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State Auditor Mary Mosiman today released a letter responding to questions relating to the 

closing of the State of Iowa’s books for the year ended June 30, 2017.  The questions were 

submitted to Auditor Mosiman by State Representative Chris Hall. 

The specific questions asked by Representative Hall and Auditor Mosiman’s responses are 

listed in the sections 1-5 of this letter.  Many of the questions are answered or addressed in 

the audit of the State of Iowa’s Comprehensive Annual Financial Report (CAFR) which was 

dated December 14, 2017 and is available on the Auditor of State’s web site at 

https://auditor.iowa.gov/reports/1860-8990-B000.  

A copy of Auditor Mosiman’s response letter and Representative Hall’s request letter  

are available in the Office of Auditor of State and on the Auditor of State’s web site at 

https://auditor.iowa.gov/reports/1860-8990-B0P4. 
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January 5, 2018 

To the Governor and Members of the General Assembly: 

In conjunction with our audit of the State of Iowa’s Comprehensive Annual Financial Report 
(CAFR) for the year ended June 30, 2017 in accordance with Chapter 11.6 of the Code of Iowa, 
and at the request of State Representative Chris Hall, we have answered questions relating to the 
closing of the State’s books for the year ended June 30, 2017. 

The specific questions asked by Representative Hall and our responses are included in sections 1 
through 5 of this letter.  Many of the questions are answered or addressed in the audit of the 
State’s CAFR for the year ended June 30, 2017.  Where applicable, references to the CAFR are 
included. 

Consistent with prior years, and as reported on pages 61 and 139 of the CAFR for the year ended 
June 30, 2017, the financial statements are reported in accordance with U.S. generally accepted 
accounting principles (GAAP) while the Budgetary Comparison Schedule – General Fund is 
reported on a modified cash basis. 

The Budgetary Comparison Schedule – General Fund, pages 136 and 137 of the CAFR, represents 
the financial activity reported on the Integrated Information for Iowa (I/3) system through August 
31, 2017.  Page 138 of the CAFR includes a reconciliation of the General Fund budgetary/legal 
fund balance with the General Fund GAAP basis fund balance. 

Question 1: 

“When the 2017 fiscal year ended on June 30, the non-partisan Legislative Services Agency 
(LSA) said the budget was short $104.4 million.  How was the number reduced by the Iowa 
Department of Management to borrowing just $13 million to close the State’s books?” 

Response: 

The fiscal year 2017 revenue estimate is based on an increase in revenue of 2.8% or $190.2 
million, compared to actual fiscal year 2016 total net receipts.  

The $104.4 million referenced in the question above is computed as follows: 

6,776.7$ 2016 Actual Total General Fund Cash Receipts
x 2.8% Increased by expected growth rate

6,966.4$ 2017 Estimated General Fund Cash Receipts
6,862.0   2017 Actual General Fund Cash Receipts

104.4$    Difference between the 2017 estimated and actual cash receipts

  Source:  Legislative Services Agency Monthly Revenue Memo dated July 3, 2017
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The $104.4 million shortfall cited by LSA in July 2017 was an estimate for tax revenues only. 

Tax revenues, otherwise known as appropriated revenues, are one major component of the 
General Fund budget.  The budget also includes two other major components:  receipts credited to 
appropriations and expenditures.  All three components are reported on pages 136 and 137 of the 
State of Iowa CAFR for the year ended June 30, 2017 and summarized below. 

Total Appropriated Revenue 7,245,157$   *
Total Receipts Credited to Appropriations 4,873,570      

Total Revenue Available 12,118,727   
Total Expenditures (12,069,380)   
Other Financing Uses (62,385)          

Revenues and Transfers Available Under Expenditures (13,038)$        

* net of the State Economic Emergency fund transfer, school infrastructure transfer and refunds
  of taxes collected

Actual Fiscal Year 2017 Activity - 
Modified Cash Basis

(in thousands)

 
The $13.038 million deficit was eliminated with the transfer of $13.0 million from the State 
Economic Emergency Fund to the State General Fund.   

We reviewed the transfer of $13.0 million from the State Economic Emergency Fund to the State 
General Fund during our audit procedures.  We also reviewed the applicable sections of the Iowa 
Code, specifically Iowa Code section 8.55, and information provided by State officials.   

Iowa Code section 8.55(3)(c)(1) reads as follows: 

The revenue estimating conference estimate of general fund receipts made during the 
last quarter of the fiscal year was or the actual fiscal year receipts and accruals were 
at least one-half of one percent less than the comparable estimate made during the 
third quarter of the fiscal year.   

