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ABSTRACT N
: ‘A study was conducted to-determine how well Illinois'

38 community college districts satisfied the needs of board members,

creditors, investors, and tax payers for financial information. A -

list of 38 financial reporting requirements was developed from the

requiremients of the Illinois Community College Board (ICCB) and

< guidelines from the Audits of Staté and Local Government .Units,
Audits of Colleges and Universities, College and University Business :
Administration, and National Council on Government Accounting, These
requirements were compared with copies of Fiscal Year 1983 audit
reports from 'the 38 districtsi The study found: (1) total compliancé
among the colleges was found for the requirements related to
assessment of the fairness of financial statements, unqualified
opinion on the auditor's scope, inclusion of three mandatory
financial statements, inclusion of the basis of accounting, the use
of fund accounting, the inclusion of a schedule or note on long-term
debt, and the avoidance of recording depreciation as an expense; (2)
there was a significant lack of compliance with certain of the ICCB
requirements (e.qg., audit,confir tion of all ICCB grants and audit
deadlines); and (3) none of the distficts made any attempt to measure :
their efficiency. (EJV) * :
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BACKGROUND . S .

-

The finanéial repofggng practices employed by the thirty-eight , -

Illin&ié Publie Coimunity College Districts vary from district ‘to district,

' often standing in sharp contrast to one another. Some districts adhere to

the standards pras;cribe‘&'by the AICPA industry audit guide Adudiés of Colleges

and Universities and endorsed by NACUBO (College and University Business
L 4 ]

Administration); others follow the guidelines of the industry audit guide

Audits of State and Local Governmental Units and the NCGA; still others

combine selected requirements of both industry audit guides, -

-

= N

The result is & lack of uniformity among the reports of the various

districts—-and often between the reports of the same district from one

.
-

fiscal year to th~ next (when auditing f;Fms are rotated, as is the
practice in many districts). The~kide variety of reporting practices is
confusingl.not to mention anmoying,“%o certain, interest groups who must

read and digest the reports as a necessaxry step in their decision~making

- L
processes: \ _ . * .
L

4 L4
. -
’ x

1. Locally-elected board members--who must use the reports
~N
in evaluating management's performance.

, *2) Creditors and potential investors—-~who must evaluate

-

the risk involved in possible investment. .

]

3, Investors--who must make continuing assessments of the

- )
h safety of the investment, once it is made.

4, Taxpayers--who, predictably enough, want to determine T

whether their tax dollars are spent wisely.

-




HISTORY ' ‘ i . .

.

g

L ‘ '
T Illinois Public Community Colleges receive their power to operate

from the Illinois Public Community College Act, which gives the authority . .
s .

to regﬁ&ate the community college distticts to the Illinois Community College

Board (ICEB). "In 1966 the ICCB assembled a committee of chief finance - .

.

i - .
officers for the purpose of drafting a uniform accounting manual to assist
5 the colleges in developing their internal accounting and external financial

B reporting formats. , The committee prepared a tentative draft that was used

until the fall of 1965; at which time the draft was expanded from a mere

-

accounting manual into a reference manual encompassing all financial areas.

*

Since 1970, the manual has been reviewed annually and refined when necessary.

| The reference manual, however, only suggests a financial reporting
format--and requires only that eleven specific items be inclﬁded in the -
audit report. Thus the districts have considerable latitude in deciding .

. 8 .
what information they will present, and in what format they will present

it. The 4inevitable result is that scme reports employ the ASLGU format

- (because of the district's ability to levy property taxes).while others

3

¥
PROCEDURE, ' o ,

-
»

fn an attempt to determine how well the thirty-eight community college
districts satisfied the needs of the various user groups, a list! of thirty

financial reporting requirements was compileg--using both ihdustry audit

adhere strictly to the ACU format.

3 N
guides (ASLGU and ACU), CUBA and the Illinois Community College Board re-* .
quirement:s (Appeﬂdtr A). These reporting requirements leaned very heavily .
‘ | [ A ¢ .
) . : -
-2 .
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. toward_the forrat required by ACU; special consideration, however,'nas

’

given to the district's ability to levy property taxes and the need for

t
a

tﬁe'épecial handling of open encntrances at year-end. .

»
F LI

’ ’ ! Copies of the F11983 audit reports \prepared by independent CPA firms
apd filed with the ICCB) were then obtained and used to determine How well
the thirty financial reporting raquirements were satisfied. .s expected,

‘ rhe\findinés varied from total compliance to virtually-total negleer of\
cowpliance. - ' .

1) -

. THE RESULTS , : - .

