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INTRODUCTION

This report covers our financial audit of the Department of Healthcare and Family Services for the year ended
June 30, 2010. A State compliance examination covering the two years ended June 30, 2011 will be performed
next year.

SYNOPSIS

* The Department’s year-end financial reporting was not timely completed and contained weaknesses and
inaccuracies.

» The Department failed to have a documented written rate-setting methodology for the calculation of the
Teachers’ Retirement Insurance Program premiums.

{Expenditures and Activity Measures are summarized on the reverse page.}
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DEPARTMENT OF HEALTHCARE AND FAMILY SERVICES

FINANCIAL AUDIT
For the Year Ended June 30, 2010

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE
GENERAL FUND (amounts expressed in thousands)

FISCAL YEAR
2010

FISCAL YEAR
2009

REVENUES
Operating grants = TRHBTAL.........couiiiiie ettt $ 8,705,864 $ 7,291,835
Other taxes...... 1,120,475 1,147,729
Other revenues... 960,498 1,098,724
Lo = U =Y 7=T o T TSR PSRP 10,786,837 9,538,288
EXPENDITURES
HEAIth QN0 SOCIAL SENVICES. .....cvevirieieiiriietiieiee ettt ettt et ettt enenantenen 12,519,458 12,488,989
ONEE EXPENAITUIES. ...vevt ettt s et s et et e st e s e s e s e e et ere e et e r et ssene e seeseneneasenenennene 930,619 880,603
TOLAl EXPENAITUIES. ...tttk b bbb bbb bbb e b e b bbb e bbb et e b st benan 13,450,077 13,369,592
OTHER SOURCES (USES) OF FINANCIAL RESOURCES
Monies received from general 0bligation DONMS.............coiiiiiiiiiinii s 249,998 -
Net Transfers in / TrANSTEIS OUL.........cceiuiiriiieeeeei bbbt nenas (30,905) (44,837)
ONBT .ttt f bbb R A E A bR bbb A bR bbbkttt 2,600,319 4,370,543
Net other sources (uses) Of fINANCIAl FESOUNCES..........ccivrireirireirireere e rerens 2,819,412 4,325,706
Net changes in fuNd DAIANCE...........coiiiii s 156,172 494,402
FUN DAIANCE JUIY Le...oeiieee ettt ettt et n et ne e e nnene (351,230) (1,370,569)
FUN DAIANCE JUNE 30.....viiicicietcieieiete ettt bbbttt s ettt b bbb st ettt e st s st b s s s $ (195,058) $ (876,167)
NOTE: FY09 Ending Fund Balance was restated.
BALANCE SHEET FISCAL YEAR FISCAL YEAR
GENERAL FUNDS (amounts expressed in thousands) 2010 2009
ASSETS
Cash and cash equivalents.............cccccoevnnee $ 336,493 $ 306,544
Due from other governments - federal & local 1,640,416 1,582,365
Other aSSELS.....ccviieeeece et 1,217,364 617,184
TOTAL ASSELS. .. euvveveeiietie ittt et st ettt ettt ae st ettt et se b et e s et et et et et et ess et ebes et ebere s et et e s et ere e ereneansretenea $ 3,194,273 $ 2,506,093
LIABILITIES
Accounts payable and Other aDIlItIES.........ccvieiirieiiieeie e es $ 1,802,837 $ 2,004,545
UNAVAIIADIE TEVENUE........veiieiiciciiete ettt ettt e et e et ne e 616,250 820,996
ONEr TIADITTIES. ... vttt bbbttt 970,244 556,719
TOLAL THADIITIES. ...ttt bbbttt 3,389,331 3,382,260
FUND BALANCE (DEFICIT) $ (195,058) $ (876,167)
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS FISCAL YEAR FISCAL YEAR
HEALTH INSURANCE RESERVE FUND (amounts expressed in thousands) 2010 2009
OPERATING REVENUES (Charges for sales and services) $ 1,986,540 $ 1,957,224
OPERATING EXPENSES (Benefit payments and other) 2,024,852 1,990,050
NONOPERATING REVENUES (EXPENSES) / OTHER SOURCES 38,312 32,826
Changes in net assets / Net ASSELS JUNE 30........cuiriieirireeiririeereseeesesesiesesesie e sessese s sesesessesesesessesenes - -
STATEMENT OF NET ASSETS FISCAL YEAR FISCAL YEAR
HEALTH INSURANCE RESERVE FUND (amounts expressed in thousands) 2010 2009
ASSETS
Cash and cash equivalents... $ 66,847 $ 39,301
Due from other funds.... 881,971 491,190
Other assets........... 81,391 34,773
TOLAL ASSEES. ...ttt ettt ettt e et e et et e st e et e s et e et et e e et e te et e eseesaeereeeteeeeete et e erteereerteetesreeteareaeeas $ 1,030,209 $ 565,264
LIABILITIES
Accounts payable and other labilItIES...........cccoiiiiiriiii e $ 1,008,738 $ 559,751
ONEE TADIIIIES. ... e.vvcvieiietce ettt ettt b et se b b e se et se e b b e e s st eneenaee 21,471 5,513
TOTAI THADIIITIES. ...t bbb bbb 1,030,209 565,264
NET ASSETS $ - $ -
DIRECTOR

During Audit Period: Ms. Julie Hamos
Currently: Ms. Julie Hamos




Weaknesses and inaccuracies in
year-end financial reporting

July 1, 2009 net asset balance
restated $524.937 million.

