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City Colleges of Chicago

Transmittal L etter

February 1, 2007

To Members of the Board of Trustees of City Colleges
Of Chicago, Community College District No. 508:

We are pleased to submit to you the Comprehensive Annual Financial Report (CAFR) of the
City Colleges of Chicago, Community College District No. 508 (City Colleges), for the fiscal
year ended June 30, 2006. It has been prepared in accordance with Generally Accepted
Accounting Principles (GAAP), as set forth by the Governmental Accounting Standards Board
(GASB).

The City Colleges also maintains its accounts in accordance with guidelines set forth by the
Government Finance Officers Association (GFOA), National Association of College and
University Business Officers (NACUBO) and the Illinois Community College Board (ICCB).
To more easily account for limitations and restrictions on certain resources, ICCB requires the
City Colleges to also report by select categories of funds. The financial records of City Colleges
are maintained on the accrual basis of accounting, whereby revenues are recorded when earned
and expenses are recorded when incurred. The independent auditors' report of Deloitte &
Touche LLPisincluded in the financia section of this CAFR.

Responsibility for both the accuracy of the data and completeness and fairness of the
presentation, including all disclosures, rests with the management of City Colleges. To the best
of our knowledge and belief, the enclosed datais accurate in all materia respects and is reported
in amanner designed to present fairly the financial position and changes in financial position of
City Colleges. All disclosures necessary to enable the reader to gain an understanding of City
Colleges financial activitiesin relation to its mission have been included.

This letter of transmittal should be read in conjunction with the accompanying Management’s
Discussion and Analysis (MD&A), which focuses on current activities, accounting changes, and
currently known facts.

The CAFR is presented in four sections. introductory, financial, statistical, and specia 1CCB
required reports. The introductory section includes this transmittal letter, alist of City Colleges
principa officials, an organization chart and the certificate of achievement for excellence in
financial reporting. The financia section includes the independent auditors’ report, the
management’s discussion and anaysis, the basic financial statements, the notes to the financial
statements, and supplemental financial information. The statistical section includes selected
unaudited financial and demographic information presented across multiple years. The special
reports section includes the uniform financial statements, the certificate of chargeback
reimbursement form, the State grant financial statements, and enrollment schedules required by
the ICCB, together with the related independent auditors' reports.
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PROFILE OF THE CITY COLLEGESOF CHICAGO

The City Colleges is a body politic and corporate, and a community college didrict of the State
of Illinois having boundaries coterminous with the City of Chicago. The City Colleges is
established under and governed by the Illinois Public Community College Act. The City
Colleges is not a home rule unit of government and operates seven colleges offering two year
asociates degrees and adult education programs. The City Colleges has no component units,
which are legally separate organizations for which the City Collegesis financially accountable.

The City Colleges is governed by a severrmember Community College District Board that is
gppointed by the Mayor of the City of Chicago. The Board members elect one member to serve

as Chairman of the Board.

The District is coterminous with the City of Chicago, which currently occupies a land area of
approximately 228.5 square miles, and serves a population of goproximately 2,848,000.

As alarge urban school district, our colleges and students reflect the broad diversity of our city.
The City Colleges District Office and the seven separately accredited colleges are strategically
located throughout the City of Chicago as noted in the following map.



City Colleges of Chicago

Truman Technical Center

Wright College * & * Truman College

4300 N. Naragansett Ave 1145 W. Wilson Ave
- > Lakeview Learning Center

Humboldt Park VVocational Ed Center <>
West Side Learning Center <>

Malcolm X College
1900 W. Van Buren St

. Harold Washington College
30 E. Lake St

rench Pastry School

District Office <> West Side Technical Institute
226 W Jackson Blvd <> Dawson Technical Institute

Kennedy-King College
* 6800 S. Wentworth Ave

Daley COIIege * <> Washburne Culinary Institute
7500 S. Pulaski Rd '

<> South Chicago Learning Center

* Olive-Harvey College
10001 S. Woodlawn Ave

* College ¢ Satellite Campus @ District Office
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VISION, MISSION, AND GOALS
The City Colleges current strategic plan, strategic goals, and tactical plans were developed in
2002 by ateam from the campuses and district office, and are reviewed and updated annually.

City Colleges Vision Statement: Our vision is to be the leader among educational institutionsin
the delivery of quality academic and workforce development programs that enhance the quality
of life for Chicago’s diverse communities.

