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REPEATED RECOMMENDATIONS - 4
PRIOR AUDIT FINDINGS/RECOMMENDATIONS - 6
This review summarizes an audit of the Illinois Department of Labor for the two years ended June 30, 2005, filed with the Legislative Audit Commission March 28, 2006.  The auditors performed a compliance audit in accordance with Government Auditing Standards and State law.
The Department of Labor administers and enforces 28 various Illinois Labor Laws that regulate wages, hours, working conditions, minors in the work force and licensing of employers in certain businesses.  Through the regulation of amusement rides, employment agencies, and nurse registries, the Department protects and serves the people.  The Department also began administering the Equal Pay Act and Victims Social Security Act in 2004. 

The Department promotes and publicizes Illinois labor law information to employers and employees, investigates complaints about potential employer violations, and conducts periodic inspections of work sites for compliance with safety laws. Upon request of the parties involved, the Department conducts hearings and appoints arbitrators for labor cases.  A summary of operating statistics, prepared from Department records, is presented in Appendix A.  

The Department had three directors during the audit period:  Michael J. Fenger (7/1/03 to 10/31/03), Esther R. Lopez (Acting 11/1/03 to 6/30/04) and Arthur Ludwig (effective 7/5/04).  Mr. Ludwig remains the Director.  He was not previously employed by the Department.
The average number of employees during the fiscal years was:

	Division
	2005
	2004
	2003

	State Officers
	
3
	
3
	
4

	Regular Positions:
	
	
	

	   General Office
	
11
	
12
	
14

	   Equal Opportunity Workforce
	
3
	
4
	
4

	   Public Safety and Education
	
17
	
17
	
21

	   Fair Labor Standards
	
44
	
46
	
         49

	   Child Labor Enforcement
	
2
	
2
	
           4

	        TOTAL
	80
	84
	    93


Expenditures From Appropriations

The General Assembly appropriated $6,010,233 to the Department of Labor for FY05.  All but $157,700 was from the General Revenue Fund.  Appendix B summarizes these appropriations and expenditures for the period under review.  Total expenditures for the Department rose from $5,706,737 in FY04 to $5,782,316 in FY05, an increase of $75,579, or 1.3%.  The increase is attributable to increases in retirement funding although the number of employees decreased.
Lapse period expenditures for FY05 were $377,917, or 6.5% of total expenditures.

Property and Equipment

Appendix C provides a summary of property and equipment for FY05 and FY04.  Property and equipment, for which the Department was accountable, decreased from $694,372 as of July 1, 2003 to $687,092 as of June 30, 2005. 
Cash Receipts

Appendix D summarizes cash receipts of the Department for the last three fiscal years.  The information presented is considered not examined by the auditors because receipt amounts did not trace to Department supporting documentation (see Finding No. 3)    The comparative schedule of cash receipts shows $1,502,323 in FY05 compared to $1,552,367 in FY04, a $50,044, or 3.2% decrease from FY04 to FY05.   The increase in the Child Labor Enforcement Fund was due to more fines and penalties assessed and collected for child employment violations.
Other Funds

The Department administers funds which are held in the State Treasury.  The Special State Trust Fund is a nonappropriated fund which is custodial in nature and used to account for certain monies collected from various employers by the Department of Labor as agent for individual claimants who have been paid wages at substandard rates.  Monies collected are remitted to the claimants.  

The Child Labor Fund was established to account for monies collected under the civil penalty provision of the Child Labor Act.  The funds collected are subject to legislative appropriation for activities or purposes related to the enforcement of the Act.  
The Department received a grant directly from the U.S. EPA in FY04 and FY05 to focus on promoting services and providing current information to school officials related to indoor air quality.

Accountants’ Findings and Recommendations

Condensed below are the 13 findings and recommendations presented in the audit report.  There were four repeated recommendations.  The following recommendations are classified on the basis of updated information provided by the Department in a memo received via electronic mail on October 27, 2006.

Accepted or Implemented
1.
Only make payments for efficiency initiative billings from line item appropriations where savings would be anticipated to occur.  Further, the Department should seek an explanation from the Department of Central Management Services as to how savings levels were calculated, or otherwise arrived at, and how savings achieved or anticipated impact the Department’s budget.

