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May 31, 2015 
 
 
To the Audit and Compliance Committee 
Cook County Health and Hospitals System 
Chicago, Illinois 
 
 
We are pleased to present this report related to our audit of the financial statements of the Cook County 
Health and Hospitals System of Illinois (CCHHS) for the year ended November 30, 2014. This report 
summarizes certain matters required by professional standards to be communicated to you in your 
oversight responsibility for CCHHS’s financial reporting process. 
 
This report is intended solely for the information and use of the Audit and Compliance Committee and is 
not intended to be and should not be used by anyone other than these specified parties. It will be our 
pleasure to respond to any questions you have about this report. We appreciate the opportunity to 
continue to be of service to CCHHS. 
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Required Communications 

Generally accepted auditing standards (AU-C 260, The Auditor’s Communication With Those Charged 
With Governance) require the auditor to promote effective two-way communication between the auditor 
and those charged with governance. Consistent with this requirement, the following summarizes our 
responsibilities regarding the financial statement audit as well as observations arising from our audit that 
are significant and relevant to your responsibility to oversee the financial reporting process. 
 

Area  Comments 
   

Our Responsibilities With 
Regard to the Financial 
Statement Audit 

 Our responsibilities under auditing standards generally accepted in 
the United States of America have been described to you in our 
arrangement letter dated May 22, 2015. Our audit of the financial 
statements does not relieve management or those charged with 
governance of their responsibilities which are also described in that 
letter. 

Overview of the Planned 
Scope and Timing of the 
Financial Statement Audit 

 We have issued a separate communication regarding the planned 
scope and timing of our audit and have discussed with you our 
identification of, and planned audit response to, significant risks of 
material misstatement.  

Accounting Policies and 
Practices 

 Preferability of Accounting Policies and Practices 
Under generally accepted accounting principles, in certain 
circumstances, management may select among alternative 
accounting practices. In our view, in such circumstances, 
management has selected the preferable accounting practice. 

  Adoption of, or Change in, Accounting Policies 
Management has the ultimate responsibility for the appropriateness of 
the accounting policies used by CCHHS. Following is a description of 
significant accounting policies or their application that were either 
initially selected or changed during the year as a result of the adoption 
of new accounting pronouncements:   

 GASB Statement No. 65, Items Previously Reported as 
Assets and Liabilities 

 GASB Statement No. 66, Technical Corrections - 2012 
 GASB Statement No. 70, Accounting and Financial Reporting 

for Nonexchange Financial Guarantees 
 

  Significant or Unusual Transactions 
We did not identify any significant or unusual transactions or 
significant accounting policies in controversial or emerging areas for 
which there is a lack of authoritative guidance or consensus. 

  Management’s Judgments and Accounting Estimates  
Summary information about the process used by management in 
formulating particularly sensitive accounting estimates and about our 
conclusions regarding the reasonableness of those estimates is in the 
attached Summary of Significant Accounting Estimates.  

Audit Adjustments  Audit adjustments proposed by us and recorded by CCHHS are 
shown on the attached Summary of Recorded Audit Adjustments. 
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Area  Comments 
   

Uncorrected Misstatements  Uncorrected misstatements are summarized in the attached Summary 
of Uncorrected Misstatements.  

Disagreements With 
Management 

 We encountered no disagreements with management over the 
application of significant accounting principles, the basis for 
management’s judgments on any significant matters, the scope of the 
audit, or significant disclosures to be included in the financial 
statements. 

Consultations With Other 
Accountants 

 We are not aware of any consultations management had with other 
accountants about accounting or auditing matters.  

Significant Issues 
Discussed With 
Management 

 No significant issues arising from the audit were discussed with or the 
subject of correspondence with management. 

Significant Difficulties 
Encountered in Performing 
the Audit 

 We did not encounter any significant difficulties in dealing with 
management during the audit.  

Significant Written 
Communication Between 
Management and Our Firm 

 A copy of the significant written communication between our firm and 
the management of CCHHS, the representation letter provided to us 
by management, is attached as Exhibit A. 
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Cook County Health and Hospitals System  
Summary of Significant Accounting Estimates 
Year Ended November 30, 2014 
 
Accounting estimates are an integral part of the preparation of financial statements and are based upon 
management’s current judgment. The process used by management encompasses their knowledge and 
experience about past and current events and certain assumptions about future events. You may wish to 
monitor throughout the year the process used to determine and record these accounting estimates. The 
following describes the significant accounting estimates reflected in the CCHHS’s November 30, 2014, 
financial statements. 
 