City Colleges Mission Statement: The City Colleges of Chicago, a district of seven separately
accredited colleges, provides learning opportunities for Chicago's diverse population to enhance
knowledge and skills through quality, comprehensive, and affordable educationa programs and
services. As a learning-centered district, we are committed to improving student learning in all
programs and services through an ongoing assessment process.

City Colleges strives to maximize the proportion of spending on instruction, direct support of
instruction, and student services while minimizing the spending on other activities.

The following four strategic goalsthat were adopted in FY 2002 define the framework within the
City Colleges annual operating and capital budgets and are formulated and considered through
fiscal year 2007.

Improve the quality of all programs and services;

Expand services to meet the needs of all students and workforce partners;
Increase enrollment and retention;

Effectively use resources and maximize revenue opportunities.

Eal A
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ECONOMIC CONDITION AND OUTLOOK

Chicago continues to have one of the strongest regional economies in the country, and is noted
for its business diversity and resilience. Fiscal year 2006 has proven to be another year of strong
economic activity and growth. The city’s sales tax collections remain strong and rea estate
market values are growing.

Crain’s Chicago Business survey indicates that Chicago CEOs are optimistic and expect another
year of economic growth. The Chicago Business Activity Index (CBAI) at 0.130 in July 2006,
has been positive in twelve consecutive readings since August 2005, led by increases in
construction and manufacturing production (REAL). In July, employment in several industries
has increased; construction by .7%, manufacturing production by 0.3% and non-manufacturing
by 0.2%. As of 2005, the gross regiona product (GRP) of the Chicago metro area totaled $423
billion, and between 2000 and 2005, GRP grew by 5%, according to World Business Chicago.

Few other major metropolitan centers have the diverse economy, workforce, infrastructure, and
distribution channels needed to compete with Chicago. The headquarters for 30 of the Fortune
500 companies, are located in Chicago, second only to New Y ork.

According to severa positive economic indicators Chicago remains a thriving center of tourism
and conventions. The city hosts various festivals which attract millions of visitors — Taste of
Chicago, Chicago Blues Festival, Air and Water Show, etc. The city has been and continues to
be the choice for mgjor conventions by hundreds of companies. In addition, it is home to some of
the world's best museums, renowned architecture, vibrant theatre district, restaurants and
shopping destinations which contribute to the growing local economy.

Chicago’ s neighborhoods are a so thriving and experiencing a renaissance evident by the number
of new residential construction. Analysts predict that while the national real estate industry has
cooled down, Chicago will sustain a relatively healthy real estate market which will have
minimal disruption to the local economy.

The healthy economic environment and the sign of continued economic growth in the city has

contributed to the declining enrollment at the City Colleges of Chicago. The abundance of jobs
hasgiven prospective students the choice to be in theworkforce instead of the classrooms.
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City Colleges continues to face significant challenges while it strives to achieve its mission:

e Since the terrorist attacks on September 11, 2001, strict immigration regulations have
reduced the immigrant population in Chicago, which represents a majority of studentsin
adult education. Declining enrollment results in less credit hour reimbursement from the

State.

e The dty’'s general neighborhood improvement and the resulting high housing costs have
changed the student demographics at many of our colleges. City Colleges are now faced
with intense competition for student recruitment from numerous public and private

four-year institutions in Chicago.

o Many students entering the City Cdleges system require additional assistance such as

remedia math and English courses as well as counseling and tutoring.

e Funding for Community College is still expected to be below fiscal year 2003 as

outlined in the table below.

Community College State Funding

Fiscal Y ear Amount

2003 $317,383,800

2004 287,637,300
2005 297,198,200
2006 298,268,200
2007 303,747,800

o Basic infrastructure and equipment are old and inadequate, requiring high maintenance
and repair costs. Due to aging building infrastructure at the City Colleges of Chicago, it
is becoming increasingly difficult to attract students. In 2006, a five year, $1.2 billion

capital improvement plan was approved by the Board of Trustees.

o State funding for community college infrastructure has been requested in the Governor’'s
FY 2007 budget but has not been approved by the Illinois legislation for the coming
fiscal year. The lack of sufficient annual capital funding requires the expenditure of local
operating funds intended for instruction to be utilized to prevent the failure of critical

systems.

e While the District has identified capital needs totaling $602 million for fiscal year 2007,

only $448 million in funding is expected to be available.



