








In our opinion, except for the noncompliance described in the preceding paragraph, Peralta Community College
District complied, in all material respects, with the requirements referred to above that are applicable to each of its
major Federal programs for the year ended June 30, 2007.

Internal Control Over Compliance

The management of Peralta Community College District is responsible for establishing and maintaining effective
internal control over compliance with the requirements of laws, regulations, contracts, and grants applicable to
Federal programs. In planning and performing our audit, we considered Peralta Community College District's
internal control over compliance with the requirements that could have a direct and material effect on a major
Federal program in order to determine our auditing procedures for the purpose of expressing our opinion on
compliance, but not for the purpose of expressing an opinion on the effectiveness of internal control over
compliance. Accordingly, we do not express an opinion on the effectiveness of Peralta Community College
District's internal control over compliance.

Our consideration of internal control over compliance was for the limited purpose described in the preceding
paragraph and would not necessarily identify all deficiencies in the District's internal control that might be
significant deficiencies or material weaknesses as defined below. However, as discussed below, we identified
certain deficiencies in internal control over compliance that we consider to be significant deficiencies.

A control deficiency in a district's internal control over compliance exists when the design or operation of a
control does not allow management or employees, in the normal course of performing their assigned functions, to
prevent or detect noncompliance with a type of compliance requirement of a Federal program on a timely basis.

A significant deficiency is a control deficiency, or combination of control deficiencies, that adversely affects the
District's ability to administer a Federal program such that there is more than a remote likelihood that
noncompliance with a type of compliance requirement of a Federal program that is more than inconsequential will
not be prevented or detected by the District's internal control. We consider the deficiencies in internal control
over compliance described in the accompanying Schedule of Findings and Questioned Costs as items 2007-12
through 2007-14 to be significant deficiencies.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more
than a remote likelihood that a material noncompliance with a type of compliance requirement of a Federal
program will not be prevented or detected by the District's internal control. We did not consider any of the
deficiencies described in the accompanying Schedule of Findings and Questioned Costs to be material
weaknesses.

Peralta Community College District's responses to the findings identified in our audit are described in the
accompanying Schedule of Findings and Questioned Costs. We did not audit Peralta Community College
District's responses and, accordingly, we express no opinion on them.

This report is intended solely for the information and use of the Board of Trustees, Audit Committee, District
Management, the California Community Colleges Chancellor's Office, and the District's Federal and State

awarding agencies and pass-through entities and is not intended to be and should not be used by anyone other than
these specified parties.

Jawsney Wi % (oo, LY
auuney_— Line ‘Dauefd’ (o,

Rancho Cucamonga, California

May 8§, 2008
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Certified Public Accountants

INDEPENDENT AUDITORS' REPORT ON STATE COMPLIANCE

Board of Trustees
Peralta Community College District
Oakland, California

We have audited the financial statements of the Peralta Community College District (the District) for the years
ended June 30, 2007 and 2006, and have issued our report thereon dated May 8, 2008.

Our audit was made in accordance with auditing standards generally accepted in the United States of America and
the standards for financial and compliance audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States of America and, accordingly, included such tests of the accounting
records and such other auditing procedures as we considered necessary in the circumstances.

In connection with the audit referred to above, we selected and tested transactions and records to determine the
District's compliance with the following State laws and regulations in accordance with Section 400 of the
Chancellor's Office's California Community Colleges Contracted Audit Manual (CDAM).

General Directive
Section 424: MIS Implementation - State General Apportionment Funding System
Administration

Section 435: Open Enrollment

Section 436: Minimum Conditions - Standards of Scholarship

Section 437: Student Fee - Instructional Materials and Health Fees

Section 423: Apportionment of Instructional Service Agreements/Contracts

Section 425: Residency Determination for Credit Courses

Section 427: Concurrent Enrollment of K-12 Students in Community College Credit Courses
Section 432: Enrollment Fee

Section 421: Salaries of Classroom Instructors (50% Law)

Section 426: Students Actively Enrolled

Section 431: Gann Limit Calculation
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Student Services

Section 428: Use of Matriculation Funds
Section 433: CalWORKs - Use of State and Federal TANF Funding

Facilities
Section 434: Scheduled Maintenance Program

Management is responsible for the District's compliance with those requirements. Our responsibility is to express
an opinion on the District's compliance based on our examination.

Our examination was conducted in accordance with attestation standards established by the American Institute of
Certified Public Accountants and, accordingly, included examining, on a test basis, evidence about the District's
compliance with those requirements and performing such other procedures as we considered necessary in the
circumstances. We believe that our examination provides a reasonable basis for our opinion. Our examination
does not provide a legal determination on the District's compliance with specified requirements.

In our opinion, except for findings 2007-15 through 2007-19 as described in the accompanying Schedule of State
Award Findings and Questioned Costs, the Peralta Community College District complied, in all material respects,
with the aforementioned requirements for the year ended June 30, 2007.

This report is intended solely for the information of the Board of Trustees, Audit Committee, District
Management, the California Community Colleges Chancellor's Office, the California Department of Finance, and
the California Department of Education, and is not intended to be and should not be used by anyone other than
these specified parties.

UWIW,%? (b.eee

Rancho Cucamonga, California
May 8, 2008
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS
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PERALTA COMMUNITY COLLEGE DISTRICT

SUMMARY OF AUDITORS' RESULTS
FOR THE YEAR ENDED JUNE 30, 2007

FINANCIAL STATEMENTS
Type of auditors' report issued:
Internal control over financial reporting:
Material weaknesses identified?
Significant deficiencies identified not considered to be material weaknesses?
Noncompliance material to financial statements noted?

FEDERAL AWARDS
Internal control over major programs:
Material weaknesses identified?
Significant deficiencies identified not considered to be material weaknesses?
Type of auditors' report issued on compliance for major programs:

Any audit findings disclosed that are required to be reported in accordance with
Circular A-133, Section .510(a)

Identification of major programs:

CFDA Numbers Name of Federal Program or Cluster
84.063, 84.007, 84.032,

84.033, and 84.375 Student Financial Aid Cluster
84.048 Title I-C

Dollar threshold used to distinguish between Type A and Type B programs:
Auditee qualified as low-risk auditee?

STATE AWARDS
Internal control over State programs:
Material weaknesses identified?
Significant deficiencies identified not considered to be material weaknesses?
Type of auditors' report issued on compliance for State programs:
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Yes
Yes
No

No
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Qualified

Yes

$ 577,083

No
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Yes
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PERALTA COMMUNITY COLLEGE DISTRICT

FINANCIAL STATEMENT FINDINGS AND RECOMMENDATIONS
FOR THE YEAR ENDED JUNE 30, 2007

The following findings represent significant deficiencies, material weaknesses, and/or instances of noncompliance
related to the financial statements that are required to be reported in accordance with Government Auditing
Standards.

The following findings represent material weaknesses in internal control and the financial reporting
processes of the District.

FINANCIAL ACCOUNTING SYSTEM PROCEDURES
2007-1  Criteria or Specific Requirement

Industry standards and best practices require the use of a financial accounting system that captures all
financial transactions for the accounting period and is reconciled to properly report all such
transactions.

Condition

Material Weakness - During the 2005-2006 fiscal year, the District implemented the PeopleSoft
financial accounting system in response to significant weaknesses and deficiencies in the prior
financial reporting system. Inadequate support from the software vendor, as well as delays in the
implementation of certain modules of the system, have resulted in deficiencies in reporting,
reconciliations, and monitoring of the financial activity of the District.

Financial reporting/ledger reports are not readily available to the users of the financial information to
provide analysis and oversight of the financial activity. Reports have not been developed that can be
reviewed on a routine basis and is critically underdeveloped. Subsidiary ledger reports have not been
developed that can be reviewed and reconciled to the general ledger.

The Information Systems Department has been given access to all process activities and report
writing in an effort to obtain financial information on a more timely basis. The hierarchy of controls
over electronic information in some instances has been set so high that users cannot access the
needed information and, in some instances, has been set to allow certain key individuals access to all
segments of the transaction cycle.

A clear audit trail which allows for the review of transactions and approvals is not available within
the accounts payable module.

Posting of payroll transactions during the year was not completed on a timely basis. As a result,
department managers have been unable to utilize the PeopleSoft financial accounting system to
properly monitor their budgets related to personnel costs. Separate spreadsheets have been
developed to reconcile, monitor, and control personnel costs during the year.