Estimate Accounting Policy 
Management’s 

Estimation Process 

Basis for Our 
Conclusions on 

Reasonableness of 
Estimate 

Allowance for 
Uncollectible Patient 
Accounts 

Accounts receivable are 
recorded at their 
estimated net realizable 
value. 

The allowance for 
uncollectible patient 
accounts is based on 
management's estimate 
of the collectability of 
identified receivables, 
based on the payor 
classification, as well as 
the aging of the patient 
accounts. 

Management 
determines the 
allowance for 
uncollectible patient 
accounts using 
allowance percentages 
based on historical 
collection experience 
and management’s 
judgment, applied to an 
aging of accounts by 
payor classification.  
Allowance percentages 
are developed based on 
actual collection 
experience and 
management’s 
understanding of 
changes in 
reimbursement.   

We tested underlying 
information supporting 
these allowances 
including the year-end 
aging reports and 
collection experience.   

We also performed a 
hindsight test of the 
November 30, 2013 
allowance for 
uncollectible accounts 
using subsequent 
collection experience, 
which indicated that the 
November 30, 2013 
allowance was 
reasonable. 

Based on the testing 
performed, the 
November 30, 2014 
allowance appears 
reasonable. 
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Estimate Accounting Policy 
Management’s 

Estimation Process 

Basis for Our 
Conclusions on 

Reasonableness of 
Estimate 

Third-Party 
Settlements 
Receivable and 
Payable 

Net patient service 
revenue is reported at 
estimated realizable 
amounts from patients, 
third-party payors, and 
others for services 
rendered. Retroactive 
adjustments under 
reimbursement 
agreements with third-
party payors are 
considered in the 
recognition of revenue 
on an estimated basis in 
the period the related 
services are rendered 
and are adjusted in 
future periods as final 
settlements are 
determined. 

The settlements due 
from/to third-party 
payors (primarily 
Medicare) are based on 
management’s estimate 
of amounts due from/to 
Medicare and due to 
Blue Cross relating to 
cost report filings and 
the Blue Cross HMO 
and PPO agreements, 
as well as exposure to 
repayments associated 
with Recovery Audit 
Contractor (RAC) and 
other third-party payor 
audits. 

Management calculates 
third-party settlements 
receivable and payable 
based on estimated, 
filed and settled 
Medicare and Blue 
Cross cost reports.  
Management also relies 
on experience reporting 
data received from the 
Medicare fiscal 
intermediary and Blue 
Cross.  The settlement 
accounts include 
provisions for audit 
adjustments and 
unforeseen issues that 
may arise from future 
audits.  At 
November 30, 2014, 
CCHHS has recorded a 
specific reserve for 
Medicare RAC audit 
exposure. 

With the assistance of a 
McGladrey 
reimbursement 
specialist, we tested 
management’s third-
party account roll-
forward analysis and 
supporting schedules by 
performing analytical 
and substantive tests of 
these schedules and 
third-party account 
balances on a sample 
basis. In addition, we 
read correspondence 
received during the year 
from the Medicare fiscal 
intermediary.  We also 
reviewed the Blue Cross 
managed care 
settlement and Uniform 
Payment Program 
(UPP) accounts. Based 
on the testing 
performed, the third-
party settlement 
methodology and RAC 
audit exposure estimate 
appear appropriate and 
reasonable.   
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Estimate Accounting Policy 
Management’s 

Estimation Process 

Basis for Our 
Conclusions on 

Reasonableness of 
Estimate 

Depreciation CCHHS depreciates its 
capital assets over their 
estimated useful lives 
on a straight-line 
method, with one-half 
year’s depreciation 
taken in the year of 
acquisition.  Stroger 
Hospital’s capital assets 
acquired prior to 2008 
are depreciated using a 
150% declining balance 
method. 

CCHHS establishes 
estimated useful lives of 
individual assets based 
on their expected life 
and use. 

Based on the testing 
performed, the process 
used by CCHHS to 
determine the estimated 
useful lives and 
depreciate its capital 
assets is appropriate. 