Findings:
The Illinois Department of Labor (Department) made payments for efficiency initiative billings from improper line item appropriations.   The Department was billed $52,466 in FY04 and $9,183 in FY05.  
The Department reported it did not receive guidance or documentation for the FY04 billings from CMS detailing where savings were to occur nor did CMS provide evidence of savings for the amounts billed.  Additionally, staff reported that the Department does not do any major purchasing and has not seen or experienced any savings from the efficiency initiatives.

Based on the auditors’ review, they found that the Department made payments in FY04 for these billings not from line item appropriations where the cost savings were anticipated to have occurred but from line items that had available funds.  The Department paid 44% of the FY04 procurement billing from travel line item appropriations.  

The FY05 billing contained more detail and it appears the Department paid this from proper appropriations.

Response:
The Department agrees.

2.
Implement procedures to ensure complete and accurate reporting of year-end accounting reports or GAAP package forms.  (Repeated-2003)
Findings:
The Department did not provide complete support for amounts reported in the Department’s FY05 Generally Accepted Accounting Principles (GAAP) packages submitted to the Office of the Comptroller in a timely manner.  In addition, some of the estimated amounts reported by the Department differed materially from the actual amounts.  The auditors noted the following:
Accepted or Implemented - continued
· The Department reported estimated August expenditures from the General Revenue Fund to be $34,000, but actual August expenditures from the General Revenue Fund totaled $206,313.

· The Department did not provide complete support for a $23,000 cash adjustment posted to their General Revenue Fund GAAP package in a timely manner.  The complete support was provided on February 9, 2006.

· The Department reported estimated August expenditures for the Special State Trust Fund to be $21,000, but actual August expenditures from the Special State Trust Fund totaled $17,000.  

Department personnel stated the exceptions were oversights which occurred while other priorities were given precedence.

Updated Response:
Implemented.  The Chief Fiscal Officer double and triple checked his work.
3.
Maintain detailed, verifiable records for all revenue transactions and ensure receipts are deposited into the proper fund and that revenues are appropriately used.  Investigate all differences noted in the reconciliation process and document the results of these investigations.  Make necessary updates to the cash receipts system to facilitate accurate reporting for the annual fee imposition report.  (Repeated-2003)
Findings:
The Department did not exercise adequate control over revenues in its General Revenue Fund (Fund 001), Special State Trust Fund (Fund 251) and Child Labor Law Enforcement Fund (Fund 357).  The auditors noted the following:

· 3 of 20 (15%) cash receipts amounts on a summary receipts schedule did not trace to the Department’s supporting documentation for two of the amounts presented for Fund 001 and for one amount presented for Fund 251.  Differences for Fund 001 totaled $9,514 and $2,606 for Fiscal Years 2005 and 2004, respectively.  A difference of $617,986 for Fund 251 was noted in FY05.  

· The Department did not have adequate support for three reconciling amounts presented in a summary receipts schedule prepared by the Department for Fund 001.  The Department’s June 30, 2004 reconciliation of Fund 001 contained an unexplained $11,995 adjustment in conjunction with the implementation of the Department’s new cash receipts system.  The Department’s June 30, 2005 reconciliation of Fund 001 included a $2,567 adjustment that could not be explained.  

In addition, the Department prepared reconciliations between Department records and the State Comptroller’s Monthly Cash Report (Report SB05) for Fund 251.  However, unexplained and unsupported adjustment amounts of $3,408 and $2,903 for FY04 and FY05, respectively, were noted.  In addition, the June 30, 2005 reconciliation included a $4,703 adjustment for prior year voided warrants, yet this amount does not trace to records produced by the State Comptroller.  The $329 difference noted between Department records and State Comptroller reports was not adequately explained or supported.  The Department must report any unreconcilable differences to the Comptroller’s Office so necessary corrective action can be taken to locate the differences and correct the accounting records.  

· The Department reported deposits-in-transit amounts of $36,195 and $22,680 as of June 30, 2005 and June 30, 2004 for Fund 001.  The Department also reported deposits-in-transit amounts of $4,850 and $13,150 as of June 30, 2005 and June 30, 2004 for Fund 357.  In addition, for Fund 251, the Department prepared three separate documents that included deposit-in-transit amounts.  However, the amounts provided of $60,200, $91,008, and $91,524 by the Department did not trace or agree to each other or other supporting documentation provided by the Department.  Department personnel provided auditors with handwritten records that did not include any underlying support which could be verified.  

· The auditors noted differences between the Agency Fee Imposition Reports and Report SB04 totaling $5,394 and $101,580 for FY05 and FY04, respectively.  
· The Department inappropriately used $708 of revenues from Fund 251 for office and library supplies and printing items.  

