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INDEPENDENT AUDITORS’ REPORT ON BASIC
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INDEPENDENT AUDITORS’ REPORT ON
INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON
AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT
AUDITING STANDARDS

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

We have audited the financial statements of the City Colleges of Chicago, Community College District
No. 508 (the “City Colleges”) as of and for the year ended June 30, 2004, and have issued our report
thereon dated May 16, 2005. We conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the City Colleges’ internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the
financial statements and not to provide an opinion on the internal control over financial reporting.
However, we noted certain matters involving the internal control over financial reporting and its operation
that we consider to be reportable conditions. Reportable conditions involve matters coming to our
attention relating to significant deficiencies in the design or operation of the internal control over financial
reporting that, in our judgment, could adversely affect the City Colleges’ ability to record, process,
summarize and report financial data consistent with the assertions of management in the basic financial
statements.

Our audit of the basic financial statements disclosed the following reportable condition:

e Closing procedures for financial records and quality control processes to review draft financial
statements were not in place to produce timely financial statements in accordance with federal and
state filing requirements.

A material weakness is a condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that misstatements caused by error or fraud
in amounts that would be material in relation to the financial statements being audited may occur and not
be detected within a timely period by employees in the normal course of performing their assigned
functions. Our consideration of the internal control over financial reporting would not necessarily
disclose all matters in the internal control over financial reporting that might be reportable conditions and,
accordingly, would not necessarily disclose all reportable conditions that are also considered to be
material weaknesses. However, we consider the reportable condition described above to be a material
weakness.

Member of
Deloitte Touche Tohmatsu



Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City Colleges’ financial statements are free
of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grants, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and, accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.

We noted certain matters involving the internal control over financial reporting, which we have reported
to management of the City Colleges in a separate letter dated May 16, 2005.

This report is intended solely for the information and use of management; the Board of Trustees of the
City Colleges, and federal awarding agencies and pass-through entities, and is not intended to be and
should not be used by anyone other than these specified parties.

Al ¢ Toulo 10P

May 16, 2005
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INTERNAL CONTROL OVER COMPLIANCE APPLICABLE TO
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Deloitte

INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE AND ON INTERNAL CONTROL
OVER COMPLIANCE APPLICABLE TO EACH MAJOR FEDERAL AWARD PROGRAM AND
ON THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

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

Compliance

We have audited the compliance of the City Colleges of Chicago, Community College District No. 508
(the “City Colleges”), with the types of compliance requirements described in the United States Office of
Management and Budget (“OMB ") Circular A-133 Compliance Supplement that are applicable to each of
its major federal award programs for the year ended June 30, 2004. The City Colleges’ major federal
award programs are identified in the Summary of Auditors’ Results section of the accompanying Schedule
of Findings and Questioned Costs. Compliance with the requirements of laws, regulations, contracts and
grants applicable to each of its major federal award programs is the responsibility of the City Colleges’
management. Our responsibility is to express an opinion on the City Colleges’ compliance based on our

audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America; the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133 require that we
plan and perform the audit to obtain reasonable assurance about whether noncompliance with the types of
compliance requirements referred to above that could have a direct and material effect on a major federal
award program occurred. An audit includes examining, on a test basis, evidence about the City Colleges’
compliance with those requirements and performing such other procedures as we considered necessary in
the circumstances. We believe that our audit provides a reasonable basis for our opinion. Our audit does
not provide a legal determination on the City Colleges’ compliance with those requirements.

In our opinion, the City Colleges 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, 2004.

INTERNAL CONTROL OVER COMPLIANCE

The management of the City Colleges is responsible for establishing and maintaining effective internal
control over compliance with requirements of laws, regulations, contracts, and grants applicable to federal
award programs. In planning and performing our audit, we considered the City Colleges’ internal control
over compliance with requirements that could have a direct and material effect on a major federal award
program in order to determine our auditing procedures for the purpose of expressing our opinion on
compliance and to test and report on internal control over compliance in accordance with OMB

Circular A-133.