»

A \ The key findings from the study indicate&'a.totil lack of ccompliance
in some areas., Of particular significance is the 1ack of compliance
with ICCB requirements, which are required by law and mmst be included in .
each report. Findings are detailed in the tables below, along with the

current disclpsuré requirements and the percentage of community college

districts not complying with the requirements. >Total compliance was found

. for the following requirements:

t

1. An opinion on the fairness of the financial statements.
2, An unqualified opinion on the auditor's scope.

“ 4 [
3. The inclusion of the three mgndatory financial statements.

4.° The inclusion of the basis of accounting,
LT
‘5. The use of fund aceeuntingf

»

6. The inclusion of 'z schedule or note on long-term debt.

N - + f‘,
7. The avoidance of recording depreciation as an expense.
' .
' i
. -3




« Table 1

LEY

ACU Requirement

- B ~ b \ a .
* Pension Disclosure

Pevcent of Community College
Curyent Requiwements: Districts Not Complying

DLchosure of any excess ‘ o
acmmZZy-computed value of ) a

vegted benefite over'the.-total
assets of the penswn fund and <
net ‘balance sheét peﬁiwn ‘
aceruals

Disclosure of accouni:zng
polwzes used ’

. Diaclosure of fzmdmg
polictes used "
Disclosure of the current
period's provzswns for pension . .
_osts < : 97%

: ¢
rd

As Table 1 indicates, virtually nome of“the. community college districts
i..nc]:uded_in the st‘udy disclosed any of the required information relating to ’
pen's:_Lo'ns. Illinois public com&xunity college ‘districts do not operate th‘ei'.r
own pension funds; a1l ‘belang to the Statc; U-niVersity Retirement Systen, .
'which is co{nprised of all segments of higher ;acfucatioﬁ in the sta‘té. . The
fetirement system was establis‘hed by the State ;f Illinois-and operates I
with men_xbership required for all employees. ﬁembers contribute 8% of gross
salary; the state also makes an anr‘ui—a.;.l contribution. Due, however, to ‘cﬁe
ecor;o?ic clipate in Illinois, the General Assan‘oly usually appropriates
only that amount necessatry for the syste:n to make its monthly benefit pay-
ments. Thus an unfunded/ pension liability exists for all imstitutions,

" which is reported 'in total only in the SURS an;mal report, . \:




-

The “obstacles noted above hust be overcome if the community college
) .

Sk

“districts are to report the results of their operations acc.urately.
A

Investors, creditors, and bond holders need this type of information in

-

» order to assess the fimancial pdsition of each community college

district. i Ky

Table:2 ’ .

_ ICCB Reporting Requivements

#

[
-
-
- N -"
.

- . . \Percent of Community Colleye

Current Requirvements: I Distridts Not Complying
v
. Three copies of the annual audit L
- report must be filed with the - ]
ICCB~on or before October 16, - .
i following the close of the
. ftseal year , 45% .
The audit must be completed with~ 4
in 60 days after the end of the ' ’
fiseal year . . 39% ° .
i Uniform Finaneial Statements must : :
be wbmtted wvith the audit report 11%
| 4
4 vemfwamon of student enroZZ-
' ments must be included in the audit . v
: _report 215 '
A schedule of enrollment data must <
. be included in the ‘audit report 1%
- . Iy
' The rveport must contain a ' LR
‘ comment on internal.control = | 21% T
An audit confirmation of all ¢ -, s
ICCB grants must be made 63%
. d » . -
- Table 2 shows the number of community college districts not in compldi~

ance with ICCB reporting requirements. The ICCB is empovered to withhold

»

state funding for districts not reporting properly; but in practice it merely

\

. t

t

[ 1




e firm all grant payments received to the ICCB. Up6n separate inqhiry, the

-

informs the districts of theigireporting‘def;piencies and then makes,

.arrangeme‘nts for these deficiencies to be corrected. The various users

-~

of the atlzdit reports, however, are usualdy not aware that these defikiencies

were corrected--nor dg'they see the newly-éubmittgd gpformation.
a Yo
. . A
" . ‘ TN
* Finally, the districts are all required to have their auditors con-

-

ICCB reported that all distritt auditors did verify, the grants received;

\

\_ i
but not all audit reports reflected this fact, which can only be determined :
by direct inquiry to the ICCB. . " R

Tabze 3 - » - \ . -
ACU Requivement ‘ '

Digelosure of Accrued Vacat:ioﬁ

L ‘. . * |

_ Percent of Community College '
Current Requirements: Distriate Not Complying

Footrote disclosure of acerued ’ '

vacation exeeeding a normal ‘

year.'s accunulation ) T74%

Many of the districts disclosed ‘neither the accrued vacation liability T~

nor the board policy on the accumplat:lon of vacation time. Sé,me districts
- *

cie'ss*of a

b
v

do not provide for the accmﬂq_}abién ‘of paid wacation leave in lex

-~ . r's

normal year's_accmnulatior?,« Significantly, no mention vwas made of such’
policies in many of the audit reports that’ excluded an attenip!: to measure
} e .