PROSPECTSFOR THE FUTURE
City Colleges has experienced declines in student credit hours and headcount in recent years, as
shown in the following table:

STUDENT ENROLLMENT HEADCOUNT & FULL-TIME EQUIVALENT

(5 YEAR TREND)
Fiscal Year 2006 2005 2004 2003 2002
Total Headcount 115,460 129,572 140,291 153,833 157,746

Total Full-Time Equivalent 41,550 45043 48,073 49,838 49,436

For fiscal year 2006, City Colleges has continued the following initiatives to improve its
enrollment outlook:

o Expand marketing initiatives;

o Strengthen retention efforts;

e Continue the Annua Programs and Services Analysis (APSA) to measure the efficiency
and effectiveness of academic programs and services,

e Increase student success support services,

FINANCIAL INFORMATION

In fiscal year 2006, City Colleges ended in a good financial condition, with revenues before
capital additions higher than expenditures. This year began with uncertainty over State funding,
so the City Colleges budgeted prudently and controlled costs. The City Collegesis not aware of
its underlying rating. At the end of the year, the City Colleges maintained a consigently strong
financial position. The City Colleges total net assets of $555.8 million increased by $82.7
million over FY 2005.

Internal Control: City Colleges management is responsible for establishing and maintaining
internal controls designed to protect the City Colleges assets, to prevent loss from theft or
misuse of assets, and to alow for the preparation of financial information in conformity with
accounting principles generally accepted in the United States of America. Internal controls are
designed to provide reasonable, but not absolute, assurance that these objectives are met. The
concept of reasonable assurance recognizes that the cost of a control should not exceed the
benefits likely to be derived and that the valuation of costs and benefits requires estimates and
judgments by management.

Budgeting Controls: Annua budgets are prepared on a basis consistent with Generaly
Accepted Accounting Principles. The fiscal year begins on July 1 and ends on June 30 with
annual appropriations lapsing at the fiscal year-end. Individual colleges submit budget requests
based on the colleges strategic and tactical plans as reviewed and approved by the Chancellor.
Administrative units submit requests for the Chancellor’s review. The Budget Office compiles
requests and recommendations for submission to the Board of Trustees for appropriation. The
appropriated budget is prepared by fund, department, and account.




The City Colleges’ budgetary control objectives are to ensure compliance with legal provisions
embodied in the annual appropriated budget approved by City Colleges Board of Trustees.
Budgetary control is implemented by individual fund within each college. Board approval is
required for all funding transfers. In addition, an amended budget is required for increases in
total appropriation.

The Board approved changes in the purchasing rules effective August 2005. Board approval is
required for al purchases of goods and services over $10,000 from a single vendor during the
fiscal year.

City Colleges also maintains an encumbrance accounting system as part of its budgetary control
system. Encumbered amounts lapse at the end of each fiscal year, as opposed to being reported
as areservation of fund balance.

The Capital Project Funds are budgeted on a project-by-project basis and represent the entire

project budget for projects expected to begin in that fiscal year. Debt Service Funds are
established in accordance with requirements of the bondholders.

The City Colleges financial resources are summarized in the following fund groups and
individual funds in accordance with ICCB reporting requirements.

FUND GROUP INDIVIDUAL FUND

Current Unrestricted Education
Operations and Maintenance
Auxiliary / Enterprise

Current Restricted Restricted Purpose
Audit
Liability, Protection, and Settlement
Public Building Commission of
Chicago Rental
Public Building Commission of Chicago
Operations and Maintenance

Working Cash
Operations and Maintenance (Restricted)

Plant Investment in Plant

Estimated assessed value of taxable property for tax year 2005 collectible in fiscal year 2006 is
$59,274,592,340. Estimated assessed value of taxable property for tax year 2004 collectible in
fiscal year 2005 was $55,309,122,652. City Colleges’ average collection rate over the past five
years, including collection of back taxes, has been approximately 96%, as Cook County extends
City Cadlleges’ levies up to 103% depending on the tax cap limitation.
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DEBT ADMINISTRATION

City Colleges had two outstanding long-term debt issues. One is a building lease obligation for
the construction and maintenance of City Colleges buildings. As of FY 2006, $56,105,000 was
outstanding and during the fiscal year then ended, $22,505,000 was retired. As of June 30, 2005,
$78,610,000 was outstanding and during the fiscal year then ended $20,765,000 in principa was
retired. The second is a 20-year revenue bond. Bond payments were funded by City Colleges
portion of State of Illinois Corporate Personal Property Replacement Tax. In fiscal year 2006,
these bonds were retired at a premium of $1,227,900. This will save the District about $2
million per year in interest payments.

