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The Governor of California 
President pro Tempore of the Senate 
Speaker of the Assembly 
State Capitol 
Sacramento, California 95814

Dear Governor and Legislative Leaders:

As directed by the Joint Legislative Audit Committee, my office conducted an audit of the 
California Community Colleges (CCC) Chancellor’s Office (Chancellor’s Office) and a 
selection of six of the CCC’s 73 districts. Our assessment focused on the Chancellor’s Office’s 
oversight of districts’ unrestricted general fund reserves, and the following report details the 
audit’s findings and conclusions. In general, we determined that several districts did not have 
adequate reserve policies and had reserves that had grown to be in excess of their own reserve 
policies or the statewide median for all college districts. Further, the Chancellor’s Office did 
not sufficiently oversee the financial condition of the districts we reviewed. 

My office determined that reserve levels for five of the six districts increased during the past 
seven years. As of the end of fiscal year 2024–25, four districts maintained reserves in excess 
of their reserve goals, or the statewide median in the absence of such goals. Only three of the 
six districts established maximum reserve policies or procedures, and two of them exceeded 
even those maximum levels. None of the districts with high reserve balances have formal 
plans to spend the funding to support student outcomes. 

Although maintaining sufficient funding in reserve is important for districts’ fiscal health, 
when districts accumulate reserves beyond their needs, they miss opportunities to spend on 
programs to better support students. We found that opportunities exist for these districts to 
use the excess reserves to improve student and system outcomes. Further, none of the districts 
have conducted risk analyses consistent with recommended best practices to determine their 
reserve needs. My office also determined that the Chancellor’s Office did not provide sufficient 
oversight for districts’ reserves, nor did it monitor the appropriateness of districts’ policies or 
their plans to reduce excess reserves.

Respectfully submitted,

GRANT PARKS 
California State Auditor
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Selected Acronyms Used in This Report

BAM Budget and Accounting Manual

CCC California Community Colleges

GASB Governmental Accounting Standards Board

GFOA Government Finance Officers Association

SCFF Student-Centered Funding Formula
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Summary

Key Findings and Recommendations

Districts in the California Community Colleges (CCC) system routinely save excess revenue 
they have earned or received—referred to as reserves in this report. They may do this for 
various purposes, such as to maintain cash flow, respond to significant unplanned costs or 
future revenue losses like those incurred from a natural disaster or a recession, or make large, 
nonrecurring planned purchases of land and buildings. Government accounting standards 
direct districts to develop adequate reserve policies and maintain sufficient reserves. The 
six districts we reviewed—Antelope Valley Community College District (Antelope Valley), 
Butte‑Glenn Community College District (Butte), Calbright Online Community College 
(Calbright), Kern Community College District (Kern), Mt. San Jacinto Community College 
District (Mt. San Jacinto), and San Francisco Community College District (San Francisco)—
have set minimum reserve policies, but not all had maximum reserve policies. Further, 
four districts maintained higher reserves than their own maximum reserve policy or 
statewide median reserve level, with three having significantly high reserves. Districts with 
high reserves did not take steps to spend them, despite opportunities to use those funds to 
improve student success and support services. Further, none of the districts have conducted 
risk analyses when determining the reserve levels they need. The CCC Chancellor’s Office 
(Chancellor’s Office) has not taken any action to ensure that districts develop such risk‑based 
policies and that they spend excess reserves. 

Increases in Districts’ Reserves Present Opportunities for Improving 
Student and System Outcomes

Reserve levels have increased from fiscal years 2018–19 through 2024–25 
for Antelope Valley, Butte, Kern, Mt. San Jacinto, and San Francisco. As of 
the end of fiscal year 2024–25, Antelope Valley, Kern, and Mt. San Jacinto 
maintained reserves that were at least double the maximum level described 
in their reserve policy or the statewide median of three months. Although 
these districts have expressed some ideas on how they expect to reduce 
excess amounts, such as spending on new IT infrastructure or new 
construction projects, none of them have established formal spending plans. 
We have identified key areas, including those related to student outcomes, 
student support, and number of full‑time faculty, where districts could 
improve through additional spending. 

The Districts We Reviewed Have Not Adequately Identified and 
Projected Their Reserves

The Government Finance Officers Association (GFOA) recommends that 
districts develop adequate reserve policies and ensure that they maintain 
sufficient reserves. All six districts we reviewed had set minimum reserve 
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policies ranging from 5 percent to 20 percent of their respective total 
general fund expenditures, while only three districts—Butte, Kern, and 
San Francisco—have established policies or procedures for a maximum 
level of reserves they should maintain. However, none of the six districts 
could demonstrate that they conducted risk analyses when determining 
the reserves they need, which may result in inadequate or excessive 
accumulated reserves at the cost of districts’ ability to respond to 
unexpected costs or support students and ensure their success. Further, 
although all six districts projected an increase in their reserves at the end 
of fiscal year 2025–26, we projected higher reserves. We also found that 
four districts did not budget all available funds that exceeded their reserve 
goals. By not budgeting all available funds that exceed their reserve needs, 
districts may be missing opportunities to improve student outcomes.