.
»
’

thasge Jiabéll:l.ties -

-
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) _ Table 4 .

L 4

NCGA Requirement

Diselosure of Overlapping Debt ‘o

-
* -
¥

-

.~ u . ] t
' ‘ \ Percent of *Commumty College

Current Requirements: ! Dzstmcts Nat C’oquymg

>
.

The proportionate share of . ' N }
the debts of other local . _ " »
. govezvnmental units loeat N
' vholly or in part withinthe
limite of the reportmg untt .
should be disclosed in the ) i
annual financial report / 100% :

.None of the community college distri&ts aﬁ%eﬁpted to disclose over-

- / 3

lapping debt in their annual f.inancial reports, although several districts

did attempt to calculate their legal debt margin and then show that this

margin_had not been exceeded.
3

an obligation of the college district, it is an indicator of how heavily
local property owners are taxed to finance the various sexrvices provided’

to them by other taxing bodies. This is important informatiou to an in-

vestor who may be reviewing an annual report in an attempt ta determd.ne Ct

t:he total financial demhnds placed upon the taxpayers of the college

digtrict by all taxing bodies.

1 « o

Table § -
ACU Requirement -
. * Diselosuve of Nonaapi:bglized Lease Commitments

” ' - » ! N

.

) ) . Percent of Commnity Colleg-
Current Requirement: . : - Distriats Not Complying
& Footnote disclosure of all ~ . e
noncapitalized lease comit- . |
' ments

%

27-

While disclosure “of overlapping debt is not °

e




Table 5 illustrates that one out of four distéitts did not dis-

close all of its noncapitalized lease commitments intthg“annual'EEborth\

Readers of these reports’ cannot determine a district's ability.to increaée

’ long-term debt, nor can they project a district s cash flow needs. Such////

‘information can be significant in assessing the needs of a dist//ct/

J,attempting a sale of working cash bonds or, the issuance/gﬁ/tax anticipation

.

not es. _ I / R
. . R < //// . . ;
' ‘Table 6 -
\_\ Al // N .
AC’ZL/Réquirement P

! Dzsclosure of Source of Funding | . ./

of Generkl Fized Assets -

Y

' ‘ ‘ Percent of Commnity College
Current Requivement: = - Districts Not Complying
Disclosure of -the original . . ) .
funding source .of all genemz N
\ fixed asee'l;s : - 29% ’

Only seventy-one percent of the districts revealed the original source

of funding of their general fixed assets. - Although this information is not

of primary concern to investors and thtz general publ:i.c, it does provide a

] .

rep5rt on management «control and an accountability listing, and should be

e b
““Pproperly disclosed. e - i *
31 : y Table 7 .
a AcU 'Requirem‘ent A \ -
" - L] . ; -
- Dzacldsure of Sourez of Fundzng
W, . of Gengral F'L:zed Agsets
) ) Percent of Conmumty College
Current Requirements::. . Districts Not Complying
. Footnotes Should include ~ . . A .,
a schedule, of investments . . 71%
) }
- - . \
-8~ . -

2

-
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' As shown in Table 7, many of th_e districts did not include a schedule

- . . . ; gy 3 .
oY investments which reflected the total performance of their investment