Reconciliations of the cash held in the county treasury to the general ledger was not completed on a
monthly basis during the 2006-2007 fiscal year and ultimately was not completed until April 2008.
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PERALTA COMMUNITY COLLEGE DISTRICT

FINANCIAL STATEMENT FINDINGS AND RECOMMENDATIONS
FOR THE YEAR ENDED JUNE 30, 2007

2007-2

Effect

Because of the problems with the implementation of the financial accounting system, the District was
not able to properly monitor financial activity on a timely basis which has resulted in the delay in
accurate reporting of activity to Federal and State agencies, as well as the delay of the audit report.
Additionally, internal controls that are considered standard within the industry have been set aside to
provide for processing of financial transactions.

Recommendation

Continued training of the end users of the financial system on the functions, uses, and protocols of
the PeopleSoft accounting software system must occur. Reports of financial activity must be
prepared and accessible to the appropriate levels of management on a routine basis to provide the
ability to analyze and reconcile accounts. Access by the Information Systems Department to process
activity must be eliminated as soon as possible. Adequate internal controls over all modules which
allow for the review, approval, and monitoring of all activity must be reinstated to ensure that all
transactions occurring during the accounting period have been properly posted in a timely manner to
the proper account and program.

Management Response

When the PeopleSoft financial accounting system was installed the position control module was not
installed or programmed. This and other programming errors by PeopleSoft (then acquired by
Oracle) created the situation described in this comment. The Board of Trustees has approved the
installation of the needed module and Ciber, Inc. is currently completing the programming.

INFORMATION SYSTEMS
Criteria or Specific Requirement

Industry standards and best practices require a system of internal control that will provide reliable,
accurate, and timely financial information that has been reviewed and analyzed by management.

Condition

Material Weakness - The PeopleSoft financial accounting software operates and provides the
following services through the Information Systems:

e Accounting - A financial, accounting, and budgeting system that processes all transactions
for the District.

e Purchasing - Vendor files and payment information.

o Payroll - The payroll processing for employees of the District.

Due to the implementation issues associated with the PeopleSoft accounting system, these key areas
have not been independently evaluated or tested to ensure the controls, approvals, procedures, and
processes have been appropriately set up within the computer system and are functioning properly.
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PERALTA COMMUNITY COLLEGE DISTRICT

FINANCIAL STATEMENT FINDINGS AND RECOMMENDATIONS
FOR THE YEAR ENDED JUNE 30, 2007

2007-3

Effect

Necessary application controls and security levels may not have been included or developed with
adequate consideration of internal control.

Recommendation

The controls in place within the software system should be reviewed and tested by an independent
service provider and evaluated to ensure the adequacy. This review should encompass the controls
specific for the transactions processed through the system and should include the security settings.
The District should consider obtaining a SAS 70 review to assess the internal controls and report
back to the District whether the controls are functioning properly. The report should provide
recommendations to correct any weaknesses noted within the internal control environment.

Management Response

When we complete the necessary module installations and required customizations, the District
intends to obtain a SAS 70 review.

RETIREE HEALTH BENEFIT INVESTMENTS
Criteria or Specific Requirement

Industry standards and best practices require the use of a financial accounting system that captures all
financial transactions for the accounting period and is reconciled to properly report all such
transactions. Governmental Accounting Standards Board (GASB) Statement No. 31 requires all
investments to be reported at fair value.

Condition

Material Weakness - The District has investments from the issuance of the District's Taxable 2005
Limited Obligation OPEB (other post-employment benefit) Bonds, which are held separately by an
Investment Manager employed by the District.

The District recorded the initial proceeds from the sale of the bonds within a fund of the District;
however, the activity subsequent to the initial investment has not been recognized within the system.
During the year ended June 30, 2007, total investments recorded on the District's general ledger
amounted to $149.5 million which did not agree to third party custodian of assets of $176.1 million.

Although the District received and reported quarterly reports on the activity, including gains and
losses of investment held through the bond, the actual financial reporting within the general ledger
system did not properly reflect this activity.

Audit adjustments were proposed and accepted by management to account for the net increase in the
fair value of investments as of June 30, 2007. These adjustments take into account all changes in fair
value including purchases and sales, as well as realized and unrealized gains and losses that occurred
during the year.
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PERALTA COMMUNITY COLLEGE DISTRICT

FINANCIAL STATEMENT FINDINGS AND RECOMMENDATIONS
FOR THE YEAR ENDED JUNE 30, 2007

2007-4

Effect

By not posting the actual activity of the investments within the general ledger, the financial
statements were not reported properly and an audit adjustment was proposed to, and accepted by,
management to report the investments in accordance with generally accepted accounting principles.
Additionally, the requirements noted within the Bond Debt Covenants related to account maintenance
and disclosure requirements have not been met.

Recommendation

As required by GASB Statement No. 31, investments are reported at fair value which is the amount at
which financial instruments could be exchanged in a current transaction between willing parties. All
fair values are determined by third party custodian of investment assets. The District should
implement adequate accounting policies and procedures to account for and record security
transactions such as purchases, sales, and any resulting gains or losses within the general ledger
system on a current basis.

Management Response

The investment assets are held by the Deutsche Bank as trustee. All transactions are recorded in the
trust and detailed reports are distributed to the District monthly. The reports are reviewed by the
District and a summary monthly report is provided to the Chancellor and the Board of Trustees audit
committee. During the fiscal year two detailed presentations are made to the entire Board of
Trustees. At June 30" the District makes a memo journal entry to record the mark to market for
realized and unrealized gains and losses.

CAPITAL ASSETS
Criteria or Specific Requirement

Industry standards and best practices require a system of internal control over capital assets that will
provide for both the safeguarding of all District owned assets and the proper recordkeeping of the
valuation and depreciation of those assets.

Condition

Material Weakness - The District has not implemented a previously purchased software program to

account for the maintenance, addition and deletion of the capital assets, and the related depreciation.
Additionally, there is not an employee designated to compile and report all current year activities to
date for fixed assets at year-end. The following areas are affected by this:

e Reporting: The District has not adequately developed procedures or assigned responsibility
to account for capital assets. We found that the Purchasing, Warehouse, Facilities and
Maintenance, Information Technology, and Accounting departments do not share
information impairing the process.
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PERALTA COMMUNITY COLLEGE DISTRICT

FINANCIAL STATEMENT FINDINGS AND RECOMMENDATIONS
FOR THE YEAR ENDED JUNE 30, 2007

e Construction in Progress Classification: There is no detail accounting of Construction in
Progress maintained during the year. The amounts reported in the Capital Assets were not
supported by a complete detail of activities that documents when projects are started and
completed. Schedules have not been prepared on a full accrual basis.

o Building/Site Improvements Classification: During the course of modernization and other
ongoing construction, the District has not developed procedures to monitor building
additions or site improvements for changes including additions/disposals of buildings or
other properties.

e Additions for Machinery/Equipment: The District did not adequately evaluate and
capitalize individual machinery and equipment purchases which meet the District's $5,000
capitalization threshold. Also, the District has not conducted a physical inventory of
machinery and equipment since the 2000-2001 fiscal year. Staff was not available to
produce a detailed listing of any machinery and equipment purchased during the course of
the year for determination of reasonableness.

o Disposals for Equipment: The District has not identified machinery or equipment which has
been disposed of or impaired. The Colleges do not have procedures in place to report
changes in capital asset status including disposals, loss, or inventory of machinery and
equipment.

e Current/Accumulated Depreciation: The District has not implemented a fixed asset system
which would calculate depreciation for applicable classes of fixed assets. Depreciation has
been rolled forward on an annual basis since the 2002-2003 fiscal year without detail
analysis of the actual depreciation expense.

Effect

Due to the significance of the assets which have not been accounted for, we were unable to express
an opinion on the fair presentation of the capital asset account balances. The accounting for the
capital assets of the District is not in accordance with generally accepted accounting standards.

Recommendation

The implementation of a fixed asset accounting software program should be a high priority for the
District. Written procedures should be developed and disseminated to all Colleges and departments
noting the requirements for notification of additions and deletions of equipment and assets owned by
the District. Training should be conducted to provide for the application of the procedures. We
further recommend that a reconciliation of construction project expenses to the work in process
accounts be completed at least quarterly during the year and a physical inventory of all equipment be
taken at least once every two years to ensure all equipment owned by the District is in use as
intended.