Member of
Deloitte Touche Tohmatsu



‘We noted a certain matter involving the internal control over compliance and its operations that we
consider to be a reportable condition. Reportable conditions involve matters coming to our attention
relating to significant deficiencies in the design or operation of the internal control over compliance that,
in our judgment, could adversely affect the City Colleges’ ability to administer a major federal program in
accordance with applicable requirements of laws, regulations, contracts, and grants. The reportable
condition is described in the accompanying Schedule of Findings and Questioned Costs as item 2004-1,

A material weakness is a condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that noncompliance with applicable
requirements of laws, regulations, contracts, and grants that would be material in relation to a major
federal program being audited may occur and not be detected within a timely period by employees in the
normal course of performing their assigned functions. Our consideration of the internal control over
compliance would not necessarily disclose all matters in the internal control that might be reportable
conditions and, accordingly, would not necessarily disclose all reportable conditions that are also
considered to be material weakness. However, we do not believe the reportable condition described
above to be a material weakness.

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

We have audited the basic financial statements of the City Colleges, as of and for the year ended June 30,
2004, and have issued our report thereon, dated May 16, 2005. Our audit was conducted for the purpose
of forming an opinion on the basic financial statements taken as a whole. The accompanying Schedule of
Expenditures of Federal Awards is presented for the purpose of additional analysis as required by OMB
Circular A-133 and is not a required part of the basic financial statements. This schedule is the
responsibility of the management of the City Colleges. Such information has been subjected to the
auditing procedures applied in our audit of the basic financial statements and, in our opinion, is fairly
stated in all material respects when considered in relation to the basic financial statements taken as a
whole.

This report is intended solely for the information and use of management, the Board of Trustees of the

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

KﬂML d ﬁuﬁuz,/’

May 16, 2005



SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
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CITY COLLEGES OF CHICAGO

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
YEAR ENDED JUNE 30, 2004

1. SCOPE OF ENTITY

City Colleges of Chicago — Community College District No. 508 (“City Colleges”) is a separate taxing
body created under the Illinois Public Community College Act of 1965, with boundaries coterminous
with the City of Chicago. City Colleges delivers educational and student services through seven
colleges, each of which is separately accredited by the North Central Association. The Board of
Trustees (the “Board), appointed by the Mayor of Chicago and ratified by the city council, is responsible
for establishing the policies and procedures by with City Colleges is governed. The U.S. Department of
Education has been designated as the City Colleges’ cognizant agency for the Office of Management
and Budget OMB Circular A-133 audit (the “Single Audit”).

Programs Subject to Single Audit—The Schedule of Expenditures of Federal Awards is presented for
each federal program related to the following agencies:

e  Department of Agriculture

e  Department of Commerce

e  Department of Defense

e  Department of Education

o  Department of Health and Human Services
o  Department of Labor

e  Department of Transportation

Fiscal Period Audited—Single Audit testing procedures were performed for program transactions that
occurred during the fiscal year ended June 30, 2004.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting—Federal financial assistance expenditures are accounted for on the accrual basis
of accounting in accordance with accounting principles generally accepted in the United States of
America.

3. BASIS OF PRESENTATION

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activity of
the City Colleges. The information in this schedule is presented in accordance with the requirements of
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. The
amounts presented in this schedule have been reconciled to the City Colleges’ financial statements.

-12 -



FINDINGS AND NONCOMPLIANCE

The findings and noncompliance identified in connection with the 2004 Single Audit are disclosed in the
Schedule of Findings and Questioned Costs.

Of the federal expenditures presented in the schedule, the City Colleges provided federal awards to
subrecipients under the following programs during the fiscal year ended June 30, 2004:

CFDA Amount Provided
Program Title Number Grant Reference No. to Subrecipients
None N/A NA N/A
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CITY COLLEGES OF CHICAGO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2004

PART —SUMMARY OF AUDITORS’ RESULTS
Financial Statements
Type of auditors’ report issued: Unqualified

Internal control over financial reporting:

e Material weaknesses? X Yes No
e Reportable conditions identified that

are not considered to be material weaknesses? Yes X  None Reported
¢ Noncompliance material to financial statements noted? Yes X No

Federal Awards
Internal control over major programs:
o Material weaknesses? Yes X No

