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we’re in the midst of a fiscal crisis. Stock market
declines and business failures have contributed to
severe economic restraints. The public has lost
confidence in the governments and corporate
boards of directors who have failed to protect
public and private funds. The resulting economic
downturn is forcing legislatures and governing
bodies to deal with major budget deficits. Along
with colleges in 40 other states, California’s
community colleges are coping with significant
mid-year cutbacks in 2003 and are facing further
reductions next year. 
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Districts are faced with very difficult budget decisions as they make
changes to the 2002-2003 budgets and further cuts in 2003-2004.
This issue of Board Focus covers the basic fiscal knowledge that
trustees need as they engage in complex fiscal discussions and weigh
tough financial choices. Strong, knowledgeable boards foster public
confidence in the colleges, and are a positive force for advocating for
our fair share of state financing. 
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Public confidence in community colleges will
depend in part on how boards of trustees respond to
the economic situation. Observers attributed some
of the scandals that rocked the world of investment
(Enron, World Com, Arthur Anderson and other
major companies) to the weaknesses of corporate
boards. Do those weaknesses have anything to do
with the business of education? Community college
boards feel they do their job when they approve the
college budgets, don’t they?  There are sufficient
regulations, audits, and other safeguards to protect
public funds, aren’t there? And while the cutbacks
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are severe, community colleges have survived
downturns before, haven’t they? Do our boards
need to do more? If so, why?

Just as many corporations have discovered that
continuing investment in business requires investor
confidence, continuing investment in community
colleges requires that the public has confidence in
the administration and board. Simply having
policies and approving budgets may not be enough:
questions too often arise as to how knowledgeable
trustees are about their fiscal policy responsibilities.

What roles do the board play in fostering public
confidence in the colleges? How should boards deal
with reduced funding for the colleges? How much
real fiscal oversight should trustees provide to their
institutions, as opposed to over-zealous inquiry or
intrusion into budgetary/expense issues that are
really the business of the administration? How
much effort do they put into helping secure the
financial stability needed for the colleges?  

What Not To Do…
And the Alternatives
• Don’t be timid. While this is certainly time to
budget conservatively (don’t spend more money
than is anticipated or budgeted, don’t make high
risk investments with public funds), providing
outstanding services and serving the community
and students require much creativity. Do engage in
innovative thinking and planning that supports
student success, increases the fiscal “pie” and
questions long-standing assumptions.

• Don’t limit your thinking to the short-term.

While it may be easier to support across-the-board
reductions, cut all non-personnel costs, or add
certain types of classes just because they increase
revenue, those actions may hurt the college in the
long run. Do re-assess priorities, study expenditures
and programs to make sure that they foster student
success and achieve colleges goals, and compare the
cost and benefits of all expenditure categories. 

• Don’t scrutinize every item in the budget.

Some boards feel they are being fiscally responsible
by reviewing and questioning each and every item in
the budget. Focusing on line items is a waste of
board time. Do set guidelines for the budget
development process and the budget itself that
require that: 1) the budget is designed to accomplish
college goals, 2) the income and expenditure
projections are realistic, and 3) the proposed
expenditures have been reviewed and approved by
those with the expertise to do so. 

• Don’t approve or sign every check or warrant.

Few trustees are skilled in identifying fraud or
solving fiscal problems by signing or approving
every expense. Do require a strong system of
internal controls, and monitor that they are effective.
This is far more likely to prevent fraud. Boards
generally establish policies that define the level of
contracts, major purchases, budget transfers and
other financial commitments that must come to the
board for approval, and delegate authority for
routine approvals to administration.

• Don’t act like you suspect that your president

and chief financial officer are hiding funds.
Professional skepticism is important, but sending a
message of distrust hurts the college, the board, and
the staff. Do insist, as a matter of course, that strong
financial controls exist, that audits are conducted and
reviewed, that financial reports are accurate and
timely, and that problems are identified and
addressed as quickly as possible. 

• Don’t think that there is nothing you can do.

California is faced with billions of dollars in
deficits—amounts that are too big to easily imagine.
The complexities of budgets, accounting, and
financial controls are difficult to grasp. With deficits
of that magnitude and the intense political battles
that will occur over tax increases and program cuts,
it may seem like our voice could be lost. Do take

the time to study and understand the fiscal situation.
Engage in the joint efforts and hard work that have
helped community colleges in the past, and will help
in the future. Active trustees, along with students,
community leaders, and college employees, can be

Board Focus

Trustees must
learn enough to
know what
questions to ask
and to be able to
understand the
answers.
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California’s community colleges are complex
organizations, and budgets, financial reports, and
accounting rules can be daunting. Most trustees do
not have a background in finance or accounting;
nonetheless they must approve fiscal policy and
monitor the fiscal strength of the district. They
must know basic fiscal concepts, understand budgets
and financial reports, and evaluate internal controls
and audits. They must learn enough to know what
questions to ask and to be able to understand the
answers. 