The District should review the current approved capitalization policy, which requires the

capitalization and depreciation of all items over $5,000, to determine if it reflects the most
meaningful level of capitalization for the size of the District.
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PERALTA COMMUNITY COLLEGE DISTRICT

FINANCIAL STATEMENT FINDINGS AND RECOMMENDATIONS
FOR THE YEAR ENDED JUNE 30, 2007

2007-5

2007-6

Management Response

The District is currently testing and training personnel on the PeopleSoft asset management module.
This module will be recording all asset entries for the 2008-2009 fiscal year.

BALANCE SHEET LEDGER ACCOUNTS
Criteria or Specific Requirement

Industry standards and best practices require a system of internal control that will provide reliable,
accurate, and timely financial information that has been reviewed and analyzed by management.

Condition

Material Weakness - Internal controls are not effective in identifying misstatements on a timely basis.
We found that the balance sheet of the General Fund was not adequately analyzed prior to year end
closing. Cash and investments accounts were not reconciled until March 2008 with the related
effects of the adjustments impacting the other assets and liabilities of the District.

Effect

The ability of District financial personnel to report timely information to the Board and other
departments is impaired. As a result of the inability of the District to reconcile these accounts, the
reporting to oversight agencies and the audit completion has been delayed.

Recommendation

All account balances should be reviewed and analyzed on a monthly basis with adjustments to
corresponding revenue, expense accounts, or other asset and liability accounts posted in a timely
manner. Reporting of the financial condition and activity of the District to the Finance Committee
and the Board should be provided on a monthly basis.

Management Response

District financial personnel monitored the financial condition of the District by the use of Excel
spreadsheets and other internal controls. When the position control module is installed, management
will be able to review fiscal operations and provide PeopleSoft generated reports.

DEBT MANAGEMENT

Criteria or Specific Requirement

Industry standards and bond covenant agreements require all financial transactions to be recorded to

provide for accurate and timely financial information. Best practices require financial information to
be reviewed and analyzed by management in a timely manner.
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PERALTA COMMUNITY COLLEGE DISTRICT

FINANCIAL STATEMENT FINDINGS AND RECOMMENDATIONS
FOR THE YEAR ENDED JUNE 30, 2007

Condition

Material Weakness - Transactions related to the repayment of OPEB bonds were not accurately
recorded within the District's financial accounting system. Debt repayments were not properly set up
by the trustee which required a series of bonds to be re-purchased and adjustments made to principal
and interest payments made to the trustee. The fund recording the activity of the debt does not reflect
the long-term portion of the debt obligation in accordance with generally accepted accounting
standards. Adjustments were proposed and accepted by management to bring the accounts into
compliance with these accounting standards.

Effect

The District is at risk of non-compliance with debt covenants related to recording financial
transactions. Additionally, errors or omission in the accounting could be made and go undetected in
a timely manner.

Recommendation

All financial activity related to the OPEB bonded debt should be reviewed on a regular basis to
ensure the accounts are reported in accordance with generally accepted accounting principles. The
long-term obligations related to the Bond should be recorded within the financial activity of the
District on a full accrual basis to ensure all obligations have been captured and reported.

Management Response

The OPEB bonds were to be issued as interest-only for the first three years. An error by the
underwriter caused the bonds to be issued as principle and interest due annually. The District prepaid
the principle and interest in the first year while the underwriter purchased the outstanding bonds that
needed to be converted to interest-only. This process took several months. Going forward this
should not be an issue.

The following comments represent significant deficiencies in internal control and the financial reporting
process of the District.

2007-7

ACCOUNTS PAYABLE/PURCHASING FUNCTIONS
Criteria or Specific Requirement

Industry standards and best practices require a system of internal control be designed to incorporate
sound business practices within all financial areas.

Condition
Significant Deficiency - Accounts Payable Technicians have the ability to approve transactions within
the purchasing module. This enables the "direct pay" of a vendor which effectively circumvents the

purchasing function and eliminates to proper segregation of duties required by sound internal
controls.
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PERALTA COMMUNITY COLLEGE DISTRICT

FINANCIAL STATEMENT FINDINGS AND RECOMMENDATIONS
FOR THE YEAR ENDED JUNE 30, 2007

Effect

The District is at risk of having payments made to vendors without proper approval.
Recommendation

A review of the processes between the Accounts Payable and Purchasing functions should be made.
Adequate segregation of duties should be re-established. A procedure manual for both departments
should be written which provides guidance on the approved functions and responsibilities.
Management Response

This recommendation will be implemented.

WRITTEN BUSINESS OFFICE PROCEDURES

2007-8  Criteria or Specific Requirement

Industry standards and best practices related to internal controls require documentation of approved
procedures be available for all Business Office functions.

Condition

With the implementation of the software accounting system, many procedures and functions within
the accounting, payroll, purchasing, and business office have significantly changed, and prior
practices and procedures are no longer valid. There are no updated written procedures to support
current practices and ensure all staff are aware of the approved practices related to the Business
Office procedures.

Effect

This creates the possibility that controls are circumvented, and errors or irregularities could occur that
are not detected by management in a timely manner.

Recommendation

Written procedures manuals should be developed for all functions within the Business Office to
provide guidance as to the approved practices and procedures related to accounting, purchasing,
payroll and other Business Office functions. This manual should be provided to all District Office
and College Business Office departments to ensure procedures are followed and to allow for training
for new staff.

Management Response

This recommendation will be implemented.
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PERALTA COMMUNITY COLLEGE DISTRICT

FINANCIAL STATEMENT FINDINGS AND RECOMMENDATIONS
FOR THE YEAR ENDED JUNE 30, 2007

2007-9

2007-10

JOURNAL ENTRIES
Criteria or Specific Requirement

Industry standards and best practices require a system of internal control be designed to incorporate
sound business practices within all financial areas.

Condition

Significant Deficiency - Segregation of duties for processing transfers between funds and journal
entries to post and correct activity has not been enforced. The creation and processing of transactions
posted between funds through journal entries may rest with one individual with no documentation of
additional review, approval, or reconciliation.

Effect

Without proper review and approval, reconciliation errors could be made within the financial activity
and may go undetected within a reasonable amount of time.

Recommendation

The process of recording transfers and journal entries should be reviewed and evaluated for proper
internal control. Segregation of duties to eliminate the possibility of one individual being responsible
for an entire accounting transaction should be re-established with primary responsibility for review
and reconciliation of the accounts maintained at the supervisory level. Written procedures should be
established to provide guidance to staff on the proper controls and procedures.

Management Response

This recommendation will be implemented.

DISASTER RECOVERY AND STRATEGIC PLANNING

Condition

Significant Deficiency — The District does not have a current functional Disaster Recovery Plan
(DRP) for the Information Services Department or an updated strategic plan noting future goals and
plans for technology needs. In the event of a disaster, the District may not be in a position to take the
necessary steps to mitigate the effects of such a disaster. We have reviewed the Draft Disaster
Recovery Plan; however, the key components of the Plan have not been implemented.

Effect

The lack of a formal DRP could severely hamper the District's ability to recover to a normal state of
operations and may result in financial losses should business be interrupted.
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FINANCIAL STATEMENT FINDINGS AND RECOMMENDATIONS
FOR THE YEAR ENDED JUNE 30, 2007

2007-11

Recommendation

The District should continue to review and implement the Draft Disaster Recovery Plan. The Plan
should cover all operating systems and be tested on an annual basis. The Plan should also include
procedures that will ensure recovery and restoration of all systems to normal functioning within a
timely manner in the event of an unforeseen disaster.

A functional strategic plan is necessary to document future plans and changes to the Information
Systems Department. The Plan should lay out individual procedures that are deemed necessary for
the advancement of the IT Department as a unit including systems. Goals and objectives should be
clearly stated within this Plan.

Management Response

The District is completing a disaster recovery plan that also includes the ability to record transactions
at the Merritt campus if the District office is unable to function.

INTERNAL AUDIT FUNCTION

Condition

Significant Deficiency - The District's operations and functions are decentralized and take place at
four College campuses, as well as the District Office. An internal audit function that provides an
ongoing assessment of the District's accounting and financial operations is a valuable tool within the
internal control function of the District.