The Official Proclamation #4100.115, which authorized the $13.0 million transfer, provided the 
following calculation: 

REC Estimate of December 2016 7.212$   billion
REC Estimate of March 2017 7.106     billion
Difference 106$      million
Percentage 1.5%

 
While the Court will determine the disposition of the recently filed case challenging the legality of 
the transfer, our opinion on the State of Iowa CAFR for the year ended June 30, 2017 was not 
modified.  This is consistent with our unqualified (unmodified) opinion on the financial statements 
for the year ended June 30, 2003 when the General Fund budget was exceeded by $45.8 million. 
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Question 2: 

“Since thousands of Iowans had their refunds delayed earlier this year because the state 
didn’t have money to pay them, how many refunds for tax year 2016 still need to be paid by 
the Iowa Department of Revenue and what is the total dollar amount?” 

Response: 

The State’s longstanding policy has been to include tax revenues received by August 31st, 
following the June 30th year end and tax refunds paid by August 31st in the actual net accruals 
(CAFR page 65).  As in prior years, there are always additional taxes collected and tax refunds 
paid after August 31st because, for example, the final deadline for filing for most extended Iowa 
individual income tax returns is October 31st. Tax years are generally open (subject to 
modification) for 3 years after filing.  Amended returns and other adjustments may be made to 
returns throughout the 3 year open period. 

To account for the tax collections and refunds after August 31st, each year, the Iowa Department 
of Revenue provides historically derived collection and refund percentages to the Department of 
Administrative Services – State Accounting Enterprise (DAS-SAE) GAAP Team, who prepares the 
CAFR.  The DAS-SAE GAAP Team applies the percentages to the preceding 3 open years of 
individual income, corporate income and sales/use tax.   

The estimated net tax receivable or payable amounts calculated by the DAS-SAE GAAP Team are 
then recorded in the financial statements.  The net refund amount estimated to be paid and 
recorded in the 2017 financial statements was $11,190,450 as compared to the net refund 
amount estimated to be paid of $8,687,336 recorded in the 2016 financial statements.  The 
process used to calculate the estimated net tax receivable or payable amounts for fiscal year 2017 
was consistent with the process used in prior years. 

According to information provided by the Iowa Department of Revenue, the average time to 
process individual income tax returns from the postmark (submission) date of the tax return to 
the date the refund was issued increased from 16.68 days in 2016 to 38.23 days in 2017.  
According to the Department, the longer time frame reflects a change in goals at the Department 
from fast refunds to protecting taxpayers and the State of Iowa from fraudulent refund claims.   

Iowa Code section 422.25(3) requires the Department to pay interest on individual tax refunds if 
the refund is not issued within a certain period of time.  Interest begins accruing the first day of 
the second calendar month after the payment date or the return due date, whichever is later.  The 
amount of interest paid on individual income tax refunds issued during the year by the 
Department increased from approximately $1.35 million through November 30, 2016 to $1.59 
million through November 30, 2017.  However, the Department’s data indicates this was not a 
result of higher interest paid on current year refunds – interest paid on current year refunds 
dropped from $0.3 million paid on 2015 returns filed in 2016 to $0.2 million paid on 2016 returns 
filed in 2017.  Rather, the higher interest paid was due to a jump in interest owed on amended 
returns - interest paid on amended returns increased from $1.0 million paid on 2014 and earlier 
returns for refunds issued in 2016 to $1.4 million paid on 2015 and earlier returns for refunds 
issued in 2017. 

According to information provided by the Iowa Department of Revenue, 1,100,712 individual 
income tax refunds totaling $778,641,603 were issued during the period from January 1, 2017 to 
December 18, 2017 as compared to 1,097,624 refunds issued totaling $765,772,624 during the 
period from January 1, 2016 to December 31, 2016.  

As of December 18, 2017, 467 individual income tax returns with requested refunds totaling 
$698,616 were in review status.  Refunds are issued after the review process is complete and may 
be changed from the original request.  Of the 467 returns with pending refunds, 433 were received 
after August 31, 2017. 
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According to information provided by the Iowa Department of Revenue, 3,181 corporate income 
tax refunds totaling $107,267,753 were issued during the period from January 1, 2017 to 
December 18, 2017 as compared to 3,947 refunds issued totaling $135,974,773 during the period 
from January 1, 2016 to December 31, 2016.  The number of corporate refunds decreased 
because fewer amended corporate tax returns were received in 2017 than 2016.  Also, 
corporations are more likely to fluctuate between receiving refunds and paying additional taxes 
than individuals. 