State Budget Allocations and Constraints

❑ Do you have a basic understanding of how state
budget allocations to districts are determined? 
Are you aware of the implications of Proposition 98
guarantees?
❑ Do you understand how your district’s allocation
is affected by prior year revenues, COLA,
equalization, and enrollment patterns?
❑ Are you aware of and do you understand the
implications of categorical funding and other state
funds that are targeted for a specific purpose? 

powerful advocates for the colleges in their
communities and the state level.

How do boards provide fiscal oversight in a manner
that increases public confidence in their governing
role? First, you get the skills and knowledge you
need to participate in fiscal policy discussions.
Second, you set guidelines for budgeting and
revenue enhancement that are most likely to
support college goals and student success in these
tough fiscal times. Third, you ensure that your
board has policies that require prudent budgeting
and fiscal management, and that you periodically
monitor how the policies are implemented.

And last, but not least, as a board, you expect and
live by high ethical standards and send a message
that unethical practices in the institution will not be

tolerated. Reduced funds contribute to the tension
between greater demand for the education we
provide and our ability to meet the demand. It
becomes easier to justify a bent rule, a regulation
overlooked, when so many deserving students are
standing at the door to a better economic future.
But how contrary is that bending and overlooking
to the standards we want to set for our communities!

Fostering public confidence should be a part of
everything trustees do. If colleges are to continue
growing in excellence and delivery of education,
they must have the confidence of our communities.
With the current bad press about investor
confidence and plummeting funds, it behooves
trustees and institutions to assure that their ethics in
general, and their fiscal oversight in particular, are
beyond reproach.

❑ Do you understand the “50% law” and the “full
time faculty obligation regulations” and their impact
on institutional budgeting? 

District Budget Development and Approval

❑ Does board policy require an appropriate level of
involvement by administrators, faculty, staff, and
students in the budget development process?
❑ Is your board aware of and has it discussed the
planning assumptions on which the budget is based?
❑ Do you understand the projected revenues and
resources in the budget? Are the projections based
on reasonable assumptions? Is it clear what is
generated by student fees, property taxes, state
funds, federal funds, grants, donations, and other
resources?
❑ Does the board have policy guidelines for
budget allocations? For instance, are mission
priorities reflected in the overall allocations? If your
board has established “target percentages” for
personnel, reserves, new initiatives, etc., have the
targets been met?
❑ Do you understand the expenditure categories?

Your Budget
Advocacy Role
Ensuring state support
for better community
colleges is everyone’s
job. Visit the League’s
Legislative website,
www.ccleague.org/

leginfo. Register to
receive up-to-date
information about the
issues and what you
can do by clicking on
the “register” button
on the right of the
web page for
additional directions. 

What You Need to Know: A Checklist of Questions
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Are the projected expenditures realistic given past
history and probable influences on expenditures?
Are the proportion of funds dedicated to personnel,
maintenance, supplies, and other major categories
appropriate? Do they meet the 50% law and make
progress toward the full time faculty obligation?
❑ Are the “ending balance” or unrestricted reserves
sufficient to meet unexpected needs?
❑ Can you determine:

• The level of debt;
• Level of income compared to expenditures;
• That cash flow is sufficient to meet expenses?

Long-range Planning 

❑ Does your board discuss the implications of
making long-term commitments, such as: 

• employee union contracts, including retirement
and health benefits, 
• building and upgrade projects, 
• new programs, 
• indebtedness,
• multi-year contracts, etc.?

❑ Has your board explored and does it understand
the long-range impact of:

• State and regional economic trends
• Enrollment projections and trends
• Facility and maintenance needs
• Technology and equipment?

❑ Are you sufficiently confident that revenues will
be available to cover projected financial
commitments?

Fiscal Management

❑ Does your board have clear policy guidelines for
fiscal and asset management? 
❑ Does your board receive quarterly financial
statements? Do you understand them? Do the
statements provide a clear picture of the fiscal
condition of the institution? Are they timely?
❑ Does the institution have sufficient “cash” on
hand?
❑ Does the institution have sufficient internal
controls or an internal audit system? Does
management follow-up on potential problems?
❑ Are you assured that:

• Funds allocated to specific purposes or that are

restricted are not commingled or transferred
without approvals required by board policy and
law?
• Deferral of payments and other ways of
spreading expenses over a period of time are
appropriate and do not commit the organization
to liabilities that it cannot meet? Do you
understand the payment schedules?

Understanding Audits

Districts are required to have an annual audit
conducted by an external firm. 
❑ Do you understand the purposes of financial
audits?  
❑ Does your board help develop the request for
proposals and select the auditing firm? Does the
firm report to the board? 
❑ Do you understand the concept of “generally
accepted auditing principles” and other government
standards used to evaluate the soundness of public
institutions? Federal standards are set by the
Governmental Accounting Standards Board; state
standards are contained in the California
Community Colleges’ Budget and Accounting
Manual.
❑ If your board has an audit or finance committee,
do you ensure that committee reports on the audit
are discussed thoroughly by the entire board?