Reserve for Tax 
Objection Suits 

An estimate is prepared 
by Cook County 
management based on 
historical trend data, by 
refund type, by tax year. 

Based on historic refund 
activity, the County 
takes the average of 10 
years of refund activity 
starting with the second 
prior year's levy (in 
FY2014, 2012 would be 
the second prior year) 
then the 9 consecutive 
prior years’ activity.  
This method is applied 
to both A or Z refunds 
and Specific Objection 
Refunds.  Illegal rate 
refunds involve the 
court system and can 
take several years to be 
settled.  To estimate the 
future Illegal rate 
refunds liability, the 
County takes the 
average of the past 10 
years starting with the 
most recent year of 
known activity.  The 
respective 10 year 
average is then used to 
determine each year’s 
liability where the 
refunds have not been 
completed.  
Management 
reevaluates this 
estimation process each 
year. 

The County audit team 
reviewed the historical 
tax collection and refund 
activity and recalculated 
the estimate and found 
it to be reasonable. 
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Estimate Accounting Policy 
Management’s 

Estimation Process 

Basis for Our 
Conclusions on 

Reasonableness of 
Estimate 

Claims Payable – 
CountyCare 

CCHHS records an 
estimate of amounts 
payable to providers 
outside of CCHHS for 
services provided to 
CountyCare members. 
This estimate reflects 
the projected ultimate 
cost of services incurred 
but not paid, net of 
expected stop-loss 
insurance recoveries. 

Management engaged 
Milliman, an 
independent actuarial 
firm, to assist 
management in 
estimating the 
CountyCare claims 
payable.  The actuary 
used historical claims 
data, including claims 
paid between 
November 30, 2014 and 
January 31, 2015, to 
estimate the liability as 
of November 30, 2014.  

We obtained the report 
prepared by the 
independent actuary 
and performed 
analytical and 
substantive tests of the 
underlying data used by 
the actuary in its 
valuation.  With the 
assistance of a 
McGladrey actuarial 
specialist, we assessed 
the reasonableness of 
actuarial assumptions 
and methods used.   

Reserve for 
Repayment to State of 
Illinois under 
Demonstration Project 

CCHHS provides an 
accrual for estimated 
amounts due the State 
of Illinois should 
CCHHS receive 
reimbursement in 
excess of costs of the 
CountyCare program, 
as defined, during the 
period covered by the 
demonstration project. 

Management estimates 
the reserve by 
computing an estimate 
of the PMPM amounts 
expended during the 
reporting period and 
comparing this estimate 
to the amount of PMPM 
reimbursement 
received. The excess of 
PMPM reimbursement 
received over PMPM 
cost is multiplied by the 
member months 
recognized for the 
period covered by the 
demonstration project to 
estimate the repayment 
obligation. 

We tested the 
schedules and 
underlying data used to 
compute the estimate.  
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Cook County Health and Hospitals System  
Summary of Recorded Audit Adjustments 
Year Ended November 30, 2014 
 
 

Description Assets Liabilities Net Position Revenue Expenses

To reduce amount recorded as inventory (562,379)  $       -$                (562,379)  $       -$                  562,379  $        

(562,379)  $       -$                -$                  562,379  $        

Effect on change in net position (562,379)           
Effect on ending net position (562,379)  $       

Increase (Decrease)
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Cook County Health and Hospitals System  
Summary of Uncorrected Misstatements 
Year Ended November 30, 2014 
 
During the course of our audit, we accumulated uncorrected misstatements that were determined by 
management to be immaterial, both individually and in the aggregate, to the financial position, results of 
operations, and cash flows and to the related financial statement disclosures. Following is a summary of 
those differences. 
 

Description Assets Liabilities Net Position Revenue Expenses

Carryover impact from prior years: -$                   -$                    (3,112,590)  $     -$                  (3,112,590)  $    

Current year misstatements:

Overstatement of CBA Retro-Accrual Liability -                     (4,800,000)           -                     -                    (4,800,000)        

Overstatement of Property Taxes (2,495,106)         -                      -                     (2,495,106)        -                    

(2,495,106)  $     (4,800,000)  $       (2,495,106)  $    (7,912,590)  $    

Effect on change in net position 5,417,484           
Effect on ending net position 2,304,894  $       

Increase (Decrease)
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