As of December 18, 2017, 130 corporate income tax returns with requested refunds totaling 
$22,167,720 were in review status.  Refunds are issued after the review process is complete and 
may be changed from the original request.  Of the 130 returns with pending refunds, 128 were 
received after August 31, 2017. 

Question 3: 

“The Legislature appropriated $1.622 billion for Medicaid in FY17.  The Managed Care 
Organizations (MCO’s) reported millions in losses last year and still have not agreed to 
capitation rates for FY18.  What is the final dollar amount spent on Medicaid in FY17?  
Have all payments for FY17 services been paid by the Iowa Department of Human Services 
to the MCO’s?  If not, how many payments have been delayed and must be paid out of the 
FY18 budget?  Is there an ongoing reconciliation process for any Medicaid invoices from 
FY17?” 

Response: 

The Iowa Department of Human Services (Department) is appropriated funds and receives Federal 
support for various services related to Medicaid other than medical assistance.  This response 
focuses on the medical assistance portion of Medicaid. 

For the year ended June 30, 2017, the Medical Assistance (Medicaid) program expenditures 
totaled $4,685,878,167 according to the Iowa Department of Human Services and verified by 
audit.  Of this amount, $1,226,576,238 or 26.2% was funded by the State General Fund, and 
$2,574,543,430 or 54.9% was funded by the Federal government.  The remaining $884,758,499 
was funded through various other sources including $470 million from drug rebates, $221 million 
from cigarette tax and other receipts designated for the Medicaid program. 

The Medicaid managed care system, IA Health Link program, is administered through contracts 
with Managed Care Organizations (MCOs).  The MCOs are paid a capitation rate, by the 10th of 
each month, similar to an insurance premium based on the number of members enrolled in the 
plan.  For example, the June 2017 payment to the MCOs covers the members enrolled on the 
MCO plan during the month of June 2017.  There are approximately 553,000 Medicaid members 
covered by the MCOs. 

In addition, an average of approximately 43,000 Medicaid members are covered under the fee-for–
service (FFS) program each month.  (This average does not include the previous AmeriHealth 
members temporarily moved to the FFS program effective December 1, 2017, when AmeriHealth 
exited the IA Health Link program.)  The services for these members are paid on a FFS basis.  As 
Medicaid services are provided for these members, the providers bill the Iowa Department of 
Human Services, Iowa Medicaid Enterprise (IME) directly.  Under the FFS program, providers are 
reimbursed after claims have been submitted to IME.  Providers have up to twelve months to 
submit claims to IME for reimbursement.  As a result, there are services which have been 
provided as of June 30, 2017 for which IME has not received an invoice or paid the claim.   

Each year the Department estimates the cost of services which have been provided to FFS 
members by June 30th for which IME has not received a provider claim for payment.  For the year 
ended June 30, 2017, the Department estimated there were approximately $39.9 million of FFS 
claims which had not yet been submitted for payment.  This process is consistent with prior 
years. 
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Initial capitation rates for the IA Health Link program were set in July 2015.  The base data used 
for rate setting was state fiscal year 2014 (SFY14) data: July 1, 2013 through June 30, 2014.  As 
part of the Department’s budget process as well as the capitation rate setting process, the 
Department asked its actuarial contractor to review the emerging trends in most recent data 
compared to the assumptions utilized in the IA Health Link capitation rates.  The FFS experience 
data through March 31, 2016 was compared to the SFY14 base data utilized in developing the 
initial IA Health Link capitation rate.  This review resulted in what is generally referred to as the 
“emerging trends adjustment.”  As a result of this adjustment, the Department calculated an 
estimated $379.8 million liability due to the MCOs for the period April 1, 2016 through June 30, 
2017.  This adjustment could not be paid to the MCOs until approval was received from the U.S 
Department of Health and Human Service, Centers for Medicare and Medicaid Services (CMS).   
The rate adjustment is the result of the State of Iowa transitioning to a managed care system. 

Section 9010 of the Patient Protection and Affordable Care Act (ACA) imposes a fee on each 
covered entity engaged in the business of providing health insurance.  The MCOs contracted 
under the Medical Assistance program must pay this fee (health insurance fee or HIF) by 
September 30th and the Department must reimburse this expense.  In recent years, the 
Department has chosen to pay this amount after the MCO’s liability is determined and paid to the 
Internal Revenue Service (IRS).  At the end of fiscal year 2017, the Department estimated the 
liability for the September 2017 HIF payment to be approximately $20.0 million.   These payments 
are related to Meridian and Magellan contracts.  Including this liability is consistent with prior 
years.   