portfolios—~their yields, their gains, and their lcsses.v\ta schedule of
inyestments provides iqformaition on the@iﬁuid_ity of each fund; it indi-
P ~3 N \ -
cates the amount of mgnies- invested by fund, laz,ation of the investments,
’ v individual yields, and time-to-maturity. This information ;c‘:dn be critical
~ B » . . . -
. to~-someone performing a ‘cash flow analysis of simply trying to make certain
A} . ~ ) .
T that investment policies are being followed. ‘ ¢
1 ‘y T ) - . 5 ) . - t
~ . N L.
v s ' Table 8 wl
x \ . . . N . » ." - N
( , < " ACU Requirvement ”3 AU "
*‘ . . u' . ) .\ . 1°- —
: . Disclgsure, of Borrowing . R
S Jmnh,m%m'cted RFunds AL
' e ¢ / ' . o ." ’ - .
P "N i . | .
A . ' Pereent of) Commnity College
T I Cubrent Redirvement: . L - g Districts Not Gomplying .
s l-. ., - ] . - . .
‘ \ Funds restricted to use by
JUNC R i v« an external gsource usually '
) .~ cannot be used for any ;
purpose other than that ‘
purpose: expregsly indicated .
in the contract and.should . .
! not be loaned to another fund ’ . 45% T s
e ‘!' ) : ‘ ' S .
. »* ., . B ;tg a _-“ -
Table 8 shows that an alarming mumber of community c6llege districts
Boarowéd monies from restricted-purposes funds for uses other than thgse speci- )
- ] d v 7
= ;o T
fied in "the con\tracts. Even though the monies were usuall/\a repaid, the un~*
authorized loans repﬁresented a violation of the contractuaihagreement"éidu
K] * ]
often impliéd cash flow problems. . - ) R
Ll , t t
- ) . - » -
NI . ’
* \ “ N \l
i - ; . ! - A
. A - / ! - ) ¢
. . . . .
\ { - 0
] 3 f ' ¥
e P \d \ ,.‘ 9 '
| ) -
= 1 e
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% ¢ B
% R Yy y,\“bzg f
; AcU Bequzrement \
/ SR
3 ' h & Reseyvation of Fund Balance
Y . for Open Encumbrances , .
1 - -
~ - % . A
. -t A Percent of Community College
' VS Cuz'renﬁ Requirement: \ Digtricts Not Complying
| s - T
, . Fund balance muat be encum-
T ' “beved to represent unfilled .
: purichas® ordere at year end - 61%
\ . - . ) * . ’ ‘I N
1 \ 7 . 1% ’ A | )
f \@able 9 demopstrates that many districts are not encumb%ring fund
' . /e
{

balance to reflect the amount of outstanding purchase ordersfand other cdmmitj

ments’ fox materials or services not rendered as of the end of the fiscal year!

- . - '

Districts should not be reporting these purchase orders as expenditures ’ - »-;

- \ t -
and liabilities,,since an actual-obligat¥”h does not exist. Méreover, the ' N
e -
. reservation of fund balance tells the -reader that the entire fund balance

is not available to be expended in the next fiscal year, since some of it ‘* o

2 ,
A h

has almadyJeen committed. ‘ .

s ' ) - , :'
) . \ Table 1:)\ _

) Nc& Requirement

Disclosure of Method of Recordiné ) N
- . , Prgperty Tax Revenue
.\ '
‘ ‘ Percent of Community College *
| L Current Requivement: . Districts Not Complying
* N i . '
. ! Property tax revenue must
o “ . be accounted for on the cash
met'hod of accounting unless {
it i8 expected to be collected e
. . within 60 days after the end of .
the fiscal year — 11% ‘ .

R
A v




Table 10 points out that some of the distritts chose to ignore NCGA

Interpretation 3, which prohibits the reporting of property tax revenue’on

the full accrual method. NCGA Interpretation 3 is the only method recogn-

ized as GAAP, and the fOur‘disggigts that ign?re& it are aIl in violaticn
of GAAP: Theguse of.accrual accounting for reporting property tax revenue
allows the districts to take thé;ﬁtax money into revenue~hefafe they should,
thus inflating redenues and fund balances. By adhering to NCGA

Interpretation 3, the districts would be reporting on GA@P and therefore

providing a more accurate revenue amount and fund balance total.

L3

-

Table 11
ACU Requirement .
- Comparison of Budget Versus Actual
Peréent of Community College
Current Requirvement: , Districts Not Complying

Actual revenues and expen-
ditures must be compared to
correspgnding budget amounts ] . 8%

1
Table 11 réveals that a few districts did not present a comparison of
budgeted versus actual revenues and expenditures for their education funds
and their building & maintenance funds. Failure-to do so prevents users from
knowing if i:ucigetary expenditure levels are exceeded and if revenues are
budgeted accurately. Budgeted expenditure levels represent statutory
spendi?g ceiiings whiéh cannot be exceeded, while budgeted revenue amounts
indicate total anticipated‘fevenues upon which expenditure levels are deter-

nined. If budgeted ‘revenues are projécted_;po high, actual expenditures may

—

exceed actual revenues-fesulting in an unexpected\ﬁéficits\ and if budgeted

VT
—~

\\‘
e

. \
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revenues are projected too ldw, budgeted expenditures may be unpecessarily

curtailed. ?

Table 12
" NCGA Requirement

Diselosure of General Information Data ,

/

/

Pexcerst of Community College

_Current Requirements: Districts Not Complying
y Disclosure of tem-year
Y. data 97%
/ .
Inclusion of an introductory ' .
letter 95% .