Effect

The District is at risk of policies and procedures not being followed on a consistent basis by not
having the ongoing review and assessment of operational functions throughout the District.

Recommendation

An internal audit function should be established. A risk assessment of the various operations should
be completed on an annual basis with review and testing of the key internal controls assessed and
reported throughout the year.

Management Response

The District will consider this recommendation.
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PERALTA COMMUNITY COLLEGE DISTRICT

FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2007

The following findings represent significant deficiencies, and/or instances of noncompliance including questioned
costs that are required to be reported by OMB Circular A-133.

2007-12

STUDENT FINANCIAL AID ELIGIBILITY DETERMINATION

Federal Programs Affected - U.S. Department of Education (DOE), Student Financial Aid Cluster:
Federal Supplemental Education Opportunity Grant (FSEOG) (CFDA #84.007), Federal Pell Grant
Program (CFDA #84.063), Federal Work Study Program (CFDA #84.033), Federal Family
Educational Loans (CFDA #84.032), and Academic Competitiveness Grant (CFDA #84.375)

Criteria
OMB Circular A-133, Subpart C, Section 300 Part b:

The auditee is responsible for "Maintaining internal control over federal programs that provide
reasonable assurance that the auditee is managing federal awards in compliance with laws,
regulation, and their provision of contracts or grant agreements that could have a material affect on
each of its federal programs."

Condition

Significant Deficiency - College personnel at Berkeley City College have circumvented established
District policies regarding the calculation, awarding, and disbursement of Federal Student Financial
Aid. Student files did not provide a clear audit trail of changes to student enrollment status, petitions
for waivers, or current education plans to support the amounts disbursed to students. By
circumventing such policies, students received financial aid for classes in which they either never
attended or stopped attending mid-way through the semester, prior to the 60 percent completion date.
As a result of the circumvention of District policies, students at Berkeley College were over-awarded
and under-awarded financial aid.

Effect

Lack of adequate internal controls over file maintenance and the disbursement process has resulted in
the over-awarding and under-awarding of student financial aid. Noncompliance with the applicable
Federal regulations could result in additional questioned costs related to the student financial aid
program.

Questioned Costs

Based upon testing in 41 Pell student aid files, 13 students were over-awarded a total of $16,470 and
one student was under-awarded $382.
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FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2007

2007-13

Recommendation

Berkeley City College should comply with established District policies and procedures regarding the
calculation, awarding, and disbursement of Federal Student Financial Aid. A written procedural
manual should be developed and utilized to document the actual procedures related to the above
functions and improve recordkeeping both in the hard copy files and the SAFE system files to
properly support the payment of Federal student aid to qualifying students at Berkeley City College.

Management Response

The college has hired a financial aid consultant to review the staffing and procedures in the financial
aid office. The college has also completed a policies and procedures manual.

EQUIPMENT PURCHASE AND SAFEKEEPING

Federal Program Affected - U.S. Department of Education (DOE), Vocational and Technology
Educational Act (VATEA) - Title I-C (CFDA #84.048)

Criteria
OMB Circular A-110, Subpart C, Section 34 (3) and (4):

(3) A physical inventory of equipment shall be taken and the results reconciled with the equipment
records at least once every two years. Any differences between quantities determined by the physical
inspection and those shown in the accounting records shall be investigated to determine the causes of
the difference. The recipient shall, in connection with the inventory, verify the existence, current
utilization, and continued need for the equipment.

(4) A control system shall be in effect to insure adequate safeguards to prevent loss, damage, or theft
of the equipment. Any loss, damage, or theft of equipment shall be investigated and fully
documented; if the equipment was owned by the Federal Government, the recipient shall promptly
notify the Federal awarding agency.

Condition

Significant Deficiency - The District has not maintained an inventory control system that satisfies the
compliance criteria noted above. Equipment purchased with VATEA funds have not been identified
as being used within the program. A physical inventory has not been taken within the past two years
to determine the equipment remains in use within the program.

Effect

Equipment purchased through the VATEA program may not be properly safeguarded and maintained
for use within the program.
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2007-14

Questioned Costs

For the condition noted, there is not an associated questioned cost.

Recommendation

A process to ensure the complete inventory listing of equipment purchased with Federal program
funds should be implemented immediately. A process to ensure all equipment purchased through the
program remains in use within the program should be implemented through a bi-annual physical
inventory count.

Management Response

The installation of the PeopleSoft asset management module should correct this deficiency.

REPORTING

Federal Program Affected - U.S. Department of Education (DOE), Vocational and Technology
Educational Act (VATEA) - Title I-C (CFDA #84.048)

Criteria

The District is required to report to the oversight agency, on a quarterly basis, the activity through the
program.

Condition

Significant Deficiency - The District's quarterly reports submitted during the year were not reconciled
and did not agree to the financial activity reported through the general ledger. Additionally, we noted
the reports to the agency were not submitted within the timeframe required by the oversight agency.

Effect

Allocations of Federal funds through the oversight agency may be impacted when reporting is either
incomplete, inaccurate, or untimely.

Questioned Costs
For the condition noted, there is not an associated questioned cost.
Recommendation

Financial reports of the VATEA program activity should be prepared based upon accurate financial
information from the general ledger system and submitted within the prescribed timelines.
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Management Response

The installation of the PeopleSoft position control module should correct this deficiency.
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The following findings represent instances of noncompliance and/or questioned costs relating to State program
laws and regulations.

2007-15

CalWORKS

Program Affected - CalWORKS State Funds and CalWORKS Federal Temporary Assistance for
Needy Families Funds (TANF), passed through the California Community Colleges Chancellor's
Office as CalWORKS State Funds

Criteria

The California Community Colleges Chancellor's Office CalWORKS Program Handbook Guidelines
Section V Subsection Eligibility Documentation states, "Eligibility for services must be coordinated
through the local County Welfare Department. Once the initial eligibility determination is made by
the County Welfare Department, on-going communication with the County is essential to ensure that
a student remains in good standing. Eligibility determinations must be conducted at the beginning of
each term to ensure students are eligible for services prior to receiving them."”

Identified Condition

In our sample of 25 CalWORKS recipients tested for eligibility requirements at each of the four
campuses, we noted the following discrepancies:

o College of Alameda had five out of the 25 CalWORKS recipients sampled who were
receiving CalWORKS services who did not have the proper eligibility documented from the
County Welfare Department for each academic term the recipient was served or were not
determined eligible at the beginning of each term; therefore, students claimed as CalWORKS
were noncompliant.

e Laney College had 12 out of the 25 CalWORKS recipients sampled who were receiving
CalWORKS services who did not have the proper eligibility documented from the County
Welfare Department for each academic term the recipient was served or were not determined
eligible at the beginning of each term; therefore, students claimed as CalWORKS were
noncompliant.

o Berkeley City College had 12 out of the 25 CalWORKS recipients sampled who were
receiving CalWORKS services who did not have the proper eligibility documented from the
County Welfare Department for each academic term the recipient was served or were not
determined eligible at the beginning of each term; therefore, students claimed as CalWORKS
were noncompliant.

o Merritt College had four out of the 25 CalWORKS recipients sampled who were receiving
CalWORKS services who did not have the proper eligibility documented from the County
Welfare Department for each academic term the recipient was served or were not determined
eligible at the beginning of each term; therefore, students claimed as CalWORKS were
noncompliant.
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2007-16

Questioned Costs
Recipients received only services and not direct program dollars; therefore, no costs are questioned.
Recommendation

We recommend that the District develop an independent internal tracking of student eligibility for all
CalWORKS and TANF-funded services to verify initial and continued eligibility from the County
Welfare Department. Services provided through other college departments, like the Child Care
Center, must be coordinated with the CalWORKS program office to also verify a student's ongoing
eligibility for services, academic progress, and to monitor programs expenses that are directly
attributable to support for the identified CalWORKS eligible recipients.

Management Response

This recommendation will be implemented.

Program Affected - CalWORKS State Funds and CalWORKS Federal Temporary Assistance for
Needy Families (TANIF) Funds, passed through the California Community Colleges Chancellor's
Office

Criteria

Internal Controls: An organization establishes internal control processes to provide reasonable

assurance that it will achieve certain objectives concerning the reliability of its financial reporting,
the effectiveness and efficiency of its operations, and its compliance with laws and regulations.