Revenues and expenditures
understated $336.547 million

$16.533 million of transfers and
expenditures recorded twice

$24.199 million of expenditures not
allocated correctly

Receivables overstated $16.830
million

$38.466 million of revenues from
federal expenditures not recorded

FINDINGS, CONCLUSIONS, AND
RECOMMENDATIONS

FINANCIAL STATEMENT PREPARATION

The Department’s year-end financial reporting in
accordance with generally accepted accounting principles
(GAAP) submitted to the Illinois Office of the Comptroller
(Comptroller) contained weaknesses and inaccuracies.

Several errors were identified during the audit of the
Department’s draft financial statements. The Department’s
financial statements were adjusted for the following reporting
errors:

e An adjustment identified by management totaling
$524.937 million was made to restate accounts
payable as of July 1, 2009 due to an inaccurate
estimate of the Department’s medical accrual liability.

e An adjustment identified by management totaling
$336.547 million was made to recognize Medicare
Part A and B expenditures that were owed to the
federal government. Instead of the Department
paying the federal government with a warrant, the
federal government reduced the Department’s receipts
from federal reimbursement. As a result, expenditures
and federal receipts were increased $336.547 million
to reflect these transactions.

e The Department and the Comptroller recorded a total
of $11.001 million of transfers to other funds and
$5.533 million of health and social service
expenditures due to the Department reporting
payments that were processed by the Department prior
to June 30, 2010 but had not been paid by the
Comptroller after June 30, 2010.

e The Department allocated the incorrect amount of
current spending paid from the General Revenue Fund
for the State Employees Health Insurance Plan. As a
result, $24.199 million was not reclassified from the
health and social services expenditures to the
appropriate expenditure functions.

e Receivables totaling $16.830 million were overstated
due to the Department not recognizing a cash payment
that was received by the Department prior to June 30,
2010.

e Revenues from expenditures that qualify for federal
reimbursement totaling $38.466 million were not
recorded in the financial statements as a due from



Medical accrual liabilities
understated $10.658 million

39% of all GAAP Reporting
Packages submitted to the
Comptroller late

Department agrees with auditors

Department had no written rate-
setting methodology

federal government and unavailable revenue. The
receipts were not collected within the available period
of 60 days.

o Liabilities related to medical accrual were incorrectly
calculated resulting in accounts payable and health
and social service expenditures to be understated
$10.658 million.

e Receivables totaling $4.585 million were recognized as
revenues instead of deferred revenue. The receipts were
not collected within the available period of 60 days.

e Payments to local governments totaling $2.160 million
were classified as accounts payable instead of due to
other governments — local.

Also, we noted 13 of 33 (39%) GAAP Reporting
Packages were not submitted to the Comptroller in a timely
manner. The GAAP Reporting Packages were submitted to
the Comptroller 3 to 19 days late. Further, a complete set of
the Department’s financial statements were not provided to
the auditors until November 30, 2010, 15 days after the
required due date. (Finding 1, pages 56-58 of the Financial
Report)

We recommended the Department implement additional
internal control procedures to ensure GAAP Reporting
Packages are prepared in an accurate and timely manner.

Department officials concurred with our recommendation
and stated that the Department is continually assessing the
financial reporting process and implementing procedures to
improve upon timeliness and accuracy. This is an ongoing
effort and the Department continues to strive to meet the
mandated deadlines.

LACK OF WRITTEN RATE-SETTING
METHODOLOGY

The Department did not have a documented written rate-
setting methodology to calculate the insurance rates that are
used to determine the premium rates charged to participants
for the Teachers’ Retirement Insurance Program (TRIP).

Auditors met with Department personnel to discuss the
process of calculating insurance rates that are used to
determine premium rates. During this discussion, the
Department walked the auditors through a series of
spreadsheets containing historical and current insurance costs,
revenues and cash flow information for TRIP. The
Department calculates insurance rates, which are based on, but



No exceptions relating to incorrect
premium rates being charged

Only one individual responsible for
the calculation of insurance rates

Department agrees with auditors

not limited to costs, cash flows, and utilization levels. The
Department then develops the premium rates that are charged
for TRIP based on the calculated insurance rates and statutory
limitations on the maximum premium rates that can be
charged in a fiscal year. Auditors did not have any exceptions
relating to incorrect premium rates being charged to
participants for TRIP.

However, we noted that only one individual is involved in
calculating the insurance rates and there was no written rate-
setting methodology of how this individual calculates the
TRIP insurance rates. Additionally, there was no formal
process for a documented review of the insurance rate
calculation.

Further, auditors noted that the Department did provide
the Teachers’ Retirement System of the State of Illinois by
April 15" with historical and projected data on enroliment,
utilization, and costs of TRIP information which is used to
determine the amount of health care premiums charged to
participants in TRIP; however, there was no rate-setting
methodology provided explaining where the information was
obtained from and what information was used to determine the
premium rates. (Finding 2, pages 59-60 of the Financial
Report)

We recommended the Department develop a formal
written rate-setting methodology as required by the State
Employees Group Insurance Act.

Department officials concurred with our recommendation
and stated that the Department will develop a formal written
rate-setting methodology used to determine the premium rates
for the Teachers’ Retirement Insurance Program.

AUDITORS’ OPINION

Our auditors stated the Department’s financial statements
as of and for the year ended June 30, 2010 are fairly presented
in all material respects.
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WILLIAM G. HOLLAND
Auditor General
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AUDITORS ASSIGNED
This audit was performed by the Office of the Auditor
General’s staff.
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