietary
fund financial statements to the extent that those standards do not conflict with or
contradict guidance of the Governmental Accounting Standards Board. The State
also has the option of following subsequent private-sector guidance for their business-
type activities and enterprise funds, subject to this same limitation. The State has



STATE OF ILLINOIS
DEPARTMENT OF CORRECTIONS — CORRECTIONAL INDUSTRIES
WORKING CAPITAL REVOLVING FUND
NOTES TO FINANCIAL STATEMENTS
June 30, 2007

elected not to follow subsequent private-sector guidance for this Fund administered
by the Department.

D. Cash
Cash consists principally of deposits held in the State Treasury.
E. Inventories

Inventories consisting of raw materials, work in process, finished goods, operating
supplies, and unharvested crops are valued at cost, principally on a first in, first out
(FIFO) method. Inventories of harvested crops and livestock are valued at market
value as of the balance sheet date.

F. Interfund Transactions

The individual nonshared proprietary fund has the following types of interfund
transactions with other funds of the State.

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

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

Operating transfers — flows of assets (such as cash or goods) without equivalent
flows of assets in return and without requirement for repayment. In proprietary
funds, transfers are reported after nonoperating revenues and expenses.

G. Capital Assets
Capital assets are stated at cost. Depreciation (including amortization of capital

leases) is computed using the straight-line method at rates calculated to amortize
assets over their estimated useful life.

10



STATE OF ILLINOIS
DEPARTMENT OF CORRECTIONS — CORRECTIONAL INDUSTRIES
WORKING CAPITAL REVOLVING FUND
NOTES TO FINANCIAL STATEMENTS
June 30, 2007

Capitalization thresholds and the estimated useful lives are as follows:

Capitalization | Estimated

Asset Category Threshold Useful Life

Buildings $ 100,000 50
Building Improvements 5 25,000 20
Equipment 3 5,000 3-10

H. Compensated Absences

The liability for compensated absences reported in the Fund consists of unpaid,
accumulated vacation, sick leave, and holiday balances for ICI employees. The
liability has been calculated using the vesting method, in which leave amounts for
both employees who currently are eligible to receive termination payments and other
employees who are expected to become eligible in the future to receive such
payments upon termination are included. The liability has been calculated based on
the employees’ current salary level and includes salary related costs (e.g., social
security and medicare taxes).

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

I. Net Assets

The individual nonshared proprietary fund displays equity in two components as
follows:

Invested in Capital Assets — Consists of capital assets, net of accumulated
depreciation, less the outstanding balances of any borrowings that are attributable to

the acquisition, construction, or improvement of those assets.

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

11



STATE OF ILLINOIS
DEPARTMENT OF CORRECTIONS — CORRECTIONAL INDUSTRIES
WORKING CAPITAL REVOLVING FUND
NOTES TO FINANCIAL STATEMENTS
June 30, 2007

J. Use of Estimates

The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosures 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 these estimates.

3. CASH
Deposits

The State Treasurer is the custodian of the State’s cash for funds maintained in the
State Treasury. Deposits in the custody of the State Treasurer as of June 30, 2007
was $925 (amount expressed in thousands).

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

12



STATE OF ILLINOIS
DEPARTMENT OF CORRECTIONS — CORRECTIONAL INDUSTRIES
WORKING CAPITAL REVOLVING FUND
NOTES TO FINANCIAL STATEMENTS
June 30, 2007 '

4, INTERFUND BALANCES AND ACTIVITIES
A. Balances Due to/from Other Funds
The following balances (amounts expressed in thousands) as of June 30, 2007

represent amounts due from other departments and State of Illinois funds which
represents sales of goods and services:

State Agency Amount

Department of Corrections 3 2900
Healthcare & Family Services 703
Department of Human Services 173
Department of Juvenile Justice 199
Department of Commerce and Economic Opportunity 58
Secretary of State 40
Department of Natural Resources 13
Department of Transportation 34
State Police 24
Capital Development Board 20
Department of Public Health 17
Department of Children and Family Services 14
Central Management Services 14
Other State Agencies 36
Total § 4344

The amount due to other funds totaling $7 (amount expressed in thousands) as of
June 30, 2007 represents amount payable to Central Management Services for state
garage services.