Inclusion of any information < .
attempting to measure overall

college effictiency 100%
by
Table 12 shows that very few districts attempted to list any ten—~year /

i
trend data. Such data are (sic) useful to analysts in determining where '

certain important colleée indicators are pointing. Often the results of a
single year do not provide an accurate picture of future events. In .

.
addition, an introductory letter--from the chief bt‘.tsiness officer or chief
executive officer--highlighting certain events andrcalling attention to 7
important matters can point a reader in the proper di_recti:on Emd help him'

"understand the financial report.

.

. Finally, none of the college districts made any attempt to measure
. LN

their e)fficiency. A measure of efficiency should indicate how much better

off a district was at the end of the fiscal year than at the beginning.

} This measure does not have to be financial, but it can serve the same pur-

k pose as net income does for measuring efficiency in the private sector.
|

|

i

\

|

|

=12~
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CORCLUSION

.

The findings of this study indicate a substaatial lack.of compliance
with current reporting standards. Until sucli time as the ICCB requires

a speéific reporting format, community coliege districts will have the

‘ «

freedom to report in a wide variety of ways--resulting in continued con-

fusion on the part of the many users. 1f these users are to determine,

N

with reasonable accuracy, how successful a district has been, “their

needs must be satisfied.



1. Were three copies of the audited<financial statement submitted
"to the ICCB by October 15, following the end of the fiscal year?
2, W;s the annual report issued within .60 days after ti;e end of the :
fiscal year? ’
3. Was an opiﬁion rendered ;n the fairness of the financial state-
mengs? * ‘ "
4. Was an unqualified opinion rendered on the scope‘ of the audif?
' S. Did the financial stdtements include:
a. Balance Sheet;
b. Sratement of Changes in Fund Balance; ) .
| c. Statement ‘of Current Funds Re_venues,’ Expenditures, ‘«' s
and other Changes? ) ' : ':’
6. Were Uhiform Financial Statements included? " - - . ‘,‘
7. Was ghere ; statement on the verification of enrollment? - f{
8. Was there a schedule of enrollment data? " ‘ ' /
9. Was there a statement on internal comtrol? .. ) ~ . - I
10. Was there a statement on the basis of accoqﬁtiné used? » /'1
ll.\- Wa!g an\\éudit confirmetion made to the ICCB,-'; for all payments N Il
receive‘d? ‘ ‘ . / . /
12, Was any trend dat;a covering the past ten zears included? j
- /

13. Was an explanation of the college's operstions and a covez: latzer

14.

* either from the CBO or CEQ included? /

- ?
i

Appendix A

Master List of Qués'kiOns

1
r'
!

/
Was any data included co show the efficiency of the district?
. I,
/ P

16 - |



20,
21.

22,

25.
26.
27..

Appendix A (Continued) 4 i

Master List of Questions | .

v
.

- . . ’ ;?’
Was any ekcess of actuarilly computed vested benefits oveér

pension fund assecs disclosed?

Was the accounting policy used ‘for the pension costs
T o s <
disclosed? )

Was the funding policy used for pensions disclosed?
Were the cmrent period's provisions for gsnsion costs disclosed?

A

Were all accrued vacation liabilities that exceeded a normal
jear's accumulation discloged? .

Was the district's overlapping debt disclosed?

Were all noncapitalized lease commitments disclosed?

Did the General Fixed Assets Group of Accounts indicate the

source of money used to acquire long-lived assets? .

Was the audit report prepared in accordance with fund accounting

-
- ’

principles? ) .

Was a schedule of investments showing ylelds, gains,land losses
. .

v

included?

Was 2 note or schedule\on long~texm debt in;luded?

Were all/inter-fund borrowings from Nomrestricted Funds?

were all open encumbrances at year end reflected as a reserva-

tion of fund balance and not reported as expenditures and

© liabilities? ’ .

28.

29.

Were all property tafggzrecordad in accordance with NCGA

Interprecation 3?

+

Was depreciation recorded only as 2 reduction in asset value

and not as an expense?

1%
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} ' - . , . Appendix A (Continued) ) .
B VS ) L ¢ ' ,
. Master List of Questions . ..
-
t s -
» ’ . - F)
! : 30. Was a comparison of actual to budget for both.operating cevenues v
> hY
and expenditures reported? *
N (SN
\\ . ) ! b
. ?
\ » .
\ - : | w
N v Al L] b -
\ , - ¢ f .
' N Y - v
’ r i ’ /
. . & . * )
- ’ *
\ / LY R
. ). ‘
. ) ~ * hd
i )
- " . . !
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*
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