Cash Management: Cash and investments are controlled by the City Colleges’ Treasury
Department using modern cash management techniques. Treasury is governed by provisions
within the Illinois Public Community College Act (lllinois Compiled Statutes Chapter 110, Act
805) and the Illinois Public Funds Investment Act (lllinois Compiled Statutes Chapter 30, Act
235). Fiduciary responsibility for investments is entrusted to the City Colleges Board of
Trudees, which has delegated the function to the Treasurer of City Colleges as permitted by the
[llinois Public Community Cdlege Act.

In keeping with existing Board policy, investments of excess funds are made in a prudernt,
conservative, and secure manner in accordance with guidelines detailed in the Board Rules for
Management and Government section 5.4, Investment and Depository Policies. Designation of
depositories and investment managers is authorized by the Board of Trustees.

City Colleges invests funds in various securities listed as permitted investments in the Board-
approved Investment Policy. The securities include, but are not limited to, money market funds,
U.S. Treasury bonds, hills, notes, certificates of deposit, and the Illinois Funds (two money
market funds managed by the Illinois State Treasurer’s Office for investors of public funds).
Investment income for FY 2006 totaled $8.3 million, compared to $4.9 million in FY 2005.

Risk Management: City Colleges Risk Manager actively assesses and reviews the types of risk
and exposures the district may encounter and strives to mitigate the potential impacts on the
organization. The risk manager purchases commercial insurance to cover significant property,
liability, and workers' compensation losses for amounts in excess of self-insured amounts. The
City Colleges is self-insured on the property general liability and workers’ compensation for up
to $50,000 and $400,000 per claim, respectively.

City Colleges maintains a comprehensive self-insurance plan through third-party administrators
for some of its employees health coverage. City Colleges maintains an adequate reserve to cover
potential losses.
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OTHER INFORMATION
|ndependent Audit: State statutes require an annua audit by independent certified public
accountants. The City Colleges of Chicago Board of Trustees selected the audit firm of Deloitte
& Touche LLP as its independent certified public accountants. The independent auditors' report
of Deloitte & Touche LLP on the basic financial statements and schedules is included in the fi-
nancial section of the report.

Awards The Government Finance Officers Association of the United States and Canada
(GFOA) awarded aCertificate of Achievement for Excellence in Financial Reporting to City
Colleges of Chicago for its comprehensive annual financial report for the fiscal year ended June
30, 2005. The Certificate of Achievement is a prestigious national award recognizing
conformance with the highest standards for preparation of state and local government financial
reports.

In order to be awarded a Certificate of Achievement, a government unit must publish an easily
readable and efficiently organized Comprehensive Annual Financia Report (CAFR) whose
contents conform to program standards. This report must satisfy both generally accepted
accounting principles and applicable legal requirements.

A Certificate of Achievement isvalid for a period of one year only. We believe that the current
report continues to conform to the GFOA Certificate of Excellence program requirements, and
weare submitting it to GFOA again this year.

City Colleges of Chicago has aso earned GFOA’s Award for Diginguished Budget
Presentation for its annua budget for the year ended June 30, 2006. In order to receive this
award, a government unit must publish a budget document that meets program criteria as a
policy document, an operations guide, a financial plan, and a communications device.

Acknowledgements The preparation of the comprehensive annual financial report was made
possible by the dedicated service of the entire staff of the Office of Finance. We wish to express
our sincere appreciation for the contributions they have made in preparing this report.
Respectfully submitted,

Kenneth Gotsch Dolores Javier, CPA

Vice Chancellor Finance Associate Vice Chancellor Finance/ Treasurer

Valerie Highsmith, CPA
Controller
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e o I tte Deloitte & Touche LLP

111 S. Wacker Drive
Chicago, IL 60606-4301
UsA

Tel: +1 312 486 1000
Fax: +1 312 486 1486
www.deloitte.com

INDEPENDENT AUDITORS’ REPORT

Board of Trustees
City Colleges of Chicago
Community College District No. 508:

We have audited the accompanying basic financial statements of City Colleges of Chicago, Community
College District No. 508 (“City Colleges’) as of and for the years ended June 30, 2006 and 2005, as listed
in the foregoing table of contents. These financial statements are the responsibility of City Colleges
management. Our responsibility isto express an opinion based on our audit.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the respective financial statements are free of material misstatement. An audit includes
consideration of internal control over financia reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
City Colleges interna control over financial reporting. Accordingly, we express no such opinion. An
audit also includes examining, on atest basis, evidence supporting the amounts and disclosuresin the
respective financia statements, assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financia statement presentation. We believe that our
audits provide areasonable basis for our opinion.