The Department withholds a portion of each MCO’s monthly capitation payment to be paid to the 
MCOs if certain performance requirements are met.  The Department has withheld approximately 
$95.7 million from the MCOs monthly capitation payments, which includes approximately $18.7 
million withheld during fiscal year 2016, the first year of managed care.  At June 30, 2017, the 
Department expects to pay approximately 50%, or an estimated $47.9 million of the amount 
withheld to the MCOs based on actual performance.  This performance payment will be made to 
the MCOs during fiscal year 2018.  

The Medicaid drug rebate program offsets the cost of certain outpatient prescription drugs 
dispensed to Medicaid patients.  The rebates are paid by drug manufacturers on a quarterly basis.  
For the year ended June 30, 2017, the Department has estimated an additional $108.9 million to 
be received from drug manufacturers of which $76.1 million will be returned to the Federal 
government.  This is consistent with prior years. 

The estimated amounts due for FFS claims not submitted to IME by June 30th of $39.9 million, 
the emerging trends adjustment for the MCOs of an estimated $379.8 million, the estimated 
health insurance fee of $20.0 million, the estimated withholdings for performance measures to be 
paid to the MCOs of $47.9 million and the estimated federal share owed on drug rebates collected 
of approximately $76.1 million total $563.7 million. 

However, the estimated costs of $563.7 million noted above will be paid from approximately 
$369.4 million due from the Federal government for the Federal share of the Medicaid costs and 
approximately $108.9 million from drug manufacturers for Medicaid drug rebates.  The estimated 
remaining liability of the Medicaid program to the State is approximately $85.4 million.  For the 
year ended June 30, 2017, the Department carried forward $99.5 million of its Medicaid 
appropriation to fiscal year 2018 which will be used to pay the remaining state share of Medicaid 
costs.   

The estimated Medicaid costs of $563.7 million are included in the $599.2 million of accounts 
payable on page 138 of the CAFR.  The estimated $478.3 million of Federal support and receipts 
from drug manufacturers is included in the $657.9 million of accounts receivable on page 138 of 
the CAFR.  The $99.5 million carry forward of Medicaid appropriation is included in the $115.2 
million unexpended appropriations on page 137 of the CAFR.  The unexpended appropriation of 
$115.2 is not available to balance the 2017 General Fund budget and as a result is deducted from 
net available revenues.  
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In accordance with the Department of Administrative Services – State Accounting Enterprise’s 
(DAS-SAE) policy for year-end procedures, claims must be processed by the States accounting 
system, I/3, by August 31st.  Except for correcting documents, Departments cannot record activity 
on the I/3 system after August 31st  for the closed fiscal year.   The Budgetary Comparison 
Schedule – General Fund, pages 136 and 137 of the CAFR, represents the financial activity 
reported on the I/3 system through August 31, 2017.   The financial activity not reported in the 
I/3 system either due to amounts being an estimate or due to the timing of the transaction, is 
reported to the DAS-SAE GAAP Team for inclusion in the GAAP basis financial statements.  
Consistent with prior years, the estimated total liabilities of $563.7 million and the estimated 
receivables of $369.4 million from the Federal government and $108.9 million from drug 
manufacturers for the Iowa Department of Human Services activity were not recorded on the I/3 
system due to the amounts identified either being an estimate or due to the timing of the 
transactions.  As a result, these transactions were not charged to or credited to the modified cash 
basis budget.  However, these amounts were reported in the June 30, 2017 CAFR and are 
included in the Budget to GAAP Reconciliation on page 138 of the CAFR.   

Question 4: 

“What other invoices from FY17 have not been paid to date?  What is the total amount of 
the FY17 invoices that will have to be paid in the FY18 budget?” 

Response: 

Consistent with prior years, although the following items, along with others, have been included 
in the GAAP basis financial statements, they are not included in the I/3 system and accordingly 
are not included in the Budgetary Comparison Schedule – General Fund, on pages 136 and 137 of 
the CAFR.  However, these liabilities are included in the Budget to GAAP Reconciliation on page 
138 of the CAFR. 