Compliance: Chancellor's Office - CalWORKS Program Handbook Guidelines 2005
Annual reports of expenditures are required to be filed with the State Chancellor's Office.

Identified Condition

The year end report for CalWORKS expenditures filed with the State Chancellor's Office did not
agree to expenditure reports from the Peoplesoft general ledger.

Questioned Costs

None.

Recommendation

The annual cost report filed with the State Chancellor's Office should be prepared and supported by

appropriate ledger reports and by evidence of review by supervisory individuals within the
accounting office.
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2007-17

Management Response

The installation of the PeopleSoft position control module should correct this deficiency.
Concurrent Enrollment of K-12 Students in Community College Credit Courses
Program Affected - Concurrent Enrollment of K-12 students

Criteria

Education Code Sections 48800-48802, 76000-760002, and 68752
CCR, Title 5, various sections

The Chancellor's Office and the State of California have authorized community college districts to
allow the admittance of K-12 students who would benefit from advanced scholastic or vocational
work. This admittance is dependent on both the parental approval and recommendation of the
principal of the pupil's school of attendance.

Identified Condition

Documentation to support the proper enrollment of K-12 students at Merritt College could not be
located for two of the 12 students selected for testing. Supporting documentation that was missing
included the concurrent enrollment forms and the actual students' high school transcripts.
Questioned Costs

Unknown at this time.

Recommendation

All required documentation supporting the allowability of a high school student's enrollment should
be maintained within the admissions and records files as proof that the students obtained the
necessary approval to be enrolled as concurrent high school students.

Management Response

This recommendation will be implemented.
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2007-18

2007-19

STUDENTS ACTIVELY ENROLLED
Criteria

CCR, Title 5, Sections 58003.1, 58004, 58005, and 58051
California Community Colleges Student Attendance Accounting Manual (SAAM), pages 1.02-1.04

Districts are required to clear the rolls of all inactive students as of each course section's drop date.
The drop date shall be no later than the end of business of the day immediately preceding the
beginning of the census week in weekly census procedure courses.

Identified Condition

Apportionment may only be given to students actively enrolled in a course section as of the census
date. Drop date rosters are not consistently received from instructors indicating the clearing of the
roll prior to census date for each quarter. Students dropped as of census date are not segregated as to
'no shows' and, therefore, all students are claimed for apportionment credit. There is not a current
report that allows the registrars the ability to see who has not turned in the Census Rosters in a timely
manner.

Instructors may back date student drops with no additional supporting documentation being received
by the registrars office.

Questioned Costs

Unknown at this time.

Recommendation

A report should be written within the student accounting system which will provide the registrars at
the four campuses the ability to ensure all census date rosters have been completed and filed as
required by the Title 5 requirements. Any drop date which is back dated on the student record should
be supported by adequate documentation within the student's file and signed as approved by the
registrar.

Management Response

With the go-live of the PeopleSoft student administration system completed, this discrepancy should
be corrected.

SALARIES OF CLASSROOM INSTRUCTORS (50% LAW CALCULATION)
Criteria

Government Code Section 8880.5(k) requires districts to establish a separate account/subfund to
account for the receipt and expenditure of lottery funds.
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Identified Condition

The District has established a separate fund to account for the expenditures of lottery funds restricted
for instructional materials; however, a separate account or subfund to account for the unrestricted
expenses charged against the lottery revenues had not been established. Expenses are designated as
Librarians and Counselors; however, the actual accounting in accordance with the above Education
Code has not been maintained.

Questioned Costs

None; this is a recordkeeping issue.

Recommendation

In accordance with Government Code Section 8880.5(k), the District should establish a subfund or
program to segregate and account for expenditures of unrestricted lottery funds.

Management Response

The District will consider implementing this recommendation.
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Except as specified in previous sections of this report, summarized below is the current status of all audit findings
reported in the prior year's schedule of audit findings and questioned costs.

FINANCIAL STATEMENT FINDINGS
MATERIAL WEAKNESS

PEOPLESOFT ACCOUNTING SOFTWARE
2006-1 Finding

As a response to prior year comments regarding the inadequacies of the financial accounting software
system utilized by the District, implementation of the PeopleSoft Accounting Software system

(the SYSTEM) was commenced on July 1, 2005. The implementation encompassed a complete
change in the processes, procedures, and functionality of the accounting system.

Inadequate support and training from the software vendor, as well as delays in the implementation of
certain modules of the system, created the need for certain established internal controls to be set aside
during the year. The following items have been noted:

o Payroll — Although employee payroll was processed and employees paid in accordance with
District timelines, the payroll transactions for the 2005-2006 fiscal year were not posted to
the general ledger system until December 2006.

e Cash Accounts — Reconciliations of the cash held in the county treasury to the general ledger
was not completed on a monthly basis during the 2005-2006 fiscal year and ultimately was
not completed until March 2007.

e Supervisory Approvals — In order to process transactions, the primary approval, posting, and
reconciliation of activity was accomplished by one individual.

¢ Information Systems — Approval and posting of activity was, at times, granted to the
information systems personnel.

e Reporting — Review of activity generated at the college campuses, particularly in the area of
grants and programs, was not available. Reporting of financial activity to the Management,
the Board of Trustees, and the Audit Committee during the year was not complete.

Each of these areas has also been addressed in specific comments within this document. While it is
understood that some internal controls may be circumvented during a conversion process, the above
items have created the situation that errors and irregularities may have occurred and not been
detected by Management.

Recommendation
Continued training of staff at all appropriate levels of the District must occur. Access by the
Information Systems department to process activity must be eliminated as soon as possible.

Reconciling controls must be reinstated to ensure that all transactions occurring during the
accounting period have been properly posted in a timely manner to the proper account and program.
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2006-2

Current Status

Not implemented. See finding 2007-1.
INFORMATION SYSTEMS
Finding

The PeopleSoft Accounting Software operates and provides the following services through the
Information Systems:

e Accounting —financial, accounting, and budgeting system that processes all transactions for
the District.

e Purchasing — Vendor files and payment information.

o Payroll and Human Resources —Maintains information related to the payroll of District
employees.

With the implementation of PeopleSoft, these key areas have not been independently evaluated or
tested to ensure the controls, approvals, procedures, and processes have been appropriately set up and
are functioning properly.

Recommendation

The controls in place within the software system should be reviewed and tested by an independent

service provider and evaluated to ensure the adequacy. This review should encompass the controls
specific for the transactions processed through the system and should include the security settings.

The District should consider obtaining a SAS 70 review to assess if controls tested are functioning

properly, as well as address any weaknesses in the internal control environment.

Current Status

Not implemented. See finding 2007-2.

REPORTABLE CONDITIONS

2006-3

POLICIES AND PROCEDURES
Finding

With the implementation of the new software accounting system, many procedures and functions
within the accounting, payroll, purchasing, and business office have significantly changed, and prior
practices and procedures are no longer valid. This creates the possibility that controls are
circumvented, and errors or irregularities could occur that are not detected by management in a
timely manner.
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2006-4

2006-5

Recommendation

In order to ensure that all transactions are being processed in accordance with sound internal controls,
Board Policies, and the Education Code, written procedures manuals should be developed and
provided to all employees in the above departments.

Current Status

Not implemented. See finding 2007-8.

SEGREGATION OF DUTIES

Finding

Controls specifically over transfers between funds and journal entries are currently not in place. One
individual has the ability and the authority to create, process, approve, and reconcile transactions that
are posted through journal entries and transfers between funds. This creates the possibility that errors
or irregularities could be processed and not be detected in a timely manner.

Recommendation

All transfers between funds should be reviewed and approved by someone at a higher level than the
individual processing the transaction prior to posting to the general ledger. All journal entries should
be supported by the original entry and the reason for the journal entry. The transaction should be
reviewed and approved by someone at a higher level than the individual processing the transaction
prior to posting to the general ledger.

Current Status

Not implemented. See finding 2007-9.

Finding

There appears to be a lack of segregation of duties between the Purchasing Department and the
Facilities Department. One individual has the ability and the authority to requisition, approve, and
receive goods and merchandise. This creates the possibility that irregularities could be processed and
not detected in a timely manner.