B. Interfund transfers out totaling $580 (amount expressed in thousands) for the year
ended June 30, 2007 was a mandatory transfer to the General Revenue Fund pursuant
to the fiscal year 2007 Budget Iinplementation Act (PA-094-0839) to help defray the
State’s operating costs for the fiscal vear.

13



STATE OF ILLINOIS
DEPARTMENT OF CORRECTIONS — CORRECTIONAL INDUSTRIES
WORKING CAPITAL REVOLVING FUND
NOTES TO FINANCIAL STATEMENTS
June 30, 2007

5. INVENTORIES

Inventories (amounts expressed in thousands) as of June 30, 2007, consist of the following:

Finished goods § 5,115
Raw materials 4,550
Operating supplies 668
Work in process 69
Livestock 60
Unharvested crops 106
Stores Inventory 27

$ 10,595

6. CAPITAL ASSETS

Capital assets activities (amounts expressed in thousands) for the year ended
June 30, 2007 were as follows:
Balance Balance
July 1, June 30,
2006 Additions Deletions Others 2607
Cost:
Equipment $ 19,788 % 156 % 157 & (3,201) §% 16,586
Building and Building
Improvements 6,754 - 118 (769) 5,867
Construction in Progress 49 146 - - 195
Livestock 424 - - (424) -
Capital Lease - Equipment i5 - - - 15
27,030 302 275 {4,394} 22,663
Accumulated Depreciation:
Equipment 15,649 1,111 154 (2,939) 13,667
Building and Building
Improvements 4,447 203 87 (162) 4,401
Livestock 24 - - (24) -
Capital Lease - Equipment 13 2 - - 15
20,133 1,316 241 (3,125) 18,083
¥ 6897 & (1,014) § 34§ 1,269y % 4,580

14



STATE OF ILLINQIS
DEPARTMENT OF CORRECTIONS — CORRECTIONAL INDUSTRIES
WORKING CAPITAL REVOLVING FUND
NOTES TO FINANCIAL STATEMENTS
June 30, 2007

7. LONG-TERM OBLIGATIONS

Changes in long-term obligations (amounts expressed in thousands) for the year ended
June 30, 2007 were as follows:

Amounts
Balance Balance Due Within
July 1, 2006 Additions Deletions June 30, 2007 One Year

Other Long-term obligations:

Compensated absences $ 1454 §F 1402 % 1310 $ 1,546 §F 118
Leases payable 2 - 2 - -
Court of Claims 102 15 17 100 100

Totals $ 1,558 $ 1,417 § 1,329 $ 1,646 § 218

8. PENSION PLAN

Substantially all of the ICI’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 [llinois reporting entity. The
SERS is a single-employer defined benefit public employee retirement system (PERS) in
which State employee participate, except for those covered by State Universities,
Teachers, General Assembly, and Judge’s Retirement Systems. The financial position
and results of operations of the SERS for fiscal year 2007 are included in State of Illinois’
Comprehensive Annual Financial Report (CAFR) for the year ended June 30, 2007. The
SERS also issues a separate “CAFR” that may be obtained by writing to the SERS, 2101
South Veterans Parkway, Springfield, Illinois, 62794-9255 or by calling (217) 785-7202.
The State of Illinois CAFR may be obtained in writing to the State Comptroller’s Office,
Financial Reporting Department, 325 West Adams St., Springfield, Illinois 62704-1871
or by calling (217) 782-2053.

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

The Department pays employer retirement contributions in the Fund based upon an

actuarially determined percentage of their payrolls. For fiscal year 2007, the employer
contribution rate was 11.525%.

15



STATE OF ILLINOIS
DEPARTMENT OF CORRECTIONS — CORRECTIONAL INDUSTRIES
WORKING CAPITAL REVOLVING FUND
NOTES TO FINANCIAL STATEMENTS
June 30, 2007

9. POST-EMPLOYMENT BENEFITS

The State provides health, dental and life insurance benefits for certain retirees and their
dependents. Substantially all State employees become eligible for post-employment
benefits if they eventually become annuitants of one of the State-sponsored pension
plans. Health and dental benefits include basic benefits for annuitants under the State’s
self-insurance plan and insurance contracts currently in force. Life insurance benefits are
limited to five thousand dollars per annuitant age 60 and older.