• Approximately $2.5 million of accounts payable 
• Estimated net tax refunds of $11.2 million 
• Estimated drug rebates of $76.1 million 
• Estimated Medicaid expenditures of  $487.6 million 

These liabilities will be offset, in part, by the following receipts and unexpended appropriations. 

• Estimated $369.4 million from the Federal government 
• Estimated $108.9 million from drug manufacturers 
• Unexpended appropriations of $115.2 million 

In addition, the State Appeal Board approves or rejects claims against the State and State 
employees which includes both general claims and tort claims.  General claims include outdated 
warrants, invoices and various refunds, and tort claims involve property and personal injury.  As 
of December 20, 2017, the State has approved approximately $300,000 of general claims and has 
pending claims of approximately $100,000, some of which relate to the year ended June 30, 2017.   
In addition, the State Appeal Board has paid approximately $10,000 of tort claims and approved 
an additional $5,000 for payment, some of which relate to the year ended June 30, 2017. 

We have performed the audit of the CAFR in accordance with generally accepted auditing 
standards.  Our normal audit procedures consistently include detailed tests of transactions and 
analytical procedures to determine expenditures have been reported in the proper fiscal year.  For 
the year ended June 30, 2017, these procedures were expanded to provide additional assurance 
material transactions were reported in the proper fiscal year. 
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Question 5: 

“The REC estimated the State’s net accruals in March would be $29.1 this year.  Over the 
last four years, accruals have ranged from -$16.2 million to a $19.6 million.  To close the 
books this year, the State is now reporting $73.5 million in accruals, which is the highest 
number in the last decade.  Why is that number so high over the estimate?  Can you 
recommend changes to the process the Executive Branch uses to close out a fiscal year to 
improve predictability?” 

Response: 

We have verified the most significant changes in the actual net accruals occurred in personal 
income tax withholdings, sales/use tax and corporate income tax, as follows: 

The 2017 net accruals for personal income tax withholdings increased $40.6 
million over 2016. 

The 2017 net accruals for sales tax increased $10.0 million over 2016. 

The 2017 net accruals for use tax increased $9.0 million over 2016. 

The 2017 net accruals for corporate income tax increased $15.5 million over 2016. 

Accruals fluctuate from year to year for various reasons.  The Department of Revenue has 
provided a memo dated September 14, 2017, with comprehensive information explaining the 
various changes in net accruals between fiscal year 2016 and 2017.  A copy of the memo is 
attached.  We examined end-of-year activity and found no evidence of irregularities in the fiscal 
year 2017 accruals. 

Potential changes to consider: 

Iowa Code section 8.54 provides that the State General Fund expenditure limitation for a fiscal 
year shall be 99% of the adjusted revenue estimate (95% of new revenues as defined in that 
section).  With the creation of funds such as the Health Care Trust Fund and various “other 
funds”, tax revenues and their corresponding expenditures have been shifted from the General 
Fund to these “other funds”.  The 99% spending limitation currently impacts the General Fund 
only.  If the cushion of 1% of the adjusted revenue estimate is not sufficient to cover the volatility 
of revenue fluctuations, the State General Fund expenditure limitation for a fiscal year could be 
reduced to 98.5% or 98% of the adjusted revenue estimate.  

Another potential change to consider would be to institute changes to the tax credit process.  The 
state should also ensure all requirements of tax credit programs are adhered to by the recipients.  
As detailed in various Auditor of State reports previously released, the State of Iowa can make 
improvements with the administration of various tax credit programs. Recommendations include: 

• Ensure each tax credit program has developed a method to calculate return on 
investment (ROI) on an annual basis and the method is verifiable and documentation 
is required to be submitted to the State. 

• Verify tax credit annual report information is accurate and in compliance with the 
requirements of the tax credit programs. 

• Increase efforts to ensure businesses are complying with the requirements of the tax 
credit programs, including monitoring and reporting. 

• Consider making all tax credits non-refundable or refundable only up to the amount 
of the tax liability. Currently the State does not know how many tax credits will be 
applied to taxes of a given year.  When tax credits are applied, the amount of tax 
revenue remitted is reduced which can impact cash flow significantly.   
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• Legislation for tax credit programs should include measurable benchmarks. 

• Require the administering departments to verify tax credits claimed. 

Finally, notwithstanding the decision of the Court, the General Assembly should clarify the 
language in Iowa Code section 8.55(3)(c)(1). 

Should you have any questions concerning the above matters, we shall be pleased to discuss 
them at your convenience. 
 

        Mary Mosiman, CPA 
            Auditor of State 
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