The Chancellor’s Office Did Not Sufficiently Oversee the Financial 
Condition of the Districts We Reviewed 

State law requires the Chancellor’s Office to monitor districts’ financial 
reporting and to evaluate the risks of a district needing follow‑up 
intervention if it is not in compliance with the principles of sound fiscal 
management, including maintaining adequate reserves. However, the 
Chancellor’s Office did not accurately calculate districts’ reserves in 
accordance with its fiscal policy. It also did not monitor districts’ reserve 
policies for appropriateness, nor did it review their plans to spend 
any excess reserves. Further, the Chancellor’s Office lacked accurate 
information to assess whether districts maintained adequate reserves, 
because it did not verify the data that districts submitted to it. The 
Chancellor’s Office did not communicate its expectation that districts 
should update previously submitted data for corrections, resulting in 
multiple inaccuracies and inconsistencies. 

As part of our audit, we also reviewed districts’ other governmental funds and found 
that most districts obtained appropriate board authorization for larger projects before 
moving financial resources from the general fund to other governmental funds. Further, 
we reviewed districts’ credit ratings and determined that although the reserves, among 
many other factors, can affect districts’ credit ratings, we did not see any evidence for 
the districts we reviewed that high reserves significantly affected their credit rating. 

To address these findings, we recommend that the Legislature direct districts to disclose 
reserve amounts in their budgets and the reasons for falling short of or exceeding the 
recommended levels. We further recommend that the Chancellor’s Office develop 
policies and procedures for monitoring districts’ financial reporting. The Chancellor’s 
Office should also improve its process for calculating districts’ reserves, enhance its 
monitoring of districts’ reserve levels, and require districts to establish risk‑based reserve 
policies and plans to spend excess reserves to improve student support and outcomes. 
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Agency Comments 

The Chancellor’s Office agreed with our findings and stated that it will implement our 
recommendations. Although we did not make any recommendations to the districts 
we reviewed, Antelope Valley provided a response stating that it disagreed with our 
conclusions in a few areas.
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Introduction

Background 

The CCC system—comprising 116 colleges across 73 districts—is the largest system of 
higher education in the nation. The system is open to all Californians with a high school 
diploma or equivalent and currently serves 2.2 million students. California’s community 
colleges play a key role in helping students increase their employability and achieve 
their individual potential. According to the Chancellor’s Office, for every dollar the State 
invests in the CCC system, students gain about $13 in lifetime earnings and society 
gains $14 in added income and social savings.

An 18‑member Board of Governors (CCC Board of Governors) oversees the CCC. It 
appoints the Chancellor, who acts as the systemwide chief executive officer. State law 
requires the CCC Board of Governors to develop and implement a comprehensive 
community college educational and fiscal accountability system that is designed to 
promote student success in community colleges and measures, among other things, 
the fiscal conditions of districts. Under state law, each district is responsible for its 
ongoing fiscal stability through the responsible stewardship of available resources, 
including maintenance of adequate reserves. State law also requires the Chancellor’s 
Office to monitor districts’ budget reporting and other fiscal practices.

California Community College Districts’ Funding Models

The State adopted the Student‑Centered Funding Formula (SCFF) in fiscal year 2018–19 
to change the funding structure of districts. According to the fiscal year 2018–19 state 
budget summary, the previous funding model was primarily based on the number of 
students enrolled at a particular point in time, which was not the most effective way 
for community colleges to reach their student success goals and close the achievement 
gap. SCFF provides funding to districts according to additional factors, including 
the number of low‑income students enrolled and the number of students who meet 
specified student success metrics, including completion of a degree or certificate. 
Since the adoption of SCFF and as of fiscal year 2021–22, the overall funding across all 
districts statewide increased by $650 million, or 9 percent, compared to the old funding 
model. Unlike other districts, Calbright currently receives funding through an annual 
appropriation of $15 million from the State’s budget instead of SCFF.

Beyond base, supplemental, and success funding, as Figure 1 shows, some districts 
receive additional funding through funding protections. These began as hold harmless 
provisions, which set a minimum funding level for districts based on fiscal year 2017–18 
funding. As of fiscal year 2025–26, the minimum funding protection has been updated 
and currently uses fiscal year 2024–25 enrollment as a baseline for calculating the 
funding amount. Some districts receive a different funding protection, referred to as 
stability protection, that allows the district to receive its SCFF calculated amount in 
the previous year adjusted for cost of living. These protections are meant to establish 
predictability, so community college districts may more readily plan and implement 
instruction and programs by providing them with baseline funding. 
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Figure 1
Districts Receive Funding According to the Student-Centered Funding Formula
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Source:  Chancellor’s Office Student-Centered Funding Formula Dashboard. 