· The Department incorrectly deposited a $13 receipt into Fund 251.  The receipt was received for a penalty assessed against an employer and should have been deposited into the General Revenue Fund (Fund 001).  

Department personnel attributed the above items to oversight and personnel constraints in the accounting function, which limits the Department’s ability to investigate and reconcile all differences.  

Updated Response:
Implemented.  During the two-year audit, the Department changed to a new cash receipt system.  Monthly reconciliations are now performed and material differences are investigated.  The new cash receipt system provides accurate, detailed information needed for preparation of the annual fee imposition report.

4.  Establish and implement formal policies and procedures to ensure accounts receivable are reported in accordance with SAMS procedures.  Keep detailed records of all billings and the corresponding collections to facilitate proper reporting of accounts receivable activity.

Accepted or Implemented - continued
Findings:
As of June 30, 2003, the Department had gross receivables balances totaling $280,000 recorded in three funds.  However, the Department did not have documentation to support the transactions on reports submitted to the Comptroller’s Office during FY04 and FY05.  In addition, there does not exist an adequate method of tracking and monitoring complaints related to billings, or receivables, as the Department does not record them.  

Department personnel stated they did not feel the fees and penalties assessed by the Department fit the definition of accounts receivable.  In order to zero out the receivables balances that had been previously recorded, amounts were reported to gradually eliminate the balances during Fiscal Years 2004 and 2005.  

Updated Response:
Implemented.  The Department has established formal policies and procedures to record account receivables.  Proper detailed records are being maintained.
5.
Comply with the State Officers’ and Employees’ Money Disposition Act by depositing cash receipts in a timely manner.

Findings:
The Department did not deposit receipts timely.  The auditors noted 10 of 60 (17%) receipts tested, totaling $26,054, were deposited between 1 and 16 days late.  They also noted 1 of 60 (2%) receipts tested, totaling $897, was deposited 217 days late.  

Department personnel stated some of the delays were caused by sending the receipts and corresponding deposit slips through State mail.

Updated Response:
Implemented.  Copies of deposit requirement rules have been distributed to the Department’s two cash receipt/deposit preparers.
6.
Strengthen controls to ensure contractual agreements are properly completed and approved by agency officials prior to the performance of services by contractors and ensure late filing affidavits are filed timely when necessary.  

Findings:
The Department did not exercise adequate control over contractual agreements. The auditors noted the following:

· One of seven (14%) contractual agreements, totaling $14,200, where services began 316 days before the contract was approved and subsequently submitted to the State Comptroller’s Office.  In addition, the Department did not file a late filing affidavit for this instance.  

· One of seven (14%) contractual agreements, totaling $15,000, where the corresponding contract obligation document was not signed by an approved agency official or his designee.  

· One of seven (14%) contractual agreements, totaling $14,200, where the corresponding contract obligation document contained the incorrect contract number.    

Department personnel stated contracts were not approved timely due to administrative delay and the contract obligation document was not signed due to oversight.  

Updated Response:
Implemented.  The Department has been processing contracts as soon as they are received and prior to contractual work starting.
7.
Ensure all equipment is accurately and timely recorded on the Department’s property records and properly tagged.  In addition, we recommend the Department thoroughly review all reports prepared from internal records for accuracy before submission to the State Comptroller.  We further recommend the Department establish a proper segregation of duties for property control functions.  (Repeated-2003)
Findings:
The Department did not exercise adequate control over recording and reporting of State property.  The auditors noted the following weaknesses:

· Seven of eight (88%) Quarterly Reports of State Property (C-15s) submitted to the State Comptroller’s Office did not accurately reflect Department equipment transactions.  Additions during the last quarter of Fiscal Year 2005 were overstated by $23,899 and by $19,326 in Fiscal Year 2004.  The net effect of all C-15 errors is a $26,672 overstatement of equipment as of June 30, 2005.  

· The prior year auditors had determined equipment was overstated by $2,753 and the Department reported an adjustment on a C-15.  However, the Department did not make the corresponding adjustment on its inventory records.  