Costs incurred for health, dental and life insurance for annuitants and their dependents
were not separated from benefits provided to active employees and their dependents for
the year ended June 30, 2007. However, post-employment costs for the State as a whole
for all State agencies and departments for dependent health, dental, and life insurance for
annuitants and their dependents are disclosed in the Comprehensive Annual Financial
Report of the State. Cost information for retirees by individual fund or State agency is
not available. Payments are made on a “pay-as-you-go” basis.

10. COMMITMENTS AND CONTINGENCIES
(1) Operating Leases

ICI is the lessee of a warehouse in Pana, [llinois. The rental payments totaled $435
(amount expressed in thousands) for the year ended June 30, 2007.

Future minimum payments (amounts expressed in thousands) as required by the
operating lease agreements as of June 30, 2007 are summarized as follows:

Year ending June 30,

2008 $ 434
2009 445
2010 456

Total $ 1,335

(2) Litigation

ICT is a party to various lawsuits arising out of the normal conduct of its operations.
In the opinion of management and its counsel, its liability, if any in or arising from
this litigation or any other legal proceedings in which ICI is involved, will be paid
from a separate appropriation, and therefore, will not have a material adverse effect
on the Working Capital Revolving Fund of ICL

16



STATE OF ILLINOIS
DEPARTMENT OF CORRECTIONS — CORRECTIONAL INDUSTRIES
WORKING CAPITAL REVOLVING FUND
NOTES TO FINANCIAL STATEMENTS
June 30, 2007

11. RISK MANAGEMENT

ICI is exposed to various risks of loss related to torts; theft of, damage to, and destruction
of assets; auto liability; workers compensation; and natural disaster. The State retains the
risk of loss (i.e. self insured) for these risks.

12. RESTATEMENT
ICI restated the beginning net asset balance by $1,269 thousand due to implementing the

[llinois Department of Corrections’ capitalization and depreciation policy which had not
been followed in prior years. (amounts in thousands)

Net assets June 30, 2000, as previously reported $ 18,566
Restatement of net assets:

Implement departmental policy (1,269)
Net assets June 30, 2006, as restated $ 17,297

17
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EC.ORTIZ & CO, LLP

CERTIFIED PUBLIC ACCOUNTANTS

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 lllinois

As Special Assistant Auditors for the Auditor General, we have audited the financial statements
of the working capital revolving fund of the State of Illinois, Department of Corrections —
Correctional Industries, as of and for the year ended June 30, 2007, which collectively comprise
the State of Illinois, Department of Corrections — Correctional Industries’ basic financial
statements and have 1ssued our report thereon dated April 30, 2008. 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
Corrections — Correctional Industries’ internal control over financial reporting in order to
determine 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 State of
Illinois, Department of Corrections — Correctional Industries’ internal control over financial
reporting.  Accordingly, we do not express an opinion on the effectiveness of the State of
Illinois, Department of Corrections — Correctional Industries’ internal control over financial
reporting.

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

A control deficiency exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent or detect misstatements on a timely basis. A significant deficiency is a control
deficiency, or combination of control deficiencies, that adversely affects the entity’s ability to
initiate, authorize, record, process, or report financial data reliably in accordance with generally
accepted accounting principles such that there is more than a remote likelihood that a

20
333 SOUTH DES PLAINES STREET, SUITE 2-N CHICAGQC, IL 606061 tel: 312.876.1900 fax: 312.876.1911



misstatement of the entity’s financial statements that is more than inconsequential will not be
prevented or detected by the entity’s internal control. We consider the deficiencies described in
the accompanying Schedule of Finding as finding 07-1 to be a significant deficiency in internal
control over financial reporting,

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

Our consideration of the internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all
deficiencies in the internal control that might be significant deficiencies and, accordingly,
would not necessarily disclose all significant deficiencies that are also considered to be
material weaknesses. However, we consider the significant deficiency described in finding
(7-1 as a material weakness.