Note:  The table as presented shows a simplified selection of some of the larger considerations. 

*	 Hold Harmless refers to a funding protection for districts as they adapt to the new SCFF funding model. These were based on fiscal year 2017–18 
funding levels plus a cost-of-living adjustment (COLA) until fiscal year 2025–26, when the formula switched to base year 2024–25 with no COLA. 

†	 The stability protection allows a district to receive its SCFF‑calculated amount in the previous year adjusted for COLA. Districts are funded 
according to stability if the associated funding exceeds both their SCFF‑calculated amount for that year and their hold harmless amount. 
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Guidance for Managing Reserves

Each district may set aside a portion of its financial resources that it does not include 
in its annual spending plan. As Figure 2 shows, a district’s total financial resources 
are generally comprised of restricted and unrestricted funds. Restricted funds are 
amounts that a district has available and that it is required to spend for a specific 
use, such as grant programs, programs for disabled students, or equal employment 
opportunity programs. In contrast, a district can use unrestricted funds for other 
purposes, including to pay for teacher benefits, academic salaries, or other operating 
expenses. In this report, we use the term reserve to refer to a district’s unspent 
balance of available unrestricted funding that it can use for various purposes, 
including to maintain cash flow, respond to significant unplanned costs or revenue 
losses such as a natural disaster or a recession, or to make large, nonrecurring 
planned purchases, such as land or buildings. The Chancellor’s Office provides 
districts with general guidance for managing reserves in its Budget and Accounting 
Manual (BAM) and other fiscal policies. In addition, districts must follow the 
criteria from the Governmental Accounting Standards Board (GASB), which issues 
accounting and financial reporting standards, and may follow guidance from the 
GFOA, which provides budgeting best practices for state and local governments. 

Governmental Accounting Standards Board

According to the GASB, governmental entities should organize and operate their 
accounting systems by using separate funds, such as governmental, proprietary, and 
fiduciary funds. The GASB advises governmental entities to segregate these funds 
for the purpose of carrying on specific activities or attaining certain objectives in 
accordance with special regulations, restrictions, or limitations. Governmental funds 
include the general fund, special revenue fund, 
capital projects fund, debt services fund, and 
other permanent funds. 

The GASB’s standards are intended to promote 
financial reporting that provides useful 
information to taxpayers, public officials, 
investors, and others who rely on financial 
reports. The GASB requires entities to classify 
governmental fund balances as restricted—
constrained by external legal requirements, such 
as legislation or grants—or unrestricted, which the 
entity can use at its discretion. For governmental 
funds, the GASB requires government entities 
to report fund balances in five classifications, 
which the text box lists. The GASB designates 
committed, assigned, and unassigned 
classifications as unrestricted. In this report, we 
define each district’s unrestricted resources in its 
general fund as reserves. 

Fund Balance Classifications

Nonspendable:  Funds that are not in spendable form, 
such as inventories, or legally or contractually required to be 
retained in perpetuity. 

Restricted:  Funds with constraints externally imposed by 
creditors, grantors, contributors, or legislation. 

Committed:  Funds the district’s board formally designates 
for a specific purpose. 

Assigned:  Funds a district’s board, committee, or 
authorized official has designated for an intended purpose. 

Unassigned:  Residual classification of general fund 
balance that has not been assigned to other funds and is 
not restricted, committed, or assigned to a specific purpose 
within the general fund. 

Source:  GASB. 
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Figure 2
We Refer to a District’s Unspent Balance of Available Unrestricted Funding as Its Reserve

We refer to this balance as the district’s

RESERVE

The district now has a remaining unrestricted 
general fund balance of $40 million

=

The district spent $100 million 
of unrestricted funds, including for the following:

• Operating Expenses
• Teacher Bene�ts
• Academic Salaries

–
The district may spend the unrestricted funds at 
its own discretion.

$140 million
are

Unrestricted

+

These funds are restricted for expenditures such as:
• Grant Programs
• Disabled Student Programs and Services
• Equal Employment Opportunity

$80 million
are

Restricted
for speci�c use

The hypothetical district has $220 million available
This amount is comprised of last year’s remaining funds and new revenue expected during the current year.

Source:  Districts’ budget documentation and the Chancellor’s Office’s guidance. 
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Government Finance Officers Association 

The GFOA distinguishes between two related but different financial concepts: fund 
balance is an accounting term that describes the difference between a government’s 
assets and liabilities, while reserve is a budget and policy term that describes the 
resources a government holds outside the budget for use when designated resources 
are insufficient. The GFOA recommends that government entities, including 
community colleges, establish comprehensive reserve policies that identify minimum 
and maximum reserve amounts and specify when and for what purposes reserves 
may be spent. At a minimum, the GFOA recommends that agencies maintain a 
reserve of no less than two months, which equals about 17 percent of regular annual 
general fund operating revenue or expenditures. The GFOA further recommends 
that districts conduct a risk analysis to assess their risk exposures and determine 
a reserve level that is sufficient to accommodate those risks. Risks could include 
events that disrupt cash flow or cause revenue instability, natural disasters and other 
hazardous events, or public health and safety risks. 