Recommendation

In order to strengthen internal controls over the requisition, approval, and receipt of goods and
merchandise, there should be a distinct segregation of duties between the Purchasing Department and
the Facilities Department. This will help mitigate the possibility of irregularities occurring.

Current Status

Not implemented. See finding 2007-7.
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2006-6

2006-7

PAYROLL PROCESSING
Finding

As noted in finding 2006-1, the payroll transactions for fiscal year ended June 30, 2006, were not
posted to the general ledger until December 2006. This was a direct result of the implementation of
the PeopleSoft accounting system and the account coding requirements of the system. While the
payments to employees were processed for each pay period and employees were paid, the ability of
program and budget managers to monitor their program, and for an analysis of the District budget
and transactions, was severely hampered during the year. This creates the possibility that errors or
irregularities could be processed and not be detected in a timely manner.

Recommendation

As the full implementation process is finalized, the posting of payroll is anticipated to be performed
on a current basis. Until this occurs, compensating procedures should be established to allow for the
full analysis and reconciliation of the program budgets to the actual expenditure activity related to
payroll.

Current Status

Improved.

CONTRACTS

Finding

Current Board Policy states that contracts with vendors in excess of $25,000 are to be brought to the
Board for approval. We noted contracts may be written at different times for less than the $25,000
threshold; but when aggregated together, the total amount paid to the vendor exceeded the approved
amount. We also noted individual contracts that were written at exactly $25,000 that were not
brought to the Board for approval. The requirement to bring these contracts to the Board is a good
internal control to ensure proper bidding requirements are adhered to, as well as providing additional
authorization and reporting at the Board level.

Recommendation

Controls should be evaluated to ensure that all contracts to an individual are monitored, and if the
threshold established by the Board is met or exceeded, the contract is placed on the Board agenda for
review and approval.

Current Status

Implemented.
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FEDERAL AWARDS FINDINGS
ELIGIBILITY DETERMINATION

Federal Programs Affected — Student Financial Aid Cluster — US Department of Education
(DOE), Federal Supplemental Education Opportunity Grant (FSEOG) (CFDA# 84.007),
Federal Pell Grant Program (CFDA #84.063), Federal Work Study Program (CFDA #84.033),
Federal Family Educational Loans (CFDA #84.032)

2006-8 Finding

Internal controls over eligibility and verification of student financial aid files were not in place or
functioning properly at Berkeley City College. The financial aid supervisor has the responsibility for
packaging student financial aid, reviewing eligibility and student financial aid files, and approving
adjustments to the awards. The information included within the financial aid files did not
consistently provide adequate documentation regarding the student history, approved and accepted
award letters, citizenship status documentation, and loan documents or exit interviews for students
with loans outstanding. Additionally, the following specific areas were noted:

e We noted student budgets had been changed from dependent status to independent status in
2 of the 25 files reviewed with no supporting documentation.

e From this review of 25 files, we noted the following over and under awarded amounts to
students with no documented explanation for the variance:

One student was eligible to receive $2,625 and was awarded and paid $3,062.
One student was eligible to receive $2,682 and was awarded and paid $2,762.50.
One student was eligible to receive $1,800 and was awarded and paid $900.

One student was eligible to receive $2,800 and was awarded and paid $1,800.
One student was eligible to receive $3,063 and was awarded and paid $2,700.

e We also noted the student attendance system was not consistently verified to the SAFE
Financial Aid system for reporting and verifying the number of units a student was enrolled
in prior to disbursing the financial aid funds.

e The financial aid office does not consistently utilize the standard PELL Grant Program
Disbursement Schedule which resulted in several instances of rounding variances for
awards.

Impact
The lack of proper internal controls and documentation of procedures has resulted in the over and

under awarding of student financial aid. Additional noncompliance with the applicable Federal
regulations could result in additional questioned costs related to the student financial aid program.

84



PERALTA COMMUNITY COLLEGE DISTRICT

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED JUNE 30, 2007

2006-9

Criteria

OMB Circular A-133, Subpart C, Section 300 part b. The auditee is responsible for "Maintaining
internal control over federal programs that provide reasonable assurance that the auditee is managing
federal awards in compliance with laws, regulation, and their provision of contracts or grant
agreements that could have a material affect on each of its federal programs."

Questioned Costs

Based upon our specific testing, the College has over awarded students $514.50 and under awarded
students $2,263.

Recommendation

The College should immediately incorporate the appropriate internal controls and procedures for the
awarding and disbursing of Federal student financial aid. The procedures should be documented in a
procedure manual for all financial aid personnel to follow. Reasonable internal controls should
include: documentation of all changes to student financial aid files, supervisory review of the award
and disbursement amounts prior to paying the financial aid award, verification of student enroliment
status prior to disbursing funds, and proper training on the compliance requirements for all student
financial aid personnel.

Current Status

Not implemented. See finding 2007-12.

CASH MANAGEMENT

Federal Programs Affected — Student Financial Aid Cluster — US Department of Education
(DOE), Federal Supplemental Education Opportunity Grant (FSEOG) (CFDA# 84.007),
Federal Pell Grant Program (CFDA #84.063), Federal Work Study Program (CFDA #84.033),
Federal Family Educational Loans (CFDA #84.032)

Finding

The District has not documented the procedures related to the cash management of Student Financial
Aid Funds. Additionally, the funds disbursed to the District through the GAPS system are not
segregated in an interest bearing account.

Impact

The District is at risk on noncompliance with the Cash Management criteria.
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2006-10

Criteria

Code of Federal Regulations (CFR) 34 CFR 668.163 (c). All entities receiving Federal financial aid
funds must maintain an interest bearing account into which the Department transfers, or the entity
deposits, the funds. The entity has a fiduciary responsibility to segregate Federal funds from all other
funds and to ensure that Federal funds are only used for the benefit of eligible students.

The requirements for an interest bearing account may be waived if one of the following criteria are
met: (a) the District is drawing less than $3 million annually; (b) the District can document and
demonstrate that $250 in interest would not be earned in the account or (c) the District formally
requests the funds be made available utilizing the "just-in-time" payment method.

Questioned Costs

None.

Recommendation

The District should establish a segregated interest bearing account to accept the deposit of funds
through the GAPS drawdown system for student financial aid. If the District chooses not to maintain
an interest bearing account for the student financial aid funds, one of the above criteria should be
documented and maintained as the methodology the District is utilizing.

Current Status

Implemented.

EQUIPMENT PURCHASE

Federal Program Affected — Vocational and Technology Educational Act (VATEA)
(CFDA #84.048) — US Department of Education

Finding

An inventory control system has not been implemented to properly identify and monitor equipment
purchased with Federal funds. Equipment purchased with VATEA funds has not been tagged or
inventoried with a physical inventory during the past two years.

Impact

The lack of proper inventory controls could result in noncompliance with the program requirements.

Equipment purchased with Federal funds may be used in general operations or non-Federally funded
programs.
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2006-11

Criteria

OMB Circular A-110 Subpart C, Section 32 (3) and (4) requires a verification of the existence,
current utilization, and continued need for equipment purchased with Federal funds. A control
system shall be in effect to ensure adequate safeguards to prevent loss, damage, or theft of the
equipment. A physical inventory of equipment shall be taken, and the results reconciled with the
equipment records at least every two years.

Questioned Costs

None.

Recommendation

An inventory control system should be implemented to properly safeguard the equipment purchased
and utilized by the District. The control system should include the ability to identify and monitor
equipment that has been purchased specifically with Federal dollars. At least bi-annually, a physical
inventory of the equipment on site and in use within the program should be taken and reconciled to
the control system.

Current Status

Not implemented. See finding 2007-13.

REPORTING

Federal Program Affected — Vocational and Technology Educational Act (VATEA)
(CFDA #84.048) — US Department of Education

Finding

Quarterly interim expenditure reports for the VATEA Title 1-C program were not submitted by the
filing deadlines during the year. Additionally, the reports prepared were not based upon actual
expenditures or reconciled to the accounting records. The reports were submitted based upon
estimated expenditures and budgets. The final report of all funds expended as of June 30, 2006, was
supported by the accounting records and reconciled.
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Impact

By not adequately reporting the actual expenditures during the year, the risk of over or under
expending program funds is heightened and could result in disallowed costs. The final expenditures
within the program, by College, are noted below to note the actual amount of under utilized funds:

College Allocation Expenditures Under Utilized Funds
Alameda College $168,856 $163,466 $ 5,390
Laney College $379,701 $361,353 $ 18,350
Merritt College $234,075 $206,242 $ 27,833
Berkeley City College $110,784 $ 62,764 $ 48,020
District Office $ 47,022 $ 39,692 $ 7,330

Criteria

The California State Systems Office (oversight monitoring agency) requires quarterly reporting of
expenditures of VTEA funds.