Compliance and Other Matters

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

The State of Illinois, Department of Corrections — Correctional Industries’ response to the
finding identified in our audit is described in the accompanying Schedule of Finding. We did
not audit the State of Illinois, Department of Corrections — Correctional Industries’ response
and, accordingly, we express no opinion on it.

This report is intended solely for the information and use of the Auditor General, the General
Assembly, the Legislative Audit Commission, the Governor, and State of Illinois, Department

of Corrections — Correctional Industries” management, and is not intended to be and should not
be used by anyone other than these specified parties.

£ c. Mﬁé & Co. LLF
April 30, 2008
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STATE OF ILLINOIS

DEPARTMENT OF CORRECTIONS — CORRECTIONAL INDUSTRIES

For the Year Ended June 30, 2007
SCHEDULE OF FINDING

Current Finding — Government Auditing Standards

Finding (Inadequate internal control over financial reporting)

During fiscal year 2007, the accounting function of Illinois Correctional Industries
(ICI) was merged with the Department of Corrections (Department). Accounting
records that used to be separately maintained by ICI were maintained by the
Department after the consolidation and the Department instituted numerous changes
to the record keeping procedures. The preparation of financial statements and Office
of the Comptroller Generally Accepted Accounting Principles (GAAP) packages
were performed by the Department for fiscal year 2007.

During our audit, we noted the following:

The Department determined ICI’s capitalization policy and dollar thresholds for
depreciating State Property were not consistent with the Department’s. As a
result, a change in estimated useful lives was made across all ICI assets. In
addition, our review of the excel spreadsheet used to compute the depreciation
expense revealed footing and extension errors.

Capitalization thresholds were changed during the year to be consistent with the
capitalization thresholds of the Department. ICT assets below $5,000 that used to
be capitalized and depreciated in previous years were written off during the year.
The first draft financial statements provided to the auditors indicated losses from
this transaction totaling $116,000. Further review of this amount indicated this is
a balancing amount arrived at during the preparation of the Capital Asset
Summary (SCO-538) of the GAAP package.

The culmination of implementing the Department’s capitalization policy resulted
in a restatement of ICI's beginning net assets. Beginning net assets were reduced
by $1.269 million.

There were no reconciliations performed between the cash balance per ICI
accounting records and the cash balance per Office of the Comptroller’s records
during the fiscal year. As of June 30, 2007, the balance per ICI accounting
records was $1,155,000 and the balance per Office of the Comptroller’s records
was $923,462. The Department cannot reconcile the difference of $231,538.

The Office of the Comptroller’s Statewide Accounting Systems Manual (SAMS)
Procedure 09.40.30, page 1, states that cash reconciliation between the balance
per Comptroller’s and Agency records should be performed monthly and the
Comptroller’s Office notified of any unreconcilable differences so the necessary
corrective action can be taken to locate the differences and correct the accounting
records.



STATE OF ILLINOIS

DEPARTMENT OF CORRECTIONS — CORRECTIONAL INDUSTRIES

For the Year Ended June 30, 2007
SCHEDULE OF FINDING
Current Finding — Government Auditing Standards

The Department made a decision to stop using the accrual basis general ledger
accounting system (Macola) used by ICI in previous years. The Department used
the Accounting Information System (AIS) to account for expenditures and
receipts. Accruals were manually analyzed and set up at the end of the year. The
Department’s property control system was used to account for capital assets and a
separate spreadsheet was created solely for depreciation expense computation.
These records were used to generate the information to prepare the financial
statements provided to the auditors and GAAP Package submitted to the Office of
the Comptroller as of and for the fiscal year ended June 30, 2007. Our audit of
the financial statement balances revealed significant errors within account
balances, which required extensive adjustments, As a result of the audit
procedures performed, we recommended fifteen audit adjustments totaling $8.9
million to various accounts within ICI's financial records and GAAP package.
The majority of the adjustments were to correct account balances for non-
recording, overstatements, understatements or errors made during the year.