· The Department did not maintain an adequate segregation of duties with respect to property control.  The same employee maintained property records for the Department’s Chicago location and performed the physical property inventory for the Department’s Chicago location.  
· Equipment items purchased through the Federal Indoor Air Tools for Schools grant during Fiscal Years 2004 and 2005, totaling $11,649, were not tagged or recorded on the Department’s property inventory records.  In addition, the items were not included on the C-15’s submitted to the State Comptroller’s Office.    
Accepted or Implemented - continued
· Two of 25 (8%) equipment items, totaling $2,976, could not be located.  In addition, four of 25 (16%) equipment items, totaling $7,448, were not listed at the proper location on the Department’s inventory records.     

Department personnel stated the C-15 errors noted were due to oversight and personnel constraints in the fiscal department.  

Updated Response:
Implemented.  The Department now records all equipment upon receipt.  Also, the Department’s account technician thoroughly reviews all internal reports for accuracy.
8.
Limit expenditures from appropriated line items to the purpose for which they are appropriated. 

Findings:
During FY04 and FY05, the Department received lump sum appropriations of $146,000 and $198,300, respectively, for costs associated with conducting an annual study regarding the employment progress of women and minorities.  However, an interagency agreement, effective November 16, 2004, transferred the program to the Illinois Department of Employment Security.  The one Department of Labor employee assigned to carry out the functions of this program was to be transferred to the Department of Employment Security.  Finally, all books, records, documents and pending business and property pertaining to the administration of the program were to become the property of the Department of Employment Security.  No monies were to be transferred.

During the review of the annual study for the progress of women and minorities, the auditors noted the following improper uses of appropriated funds:

· Prior to the transfer of responsibilities and appropriation to the Illinois Department of Employment Securities, the Department paid the entire amount of three employees salaries and related costs from the appropriation designated for the progress of women and minorities study. Only one out of the three employees actually worked on the progress of women and minorities study on a full time basis.  Of the $202,173 paid, $100,404 were expenditures of Fiscal Year 2004 and $101,769 were expenditures of Fiscal Year 2005.

· In addition, the Department continued to spend $107,383 from this lump sum appropriation although the Department performed no further duties associated with this study after the transfer to the Department of Employment Security.  
Response:
The Department of Labor agrees.

9.
Implement procedures to ensure all vouchers are approved timely in accordance with the Illinois Administrative Code.  Develop and implement procedures to identify all vouchers not paid within 60 days to ensure the proper amount of interest is paid.    
Findings:
The Department did not exercise adequate controls over voucher processing.  The auditors noted the following:

· Nineteen of 101 (19%) vouchers tested, totaling $126,269, were approved for payment from 7 to 102 days late.  

· The Department did not pay vendor interest charges totaling $2,028 for 7 of 101 (7%) vouchers tested.  

Department personnel stated the vouchers were approved late due to administrative delays.  Department personnel also stated they were unaware of the requirements to pay interest to vendors when they were not paid timely.

Update Response:

Implemented.  The Department has developed procedures to assure timely approval of vouchers and to identify vouchers not paid within 60 days to ensure interest is paid.
10.
Comply with the Employee Handbook and the Illinois Administrative Code and perform evaluations timely for all employees.

Findings:
The Department did not perform annual performance evaluations for 15 of 19 (79%) employees tested during the examination period.  Four of these employees have not had an annual performance evaluation for the last two years.

Department personnel stated the performance evaluations were not conducted timely because of transitions within Department administration.

Updated Response:
Implemented.  The IL Department of Labor’s personnel section has sent a listing of each employee and related evaluation date to divisional managers.  Each manager was instructed to prepare evaluations on a timely basis.
11.
Comply with the Illinois Procurement Code requirements by ensuring all books, pamphlets, documents and reports published by or for the Department include the required information.

Findings:
None of the pamphlets printed by or for the Department during the examination period contained the requirements as listed in the Illinois Procurement Code.  More specifically, the pamphlets did not contain the following information:  “Printed by the authority of the State of Illinois,” the date of each publication, the number of copies printed, and the printing order number as required by the Illinois Procurement Code.  No pamphlets could be found that contained these requirements.

Accepted or Implemented - concluded
Department personnel stated they were unaware of the requirements of the Illinois Procurement Code regarding publications.