In our opinion, such financial statements present fairly, in all material respects, the financial position of
City Colleges of Chicago, Community College District No. 508 as of June 30, 2006 and 2005, and the
changesinitsfinancial position and its cash flows for the years then ended in conformity with accounting
principles generally accepted in the United States of America.

As described in Note 1 to the basic financial statements, City Colleges adopted the provisions of
Governmental Accounting Standards Board Statements No. 42, “ Accounting and Financial Reporting for
Impairment of Capital Assets and For Insurance Recoveries’, No. 44, “Economic Condition Statistical
Section reporting”, No. 45, “ Accounting and Financial Reporting by Employers for Postempl oyment
Benefits Other Than Pensions’, No. 46, “ Net Assets Restricted by Enabling Legidations’, and No. 47,
“Accounting for Termination Benefits’” as of and for the year ended June 30, 2006.

Asdiscussed in Note 1T, the accompanying 2005 financial statements have been restated.

The Management’ s Discussion and Analysis on pages 5-14 is not arequired part of the basic financial
statements but is supplementary information required by the Governmental Accounting Standards Board.
This supplementary information is the responsibility of City Colleges management. We have applied
certain limited procedures, which consisted principally of inquiries of management regarding the methods
of measurement and presentation of the supplementary information. However, we did not audit such
information and we do hot express an opinion on it.

Member of
Deloitte Touche Tohmatsu



Our audit was conducted for the purpose of forming an opinion on City Colleges’ basic financial
statements. The supplementary Uniform Financial Statements on pages 71-75, Certification of
Chargeback Reimbursement on page 76, the introductory section and the statistical section aslisted in the
foregoing table of contents are presented for purposes of additional analysis and are not arequired part of
the basic financial statements. This supplementary information is the responsibility of City Colleges
management. The Uniform Financial Statements and the Certification of Chargeback Reimbursement
have been subjected to the auditing procedures applied in the audit of the basic financial statements and,
in our opinion, arefairly stated in all material respectsin relation to the basic financial statements taken as
awhole. The introductory and statistical sections have not been subjected to auditing procedures applied
in the audit of the basic financial statements, and, accordingly, we express no opinion on them.

Date Tl v Tomeli LEP

February 1, 2007
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Satistical Section

This part of City Colleges of Chicago’s comprehensive annual financial report presents
detailed information as a context for under standing what the information in the financial
statements and notes disclosures says about the college’ s overall financial health.

Financial Trends
These schedules contain trend information to help the reader understand how the
college' sfinancial performance and well-being have changed over time.

Revenue Capacity
These schedules contain information to help the reader assess the college’ s most
significant local revenue source, the property tax and tuition and fees revenue.

Debt Capacity
These schedul es present information to help the reader assess the affordability of the
college's current levels of outstanding debt and the college’ s ability to issue additional
debt in the future.

Demogr aphic and Economic Information
These schedules offer demographic and economic indicators to help the reader
understand the environment within the college' s financial activities take place.

Operating Information
These schedules contain service and infrastructure data to help the reader understand
how the information in the college’ s financial report relates to the services the college
provides and the activitiesit performs.

Sources. Unless otherwise notes, the information in these schedules is derived from the
comprehensive annual financial reports for the relevant year. The college implemented
GASB Statement No. 34 in 2002; schedules presenting college - wide information include
information beginning in that year.
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City Colleges of Chicago

Office of Finance

226 W. Jackson Blvd., 11th FI
Chicago, IL 60606
(312) 553-2500 Phone
(312) 553-2785 Fax

Please contact us if you would like additional copies of our this report.

Comprehensive Annual Financial Report for the year ended June 30, 2006:
http://ccc.edu/dal/filess CCC_2006_CAFR.pdf

For further information or to learn about our educational, operational
and employment opportunities, please visit the CCC website at http://
ccc.edu.



