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Memorandum

To: Dr. José M. Ortiz, Chancellor

From: Ronald P. Gerhard, Vice Chancellor
Date: January 22, 2013

Subject: Board Report

2012-13 Budget Variance Reports

Attached are budget variance reports for the District’s largest funds: Unrestricted General Fund;
Measure B — Parcel Tax Fund; Restricted General Fund; and Measure A Bond Fund. These
reports summarize activities recognized during the period of July 1, 2012 through December 31,
2012. Through the first six months of the fiscal year, the District continues to recognize revenue
and spend within expectations and budget parameters. It should be noted that for purposes of
reviewing and monitoring general operations, the Unrestricted General Fund and Measure B —
Parcel Tax Fund should be reviewed collectively as the primary purpose of Measure B is to
support and maintain course offerings and services to students.

Governor’s Proposed 2013-14 Budget

On January 10, 2013, the Governor released his Budget Proposals for 2013-14. The Governot’s
Proposed Budget is considered the start of the budget discussions and negotiations that
ultimately lead up to the State’s final budget. The Governor’s Proposed Budget reflects the fact
that the State economy is no longer shrinking and that Proposition 30 has taken some of the
pressure off of the State to find solutions to deficits. This Proposed Budget includes higher
funding for all segments of education.

Specific to Community Colleges, the Proposed Budget includes an increase of $196.9 million {or
3.6%) to general apportionments. The allocation of these funds between restoration of imposed
workload reductions and cost-of-living (COLA) adjustment are to be determined by the Board of
Governors (BOG). However it is allocated, Peralta’s proportionate share of this new revenue
would be approximately $3.7 million. Additionally, the Budget Proposal includes a deferral buy
down of $179 million that will reduce the current level of short-term borrowing needed for cash
flow purposes. Peralta’s proportionate share of this deferral buy down would be approximately
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$3.4 million. Please note, these funds would not materialize in additional revenues for the
District and would have minimal budgetary impact.

The Governor also proposes various policy changes. The three most significant changes are: 1)
placing a 90 semester unit cap placed on the number of units a student could take and for which
the District could receive State funding; 2) moving from the census date funding model to
funding based upon completion; and 3) moving Adult Education from k-12 to community
college.

District’s 2013-14 Budget Development Calendar

The 2012-13 Budget Development Calendar is on the January 22, 2013 calendar in accordance
with Administrative Procedure 6200, “Each January the Board will adopt a budget development
calendar that identified activities and sets dates for each step in the budget development
process.” Using this calendar, the District will ensure that a budget is developed through the
established shared governance process, that the budget is developed using data and best
practices, and that the Board of Trustees will review and approve a Tentative and Final Adopted
Budget for the District within the timeframes prescribed in Title V.

2012 Audit Findings Status Update

The District continues to make significant progress towards resolving all outsfanding audit
findings noted within the annual audited financial reports for the last four fiscal years (2009,
2010, 2011, and 2012). Audit findings typically represent items the external auditors determined,
through the course of conducting their audit, involve deficiencies in internal controls that could
result in material misstatements in the District’s financial statements. The major types of audit
findings are: 1) financial accounting and reporting related, 2) non-compliance with Federal
Single Audit requirements, and 3) non-compliance with State program laws and regulations.

Further, audit findings are then classified in terms of severity either as Material Weaknesses -
(most severe) or Significant Deficiencies (least severe).



The table below provides an overview of the number and types of findings reported within the
last four annual financial reports.

Signiﬁcant Deﬁpzencies

Total Audit Fiﬁdings 23, 41§ 53

Given that the fiscal year 2008-09 audit report was released on August 5, 2010, the District has
expeditiously taken corrective actions to fully address 49 of the 53 audit findings contained in
the 2009 audit report within a period of 28 months.

8/5/2010 - Fiscal 12/23/2011 - Fiscal

Year 6/30/2009 . Year 6/30/2011
audit report audit report

released with 53 reieased with 23

audit findings audit findings

12/30/2010 - Fiscal 12/5/2012 - Fiscal

Year 6/30/2010 Year 6/30/2012
audit report audit report
released with 41 released with 8
audit findings audit findings

In a concerted and focused effort, the District has reduced the overall number of audit findings
from 53 to 8 and has completely eliminated all previous audit findings classified as material
weaknesses (this was strategic, as they are more severe by nature and often require more
resources and time to implement corrective action). Further, of the existing 8 audit findings,



none found that the District misappropriated or misspent any funds on activities outside of the
funding terms and conditions associated with the funding source and there are no questioned

costs that would require the District to return any funds.

The District continues to track and monitor the status and progress made on each of the 8
existing audit findings through the use of a Corrective Action Matrix (CAM). The CAM is a
living document; it is constantly changing to reflect the status and continual progress made
toward resolving the various findings. The CAM is also used as a tool to assign' accountability
and responsibility (Responsibility/Point) to managers for implementing corrective action specific
to each audit finding within a defined time frame (Due Date). The CAM dated January 3, 2013
is provided below.
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We are confident that with time and devoted resources it will fully implement solutions to
correct all existing audit findings and all future audit findings that may arise, in a manner similar
to the progress that has been made within the last 28 months. '

Cash Flow and TRANS

Two years ago, our Unrestricted General Fund had a negative cash balance of approximately $30
million. At that time, the District had borrowed cash from the Measure A Bond Fund but the
auditors noted it as an audit exception due to a legal opinion that stated using bond funds for
inter-fund borrowing was not permissible. To resolve this audit finding the District began
participating in the Community College League of California’s (CCLC) TRANS program.
Further, with the gradual rebuilding of our financial position our cash balances have also to
improve but not to the extent needed to offset the State deferrals.

On July 1, 2012, our cash balance in the Unrestricted General Fund was approximately -$10
million (negative $10 million). The reason for this negative balance was because the State had
owed us $18 million from the prior year (2010/11), some of which was repaid in July 2012 and
the remainder in October 2012, It should be noted that the traditional TRANS program we
participated in did not alleviate negative cash balances at the end of the fiscal year. This was
because we received the funds in August and repaid half of the balance due in December and the
remainder in April. For example, in August 2012 we borrowed $22 million. We repaid $11
million in December 2012 prior to the holiday break and will repay the remainder in April 2013.
. As aresult, we are projected to end this fiscal year with a negative cash balance of approximately
$7 million, with the State owing us $15 million. Participation in this TRANS program will help
address this negative cash position at the end of the fiscal year.

Through this program, we will receive the funds in March 2013 and the repayments would occur
in August 2013 and December 2013; after the State has repaid us for the prior year deferral. The
parcel tax does have an impact but due to the fact that we will be spending those funds for 1351
budgets beginning this month, any residual unspent funds will be immaterial compared to the
size of the State deferrals. '



