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Title:
Chaffey Community College District Fiscal Independence Request
Date:
October 15, 2007
Contact:   Kuldeep Kaur


                  (916) 327-6818
Background:
Fiscal Independence gives districts broad authority to issue warrants without review or approval of the County Office of Education or County Auditor.  Under Education Code Section 85266.5 fiscal independence is granted by the Board of Governors, based largely on the recommendation from the community college district’s applicable county offices and results of an independent Certified Public Accountant (CPA) survey of the district’s accounting controls.  A total of six community college districts currently have fiscal independence status.
As presented in a System Office Accounting Advisory dated August 16, 2007, the process for an applicant district to have its application approved by the Board of Governors pursuant to Education Code 85266.5 is as follows: 

· In order to obtain the approval of the Board of Governors, a community college district shall file a written application with the county superintendent of schools. 

· Upon receipt of the application, the county superintendent of schools shall cause a survey to be made of the district’s accounting controls by an independent certified public accountant or public accountant in accordance with standards prescribed by the Board of Governors. 

· The certified public accountant or public accountant shall report his or her findings and recommendations to the county superintendent, county auditor, and to the applicant district. 

· The county superintendent shall forward the district’s application, together with his or her other recommendations and the recommendations of the county auditor and a report of the survey, to the Board of Governors for approval or disapproval of the application. 

· The Board of Governors shall approve the application only if it finds that the accounting controls of the district are adequate. If the Board of Governors determines that these controls are inadequate, it shall disapprove the application. 

· The county superintendent of schools shall be reimbursed for all costs incident to the accounting controls survey made pursuant to the district's application, from the district's funds. 

· When approved by the Board of Governors, the issuance of warrants pursuant to this section shall be effective at the beginning of the fiscal year if the approval had been made prior to the preceding first day in January. 

· In the event that the issuance of warrants has been disapproved, the Board of Governors shall state the specific steps which must be taken by the district in order to receive approval. 

· If at any time the county superintendent of schools determines that the accounting controls of the district have become inadequate, he or she may recommend to the Board of Governors that the approval be revoked, to be effective on the first day of the next following fiscal year. 

Standards for Approval of District Applications for Fiscal Independence 
The following four accounting control standards are intended to serve as broad and general guidelines for evaluating a district's ability to issue warrants directly on the county treasury without review and approval of the county auditor and county superintendent of schools. Generally, scrutiny of the legality and propriety of district accounting transactions has been performed by the county superintendent of schools. Under fiscal independence, the chief financial officer and the accounting staff of the district must provide that scrutiny. 
· Standard 1: Adequate Fund Balances - The district has avoided deficit balances in its funds and has maintained a prudent reserve in its unrestricted general fund over the preceding five fiscal years. 

· Standard 2: Statute and Governing Board - The district makes only lawful and appropriate expenditures in carrying out the programs authorized by statute and by the governing board. 

· Standard 3: Adequate Internal Controls - The staff of the accounting, budgeting, contracts, management information systems, internal audits, personnel, and procurement departments are adequate in numbers and skill level to administer administrative programs independent of detailed review by the county office of education and to provide an internal audit function that assures adequate internal controls. 
· Standard 4: Legality and Propriety of Transactions - The staff of the accounting, budgeting, contracts, management information systems, internal audits, personnel, and procurement departments exercise independent judgment to assure the legality and propriety of transactions. 

Review of Chaffey CCD’s Request

In its review of Chaffey CCD’s capacity to become fiscally independent, the certified public accountancy firm Vavrinek, Trine, Day & Co, LLP found that the district was generally in compliance with all four required accounting control standards. The firm noted concerns only in regards to the district’s new payroll system. The district is currently on the San Bernardino County Superintendent of Schools payroll system and they are planning on implementing Datatel System by July 1, 2008. They are in the process of finalizing policies and procedures with the new system.

In a report to the county dated June 30, 2007, Vavrinek, Trine, Day & Co, LLP made the following conclusion:

“Based upon completion of our procedures, the conclusion is that the District has been successful in building a system capable of achieving fiscal independence status.”

In a letter dated October 15, 2007 and signed by the San Bernardino County Superintendent of Schools and the County Auditor/Controller-Recorder, recommended that Chaffey CCD be granted fiscal independence:

“We believe that we have performed the required review under EC 85266.5 of the applicant District’s petition for Fiscal Independence. Our two offices have accepted the recommendation of the professional auditing firm. We recommend that the District be granted fiscal independence.”

System Office staff has reviewed the materials provided by the County and the CPA firm, and concurs that Chaffey CCD meets all four accounting control standards required for fiscal independence. Further, staff recommends concurrence in the recommendation that the district be granted fiscal independence status contingent upon the CPA firm’s recommendation of the final payroll system test being successful in May 2008.  In order for fiscal independence to become effective July 1, 2008, Education Code requires that this request be approved by the Board of Governors prior to January 1, 2008.

Recommended Action

The Council is asked to review this recommendation for fiscal independence status.

Digest means an item that has been through internal review of the Chancellor's Office and the review entities. The item now has form and substance, and is officially "entered into Consultation." The Council reviews the item and provides advice to the Chancellor.
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