Questioned Costs
None.
Recommendation

Expenditures related to VATEA should be posted to the general ledger as incurred, reviewed,
reconciled, and reported to the oversight agency as required.

Current Status

Not implemented. See finding 2007-14.

STATE AWARD FINDINGS

2006-12

NONCREDIT COURSES - SELF ASSESSMENT - LANEY COLLEGE
Finding

The California State Systems Office issued a memo (Requirements for Claiming Apportionment for
Noncredit Courses — Self-Assessment Checklist) requiring a self assessment of the Non-Credit
Courses offered at the District. The District was required to submit their self-assessment for
computer/library courses by April 18, 2005, to the Systems Office and maintain all other checklists
for further review. Laney College did not maintain the additional assessment checklists for their non-
credit courses other than computer/library courses. We were unable to determine compliance with
this memo.
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2006-13

2006-14

Recommendation

The Laney College Instructional Office should complete the self-assessment checklists for all non-
credit courses. These checklists should be reviewed and maintained for future audit purposes as
required by the Systems Office.

Current Status
Implemented.

CONCURRENT ENROLLMENT OF K-12 STUDENTS IN COMMUNITY COLLEGE
CREDIT COURSES

Finding

Community college districts are authorized to enroll and admit K-12 students who would benefit
from advanced scholastic or vocational work. This admittance is dependant on both the parental
approval and recommendation of the principal of the pupil's school of attendance. Of the 25 K-12
students selected for testing, enrollment forms for seven students could not be located. For those
students missing the required documentation, we were unable to verify the requirements for
enrollment had been met.

Recommendation

The District should establish written procedures over the retention of documents related to student
enrollment — particularly K-12 students enrolling in academic or vocational courses. Enrollment
forms should be maintained as part of the District's record retention policies.

Current Status

Not implemented. See finding 2007-17.

EXPENDITURE REPORTS FOR STATE CATEGORICAL PROGRAMS
Finding

The audited expenditures for some of the categorical programs tested did not agree to the total
expenditures reported on the final program expenditure reports and the amounts posted in the general
ledger. Additionally, detailed expenditure reports to support the total expenditures reported on the
annual reports was not consistently available. It was also noted that some of these reports were not
totaled correctly. A significant contributing factor to these errors appears to be the lack of detailed
reports currently available within the newly implemented PeopleSoft Accounting Software, and
training to utilize the reports that are available. Additionally, as noted elsewhere in these
recommendations, payroll activity was not posted to the general ledger during the year, also
contributing to the variance in reporting.
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2006-15

2006-16

The following is a sample of identified variances:
Program Tested  Total Per Audit Total Per Annual Report  Footing Errors

Cal Works $1,014,275 $1,053,249 Yes
Matriculation $1,181,667 $1,152,646 None
EOPS $2,539,662 Unable to locate final

expenditure report
DSPS $1,994,497 $3,289,262 Yes

Recommendation

The District should continue its efforts to better utilize the PeopleSoft Accounting Software to
provide the necessary reports, both at the District and College level, to properly review program
expenditures and to prepare the necessary and required reporting of activity within the program. All
financial activity should be posted to the general ledger in a timely manner and reconciled to the
detail reports maintained at the College campuses.

Current Status

Implemented.

STANDARDS OF SCHOLARSHIP

Finding

The District is required to adopt procedures or regulations for the repetition of courses. These
requirements must be communicated to students and presented in the college catalog. The District's
Catalog of Courses for the 2005-2006 academic year did not include the requirements for the
repetition of courses for which substandard work has not been recorded.

Recommendation

The course catalogs should be reviewed each year to ensure that all required disclosures to students
are included within the catalog.

Current Status

Implemented.

CalWORKS STATE PROGRAM

Finding

Supporting documentation identifying compliance for eligibility of students referred by the County
Welfare Department must be received and reviewed at the beginning of each term. We reviewed 25

student files at each college campus. The following specific items were noted at the college
campuses:
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2006-17

o College of Alameda — 16 CalWORKS recipient files did not contain proper eligibility
documentation.

o Laney College — 16 CalWORKS recipient files did not contain proper eligibility
documentation.

o Merritt College — 21 CalWORKS recipient files did not contain proper eligibility
documentation.

o Berkeley City College — 20 CalWORKS recipient files did not contain proper eligibility
documentation.

Recommendation

The District should assist the Colleges in developing an independent internal tracking mechanism to
ensure all students receiving services and aid through the CalWORKS program maintain their
eligibility. The CalWORKS Program Handbook contains several examples of forms and process that
may be used to maintain the required compliance.

Current Status

Not implemented. See finding 2007-15.

SALARIES OF CLASSROOM INSTRUCTORS (50% LAW CALCULATION)

Finding

The District noted unposted payroll transactions during the subsequent reconciliation of the Cash
Accounts. These reconciliations and the related posting of the transactions to the general ledger have
resulted in significant changes to the 50% Law calculation. At this time, we have been unable to
review the supporting documentation to ensure continued compliance with the requirements of the
Salaries of Classroom Instructors.

Recommendation

The District should prepare a complete recalculation of the Salaries of Classroom Instructors
calculation, submit the calculation to the State Systems Office, and provide for the related audit of
the calculation.

Current Status

Implemented.
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PERALTA COMMUNITY COLLEGE DISTRICT

GOVERNMENTAL FUNDS

BALANCE SHEETS - (UNAUDITED)

JUNE 30, 2007

ASSETS
Cash and cash equivalents
Investments
Accounts receivable
Student loans receivable, net
Due from other funds
Prepaid expenses
Stores inventory
Other current assets
Total Assets

LIABILITIES AND FUND EQUITY
LIABILITIES
Accounts payable
Due to other funds
Deferred revenue
Total Liabilities

FUND EQUITY
Fund Balances
Reserved
Unreserved
Designated
Undesignated
Total Fund Equity
Total Liabilities and
Fund Equity

General

Special Revenue Funds

Child

Development

Special
Reserve

2,494,877
9,619,355
8,836,918
1,039,959
6,219,371
683,373
296,169
181,057

$

422,688
41,486

$

5,610,229
720,301

29,371,079

$

464,174

6,330,530

8,768,684
15,054
3,929,209

$

12,712,947

979,542

6,583,096
9,095,494

464,174

6,330,530

16,658,132

464,174

6,330,530

29,371,079

$

464,174

$

6,330,530

See accompanying note to additional supplementary information.
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Debt Service

Fund Capital Projects Funds
Bond Interest Revenue Capital
and Bond Outlay
Redemption Project Projects Total
$ - - $ 3,949,827 $ 6,444,704
18,476,803 279,971 130,721,232 165,130,278
- 1,355 4,465,908 14,065,968
- - - 1,039,959
- - 4,406,218 10,625,589
- - 25,690 709,063
- - - 296,169
- - - 181,057
$ 18,476,803 281,326 $ 143,568,875 $ 198,492,787
$ - - $ 2,767,527  $ 11,536,211
- - 4,406,218 4,421,272
- - - 3,929,209
- - 7,173,745 19,886,692
- - - 979,542
- - - 6,583,096
18,476,803 281,326 136,395,130 171,043,457
18,476,803 281,326 136,395,130 178,606,095
$ 18,476,803 281,326 $ 143,568,875 $ 198,492,787
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PERALTA COMMUNITY COLLEGE DISTRICT

GOVERNMENTAL FUNDS

STATEMENTS OF REVENUES, EXPENDITURES, AND CHANGES
IN FUND BALANCE - (UNAUDITED)