Updated Response:
Implemented.  Department management has sent instructions for printing requirements to employees who may order printing.
12.
Ensure an adequate segregation of duties in order to maintain effective internal control over the recordkeeping and accounting duties concerned with asset physical control over expenditures.  Furthermore, have the Director approve all reimbursement requests for the Department’s Fiscal Officer.  (Repeated-1999)
Findings:
The Department did not exercise adequate control over voucher approvals.  The auditors noted the following weaknesses:

· The Director of the Department did not sign all vouchers exceeding $1,000.  Seventeen of 25 (68%) vouchers selected for testing, totaling $82,213, did not include the Director’s original signature.  The Department’s Fiscal Officer, who has signature authority for the Director, stamped the Director’s signature on these vouchers exceeding $1,000.  The Department’s response to prior year finding 03-2 stated an adequate segregation of duties would be achieved by having the Director sign all voucher requests greater than $1,000.    

· The Department’s Fiscal Officer approved his own reimbursement requests for travel and commodities by stamping the Director’s signature on the reimbursement vouchers.  

Updated Response:
Implemented.  The Department has made every attempt to send vouchers greater than $1000 to the Director for signature.

13.
Amend policies to require all employees to maintain time sheets in compliance with State law. 
Findings:
The auditors noted the Department employees did not maintain time sheets in compliance with the law.  Employees are required to sign in upon arriving at work and sign out upon leaving work.  However, the time sheets do not document the time spent each day on official State business to the nearest quarter hour.

Department personnel stated they felt their sign-in sheet and use of the CMS payroll system were adequate methods of fulfilling the requirements of the Act.

Response:
Not Accepted.  In their memo dated January 13, 2004, the Governor’s Office issued two separate timesheet policies.  The first policy is for all agency employees.  The 
memo specifically states that the Department of Labor is in compliance with the timesheet policy pertaining to all employees because the Department uses the CMS’ Payroll System.  This timesheet policy does not require that the timesheet state that the time worked is for State business.

The second timesheet policy is for management employees only.  This policy requires that all management staff complete a timesheet that “records time on and off official State business.”  The Department has complied with this policy since its inception, and in fact utilizes the timesheet that the Governor’s Office issued in conjunction with this policy. These timesheets are maintained in the Department’s Springfield Office.
Updated Response:
Implemented.  The IL Department of Labor has been using the proper time reporting forms since they were distributed by the Governor’s Office on January 13, 2004.
Auditor Comment:
As noted in the finding, the State Officials and Employees Ethics Act requires “State employees to periodically submit time sheets documenting the time spent each day on official State business to the nearest quarter hour…” 5 ILCS 430/5-5(c).  The timekeeping system used by the Department requires employees to sign in and out each day and to report time away from State business, not the time spent each day on official State business.  Further, the CMS payroll system does not track time for salaried workers and, therefore, does not constitute a timekeeping system for all Department employees.  Finally, the memorandum from the Governor’s Office upon which the Department relies, states that it “is not a formal legal opinion…”  The auditors continue to believe that the current procedures followed by the Department do not meet the timesheet requirements of the Act.  If the Department disagrees, we further recommend the Department obtain a formal, written opinion from the Attorney General concerning this matter.   

Emergency Purchases

The Illinois Purchasing Act (30 ILCS 505/1) states, “The principle of competitive bidding and economical procurement practices shall be applicable to all purchases and contracts...” The law also recognizes that there will be emergency situations when it will be impossible to conduct bidding.  It provides a general exemption for emergencies “involving public health, public safety, or where immediate expenditure is necessary for repairs to State property in order to protect against further loss of or damage ... prevent or minimize serious disruption in State services or to insure the integrity of State records, or to avoid lapsing or loss of federal or donated funds.  The chief procurement officer may promulgate rules extending the circumstances by which a purchasing agency may make “quick purchases,” including but not limited to items available at a discount for a limited period of time.

State agencies are required to file an affidavit with the Auditor General for emergency procurements that are an exception to the competitive bidding requirements per the Illinois Purchasing Act.  The affidavit is to set forth the circumstance requiring the emergency purchase. The Commission receives quarterly reports of all emergency purchases from the Office of the Auditor General. The Legislative Audit Commission is directed to review the purchases and to comment on abuses of the exemption.

During FY04 and FY05, the Department did not file any affidavits for emergency purchases. 

Headquarters Designations

The State Finance Act requires all State agencies to make semiannual headquarters reports to the Legislative Audit Commission.  Each State agency is required to file reports of all of its officers and employees for whom official headquarters have been designated at any location other than that at which their official duties require them to spend the largest part of their working time.

The Department of Labor indicated as of July 2005, the Department had 35 employees assigned to locations other than official headquarters.    On January 1, 2003 there were 23 employees assigned to locations other than official headquarters.
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