Numerous significant differences were noted between the amounts per ICI
accounting records and the amounts reported by ICI to the Office of the
Comptroller through the GAAP Package as follows:

Per ICI records
Per GAAP before audit
Package adjustments Difference
Account (in 000’s) (in 000’s) (in 000°s)
Inventory 5 10,587 § 10,595 $ (8)
Capital Assets 22,072 22,655 (583)
Accumulated Depreciation (18,665) (18,728) (63)
Accounts Payable 3,572 2,767 805
Unrestricted Net Assets 10,834 11,598 (764)
Invested in Capital Assets, Net
of Related Debt 3,358 3,927 (569)
Charges for sales and services 39,232 35,915 3,317
Cost of Sales 36,964 22,413 14,551
Depreciation 857 2,601 (1,744)
General and administrative 7,350 12,268 (4,918)
Other non operating expenses 0 116 (116)
Operating transfer in 1 0 1
Operating transfer out (816) (580} (236)
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STATE OF ILLINOIS
DEPARTMENT OF CORRECTIONS — CORRECTIONAL INDUSTRIES
For the Year Ended June 30, 2007

SCHEDULE OF FINDING
Current Finding — Government Auditing Standards

The Department did not maintain an adequate audit trail to account for the
amounts reported in the GAAP package. The Department subsequently revised
the GAAP package so the amounts reported in the GAAP package agreed to the
financial statements.

e Our testing of the compensated absences schedule revealed that 100% of the
employees’ sick leave balance earned between January 1, 1984 through December
31, 1997 was accrued at the end of the year. As a result, the accrued compensated
absences balance was overstated as of June 30, 2007 by $511,339.

SAMS Procedure 27.20.80, page 1, states sick leave should be recorded as a
compensated absence when the benefit is earned, provided it is probable the
employee will be compensated for the benefit through cash payments at
separation or retirement. Pursuvant to 30 ILCS 105/14a, only sick leave
accumulated from January 1, 1984 through December 31, 1997 is eligible for
compensation at 50%, through cash payments at separation or retirement. This
calculation will be based upon sick leave accumulated at the balance sheet date.

ICI is required to prepare annual financial statements of its financial activity to
comply with reporting requirements set forth by the Office of the Comptroller. It is
the responsibility of ICI and the Department to maintain their accounting records and
prepare their financial statements in accordance with generally accepted accounting
principles (GAAP), and that the accounting records and financial statements be
materially free of errors and omissions.

In addition, The Fiscal Control and Internal Auditing Act, (30 ILCS 10/3001),
requires all State agencies to establish and maintain a system of internal fiscal control
to 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 reliable financial reports.

ICT management indicated the above exceptions were due to staff shortages and
changes that occurred as a result of ICI accounting function being transferred to the
Department of Corrections,

Because of the significance of the exceptions noted, we consider this to be a
significant deficiency in ICI's and the Department’s internal control and a material
weakness. A significant deficiency is a control deficiency, or combination of control
deficiencies, that adversely affects ICI’s and the Department’s ability to comply with
generally accepted accounting principles in its financial and fiscal operations. A
material weakness is a significant deficiency or a combination of significant
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DEPARTMENT OF CORRECTIONS — CORRECTIONAL INDUSTRIES
For the Year Ended June 30, 2007

SCHEDULE OF FINDING
Current Finding — Government Auditing Standards

deficiencies that result in more than a remote likelihood that material noncompliance
will not be prevented or detected by ICI’s and the Department’s internal control.

Inadequate internal control over financial reporting prevent ICI and the Department
from preparing financial statements in accordance with accounting principles
generally accepted in the United States of America and could result in inaccurate,
incomplete and untimely preparation of financial statements. ICI and Department
management and employees in the normal course of performing their assigned
functions were not able to prevent or detect the overstatement, understatement or
errors in the financial and fiscal operations in a timely manner. (Finding Code No.
07-1, 06-1)

Recommendation

We recommend the Department devote sufficient resources to its financial accounting
function such that the ICI financial information is properly recorded and accounted
for to permit the preparation of reliable financial statements and GAAP package. We
also recommend Department accounting personnel be provided sufficient technical
resources and training to ensure generally accepted accounting principles are
followed in the preparation of year end financial and fiscal information.

Agency Response

Recommendation accepted. The Department takes the reporting of financial
information very seriously. As such, the Department has centralized the financial
reporting, reconciliation and other accounting processes into one area. The staff
involved in the reporting and other accounting functions will receive any needed
training and will work to present accurate and complete financial information for the
Department and ICI in the future statements