» Reportable conditions identified that
are not considered to be material weaknesses? X Yes None

Type of auditors’ report issued on
compliance for major programs: Unqualified
¢ Any audit findings disclosed that are required to be

reported in accordance with Section 510(a) of
Circular A-133? Yes X No
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CITY COLLEGES OF CHICAGO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)
YEAR ENDED JUNE 30, 2004

Identification of Major Programs
U.S. Department of Eduction

CFDA Number Name of Federal Program or Cluster
84.007* Federal Supplemental Educational Opportunity Grants (FSEOG) Program
84.033* Federal Work-Study Program
84.063* Federal Pell Grant Program

* Student Financial Assistance Cluster

¢ Dollar threshold used to distinguish
Type A and Type B programs $1,886,075

e Auditee qualified as a low-risk auditee? X  Yes No

PART II—FINANCIAL STATEMENT FINDINGS SECTION

FINDING 2004-2

CONDITION: ’

Closing procedures for financial records and quality control processes to review draft
financial statements were not in place to produce timely financial staterments in accordance
with federal and state filing requirements.

CAUSE:
There was no formal and detailed closing schedule with target dates and assigned responsibilities
due to significant tumover in the accounting department.

CRITERIA:
Sufficient internal controls should be in place to enable the management to report financial
data consistent with the assertions of management in a timely marmer.

EFFECT:
Financial statements are not produced in a timely manner.

RECOMMENDATION:

Develop an overall plan for improving the management and day to day performance of accounting and
financial reporting fimctions. Train persorme] in both the mechanics and the underlying reasons for the
accounting procedures to be followed. Implement review and approval procedures to assure the quality
of the work performed.

MANAGEMENT'S RESPONSE:

Management concurs with the finding. Management has established closing procedures for the fiscal year 2005
with responsible persons and target dates of completion. All accoumt reconciliations were reviewed and approved
by an Associate Controller and ntemal Auditor/Controller to ensure accuracy, adequate supporting documentation
and completeness. The current staff has attended training. The CAFR process is included in the year end closing
plan and includes a quality control process to ensure that the CAFR is appropriately tied out with adequate
supporting docurnentation for notes and schedules included therein.
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CITY COLLEGES OF CHICAGO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

STUDENT FINANCIAL ASSISTANCE CLUSTER—CFDA 84.007, 84.033, 84.063
U.S. DEPARTMENT OF EDUCATION

YEAR ENDED JUNE 30, 2004

FINDING 2004—1 QUESTIONED COSTS: None

Condition

In 2 out of 20 selections for Federal Work-Study Program, we noted that there were mathematical
errors in calculations of the total hours worked that were reported on the time sheets.

Cause

Failure to check the calculation of the actual number of hours worked reported in the College Work-
Study Time Sheet prepared by the student and signed by the supervisor.

Criteria

Internal control policies and procedures should be in place requiring the supervisor to review the
mathematical accuracy of the time sheet to ensure the hours reported are appropriately calculated.

Effect

Incorrect calculation in the number of hours worked can result in over payment to the student.

Recommendation

Establish policies and procedures to ensure that time sheets are prepared accurately and
supervisors are appropriately reviewing the time sheets.
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CITY COLLEGES OF CHICAGO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
CORRECTIVE ACTION PLAN
YEAR ENDED JUNE 30, 2004

FINDING 2004—1

Corrective Action Plan

We concur with this finding. The City Colleges of Chicago will review and improve its current written
policies and procedures to ensure the accuracy of college work study payments. We will enforce adherence to
the policies and procedures and ensure that all Financial Aid personnel participate in training workshops on a
periodic basis throughout the year. Currently, the City Colleges of Chicago has a practice in place whereby
payments in excess of the Department of Education's authorized amount is funded by the college's
unrestricted funds.
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CITY COLLEGES OF CHICAGO

SUMMARY OF PRIOR YEAR AUDIT FINDINGS
YEAR ENDED JUNE 30, 2004

Prior Year Financial Statement Findings

There were no financial statement findings during the year ended June 30, 2003.

Prior Year Federal Award Findings and Questioned Costs

There were no federal award findings and questioned costs during the year ended June 30, 2003.
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