FOR THE YEAR ENDED JUNE 30, 2007

Special Revenue Funds

Child Special
General Development Reserve
REVENUES
Federal revenues $3,722319 $ 113268 $ -
State revenues 84,100,018 1,475,066 -
Local revenues 34,620,717 100,063 859,134
Total Revenues 122,443,054 1,688,397 859,134
EXPENDITURES
Current Expenditures
Academic salaries 45,053,541 - -
Classified salaries 25,530,815 992,886 -
Employee benefits 25,323,956 443,851 -
Books and supplies 2,142,195 52,121 -
Services and operating expenditures 15,644,806 4,030 -
Capital outlay 1,618,561 - -
Debt service - principal - - -
Debt service - interest and other 479,332 - -
Total Expenditures 115,793,206 1,492,888 -
EXCESS OF REVENUES OVER
(UNDER) EXPENDITURES 6,649,848 195,509 859,134
OTHER FINANCING SOURCES (USES)
Operating transfers in 5,892,200 - 3,590,000
Operating transfers out (3,738,360) - -
Other sources - - -
Other uses (1,260,388) - -
Total Other Financing Sources (Uses) 893,452 - 3,590,000
EXCESS OF REVENUES AND OTHER
FINANCING SOURCES OVER (UNDER)
EXPENDITURES AND OTHER USES 7,543,300 195,509 4,449,134
FUND BALANCE, BEGINNING OF YEAR 9,114,832 268,665 1,881,396
FUND BALANCE, END OF YEAR $16,658,132 $ 464,174 $ 6,330,530

See accompanying note to additional supplementary information.
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Debt Service

Fund Capital Project Funds
Bond Interest Revenue Capital
and Bond Outlay
Redemption Project Projects Total

- 3 - - 3,835,587

- - 4,212,725 89,787,809
18,635,248 81,191 6,516,931 60,813,284
18,635,248 81,191 10,729,656 154,436,680
- - - 45,053,541

- 3,041 - 26,526,742

- 42 - 25,767,849

- 2,618 300,124 2,497,058

- - 4,738,482 20,387,318

- 3,416 39,109,780 40,731,757

4,740,000 - - 4,740,000
11,148,131 - 1,059,171 12,686,634
15,888,131 9,117 45,207,557 178,390,899
2,747,117 72,074 (34,477,901) (23,954,219)

- - - 9,482,200

- - - (3,738,360)

1,938,231 - 76,042,100 77,980,331

- - - (1,260,388)

1,938,231 - 76,042,100 82,463,783
4,685,348 72,074 41,564,199 58,509,564
13,791,455 209,252 94,830,931 120,096,531
18,476,803 % 281,326 136,395,130 $ 178,606,095
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PERALTA COMMUNITY COLLEGE DISTRICT

PROPRIETARY FUNDS
BALANCE SHEET - (UNAUDITED)
JUNE 30, 2007

Internal
Service
Fund
ASSETS
Investments $ 535,499
LIABILITIES
Claim liabilities $ 1,392,000
FUND EQUITY
Retained earnings (856,501)
Total Liabilities and
Fund Equity $ 535,499

See accompanying note to additional supplementary information.
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PERALTA COMMUNITY COLLEGE DISTRICT

PROPRIETARY FUNDS

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN
RETAINED EARNINGS - (UNAUDITED)

FOR THE YEAR ENDED JUNE 30, 2007

Internal
Service
Fund
OPERATING EXPENSES
Services and other operating expenditures $ 1,392,000
Operating Loss (1,392,000)
NONOPERATING REVENUES (EXPENSES)
Interest income $ 22,931
Revenues (Expenses) 22,931
NET LOSS (1,369,069)
RETAINED EARNINGS, BEGINNING OF YEAR 512,568
RETAINED EARNINGS, END OF YEAR $ (856,501)

See accompanying note to additional supplementary information.
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PERALTA COMMUNITY COLLEGE DISTRICT

PROPRIETARY FUNDS
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED JUNE 30, 2007

Internal
Service
Fund
CASH FLOWS FROM INVESTING ACTIVITIES

Interest on investments $ 22,931
Net Cash Provided from Investing Activities 22,931
Net increase in cash and cash equivalents 22,931
Cash and cash equivalents - Beginning 512,568
Cash and cash equivalents - Ending $ 535,499

See accompanying note to additional supplementary information.
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PERALTA COMMUNITY COLLEGE DISTRICT

FIDUCIARY FUNDS
BALANCE SHEETS - (UNAUDITED)
JUNE 30, 2007

Trust Funds

Deferred Associated Student Scholarship
Compensation Students Financial and
Trust Trust Aid Loan
ASSETS
Cash and cash equivalents $ - $ 409,026 $ 142,455 $ 9,069
Investments 177,781,822 - 59,466 -
Accounts receivable 543,496 7,831 133,190 -
Due from other funds - 15,054 - -
Deferred costs on issuance 3,146,703 - - -
Fixed assets - 2,775 - -
Total Assets $ 181,472,021 $ 434,686 $ 335111 $ 9,069
LIABILITIES AND FUND EQUITY
LIABILITIES
Accounts payable $ - $ 5919 $ 135111 $ -
Accrued interest 228,489 - - -
Due to other funds 5,892,200 - 200,000 -
Due to student groups - 100,180 - -
Other post-employment benefit bonds 155,042,467 - - -
Total Liabilities 161,163,156 106,099 335,111 -
FUND EQUITY
Fund Balances
Unreserved
Undesignated 20,308,865 328,587 - 9,069
Total Fund Equity 20,308,865 328,587 - 9,069
Total Liabilities and
Fund Equity $ 181,472,021 $ 434,686 $ 335111 $ 9,069

See accompanying note to additional supplementary information.
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Agency Fund

Other

Trust Total
$ 1,362,930 $ 1,923,480
- 177,841,288
2,146 686,663
- 15,054
- 3,146,703
- 2,775
$ 1,365,076 $ 183,615,963
$ - $ 141,030
- 228,489
127,171 6,219,371
1,237,905 1,338,085
- 155,042,467
$ 1,365,076 162,969,442
20,646,521
20,646,521

$ 183,615,963




PERALTA COMMUNITY COLLEGE DISTRICT

FIDUCIARY FUNDS

STATEMENTS OF REVENUES, EXPENDITURES, AND CHANGES IN
FUND BALANCE - (UNAUDITED)

FOR THE YEAR ENDED JUNE 30, 2007

Trust Funds
Deferred Associated Student  Scholarship

Compensation  Students Financial and
Trust Trust Aid Loan Total
REVENUES
Federal revenues $ - $ - $14,384371 % - $14,384,371
State revenues - - 1,806,241 - 1,806,241
Local revenues 27,204,456 150,455 - - 27,354,911
Total Revenues 27,204,456 150,455 16,190,612 - 43,545,523
EXPENDITURES
Current Expenditures
Services and operating expenditures - 240,505 - 247 905,210
Debt service - interest and other 2,596,045 - - - 2,596,045
Total Expenditures 2,596,045 240,505 - 247 3,501,255
EXCESS OF REVENUES OVER
(UNDER) EXPENDITURES 24,608,411 (90,050) 16,190,612 (247) 40,044,268
OTHER FINANCING SOURCES (USES)
Operating transfers in - 148,360 - - 148,360
Operating transfers out (5,892,200) - - - (5,892,200)
Other uses - - (16,190,612) - (16,190,612)
Total Other Financing
Sources (Uses) (5,892,200) 148,360 (16,190,612) - (21,934,452)
EXCESS OF REVENUES AND OTHER
FINANCING SOURCES OVER (UNDER)
EXPENDITURES AND OTHER USES 18,716,211 58,310 - (247) 18,774,274
FUND BALANCE, BEGINNING OF YEAR 1,592,654 270,277 - 9,316 1,872,247
FUND BALANCE, END OF YEAR $ 20,308,865 $328,587 $ - $ 9,069 $20,646,521

See accompanying note to additional supplementary information.
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PERALTA COMMUNITY COLLEGE DISRTRICT

NOTE TO ADDITIONAL SUPPLEMENTARY INFORMATION
JUNE 30, 2007

NOTE 1 - PURPOSE OF SCHEDULES
Fund Financial Statements

The accompanying financial statements report the governmental, proprietary, and fiduciary fund activities of
Peralta Community College District and are presented on the modified accrual basis of accounting. Therefore,
some amounts presented in these financial statements may differ from amounts presented in, or used in, the
preparation of the financial statements. The information is unaudited and is presented at the request of the District
management.
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