Investments

❑ Does your board have an investment policy that
defines an appropriate level of risk and reflects other
investment values of your board?
❑ Are you confident that college funds are invested
securely and appropriately? 

Accountability and Reports

❑ Are fiscal reports required by state and federal
agencies accurate and filed in a timely manner?
Does your board review the reports when required?
When you are asked to approve the reports, do you
understand them well enough to approve them?

Foundation and Gifts

❑ Is your board confident that gifts are accounted

C O M M U N I T Y C O L L E G E L E A G U E O F C A L I F O R N I A

Are you willing 
to ask for 
clarification when
something doesn’t
make sense?

(continued on page 6)
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Board Focus

Top Ten Fiscal Questions

Desert Community College District trustees and
President Dr. Maria Sheehan developed this list of
“top ten” questions that boards should ask when
discussing the budget. 

1. How are we covering the current year’s

operations, given mid-year cuts?

Due to the state’s huge fiscal deficit, the Governor is proposing
mid-year cuts to all publicly funded programs and further
reductions to the 2003-2004 budget. The League provides
regular updates to districts.

2. What total budget deficit are we antici-

pating for next year? What are the plans for

dealing with the deficit?

Many districts will face deficits this year and next due to
reduced state funding. Boards should regularly discuss the size
of the deficit and strategies to reduce it. 

3. How is our growth factor established and

funded? What are the projected growth and

deficit factors for next year?

The state provides a growth factor each year based on certain
demographic data. Historically, the growth factor has not been
fully funded, and it is possible that it will be further reduced.
Districts use their best guess in budgeting because the actual
growth rate isn’t known until well after the fiscal year had
ended.

4. What is the plan to maintain the reserve?

Boards and CEOs usually set a target percentage for the
general reserve: 5% is considered prudent. Maintaining that
percentage is part of budget planning.

5. What was the percentage increase in health

benefits over the last three years, and what is

the projected increase for next year? What

plans exist to contain the cost of health benefits?

The board, CEO, and college employees must all be informed
about the trends and projections for health and retirement
benefits costs. Sizable increases are projected, which have a

major impact on the college budget. The institution’s budget
planning process will make recommendations, which may
need to be discussed with bargaining groups

6. How have we addressed the future

liability to fund health benefits for retirees?

Boards must be aware of all future college liabilities. Districts
must have a plan to fund or have establish special accounts to
cover retiree health benefits and other future commitments.

7. Where are we with respect to the 50%

law?

There is a legal requirement to spend 50% of the unrestricted
general fund on instructional salaries and benefits. Non-
teaching faculty do not count toward this figure. There are
many debatable issues as to the expenditures that should be
charged to the non-instructional side of the equation.

8. How are we impacted this year by the Full

Time Obligation to employ a minimum

number of full-time faculty annually?

Districts are required by law and regulation to hire a certain
number of full-time faculty in order to make progress toward
the 75/25 ratio of hours taught by full-time to part-time
faculty. The number is established by the Chancellor’s Office;
the requirement could be suspended if the colleges receive
insufficient funds.

9. How are we managing the general fund

restricted accounts to assist us during the

tough budget years ahead?

For the most part, auxiliary accounts have restricted uses,
but how they figure into the total planning effort is 

important to understand. Many restricted funds are self-
sustaining; a few may be a source of revenue.

10.. How will we approach layoffs, if they

become necessary in these tough times?

James Gray

Dr. Maria Sheehan
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How to Get the Knowledge
You Need
• Arrange, prepare for and engage in board study
sessions on the budget and other fiscal operations
conducted by your CEO, fiscal officers, and perhaps
audit and investment experts.
• Arrange to meet individually with the chief
executive officer, chief business officer, and others to
learn about general accounting principles, basic fiscal
management standards, and how to read budget
summaries, financial reports and audits.
• Attend sessions on fiscal policy responsibilities
offered at the Trustee Orientation Workshop and
other conferences sponsored by the League, ACCT
and AGB..
• Study resources on fiscal matters, including the
Trustee Handbook and Different Jobs, Different Tasks: Board and
CEO Responsibilities (available from the League and on
the website, www.ccleague.org).

for and used appropriately? 
• Is your board aware of how the foundation is
spending its money? Does the foundation
comply with related laws and board policy?
• Are you assured that its required financial
reports are filed in a timely manner? 

Monitoring

❑  How much responsibility for financial
monitoring are you willing to delegate to the CEO
and/or to a subcommittee of the board? Are you
willing to:

• Ask tough questions;
• Ask “stupid” questions;
• Ask for clarification when something doesn’t
make sense;
• Do the work necessary to learn how to
evaluate budget reports, quarterly financials, and
the audit?

(continued from page 4)