The Chancellor’s Office

The Chancellor’s Office defines reserves as an amount set aside to provide for 
estimated future expenditures or losses, for working capital, or for other specific 
purposes. In February 2022, the Chancellor’s 
Office recommended that districts adopt policies 
and practices consistent with the GFOA’s 
budgeting best practices and that districts 
maintain sufficient unrestricted reserves with 
a suggested minimum of two months of total 
general fund operating expenditures. However, 
the Chancellor’s Office does not require districts 
to separately disclose in their budgets the amount 
of the unrestricted general fund balance that 
districts’ own reserve policies require them 
to maintain. The districts we reviewed have 
commingled the reserves they needed to maintain 
as part of their total unrestricted resources, 
and districts’ budget documents do not identify 
specific reserve amounts. Therefore, aligning with 
the GFOA’s and the Chancellor’s Office’s guidance, 
we calculated each district’s reserve level as its 
unrestricted general fund balance divided by its 
total general fund operating expenditures. The 
text box shows how we calculated the reserve level 
expressed as a percentage and as a number of 
months of reserves. 

Calculating Reserve Level as Months of Reserves

Unrestricted general fund balance

Total general fund operating expenditures
X 100

=
Reserves as a percentage of  

annual operating expenditures X 12 months

=
Months of reserves

Example:

$1,000,000 unrestricted fund balance

$5,000,000 annual operating expenditures
X 100

=
20 percent unrestricted reserves X 12 months

=
2.4 months of reserves

Source:  Auditor’s analysis of the GFOA’s and the Chancellor’s 
Office’s guidance.

(                    )

(                    )
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The Chancellor’s Office’s Role in Overseeing Districts’ Reserves

Following state law, the Chancellor’s Office requires the districts to report financial 
information to it quarterly and annually. The Fiscal Portal Annual Financial and 
Budget Report (annual fiscal report) includes a statement of the actual revenue 
and expenditures for the most recently completed fiscal year and the estimated 
revenue and proposed expenditures for the following fiscal year. State law requires 
the Chancellor’s Office to evaluate, through review and analysis of districts’ financial 
reports, whether a follow‑up or an intervention is needed. Intervention may be 
necessary if a district needs an emergency apportionment—financing provided to 
a community college district as authorized by the Legislature—within three years 
or if a district is not in compliance with the principles of sound fiscal management, 
including maintaining adequate reserves and implementing and maintaining effective 
fiscal policies and processes. 

Further, state law provides that the follow‑up or intervention conducted by the 
Chancellor’s Office may include requiring the submission of additional or more 
frequent reports, requiring the district to respond to specific concerns, or directing 
the district to prepare and adopt a detailed fiscal plan and to demonstrate the 
impact of the fiscal plan on the district’s educational program. According to state 
law, when the Chancellor’s Office determines that a district’s plans are inadequate to 
implement the principles of sound fiscal management, the Chancellor’s Office may 
require changes to the district’s fiscal and educational plans. In more serious cases, it 
may appoint a special trustee or fiscal monitor to support the district’s management 
team or assume management responsibilities over the district.

Audited Financial Statements

State law requires that independent certified public accountants perform annual 
audits of districts’ financial records (audited financial statements). The GASB 
identifies governmental activities as those that are generally financed through taxes, 
and business‑type activities as those financed in whole or in part by fees charged to 
external parties for goods or services, such as tuition, bookstore sales, or cafeteria 
sales. According to the GASB, public colleges that have both governmental and 
business‑type activities, such as the districts we reviewed, should provide fund 
financial statements for both types of activities, as well as government‑wide financial 
statements. Fund financial statements present revenue, expenditures, and changes 
in fund balances, including reserved and unreserved categories, for each of the 
districts’ major funds. Although government‑wide financial statements provide an 
aggregate statement of all governmental assets, liabilities, revenue, expenses, and 
gains and losses, presenting that information alone makes it difficult for users to 
assess accountability of individual funds. However, the Chancellor’s Office adopted 
and recommended that districts adopt a business‑type activities only reporting 
model, with fund financial statements for governmental activities being optional. 
The six districts we reviewed mostly elected to report only business‑type activities 
in their audited financial statements throughout our audit period. Thus, the majority 
of the audited financial statements of the districts we reviewed do not separately 
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present each governmental fund balance, classifications of those fund balances as 
restricted or unrestricted, or the expenditures for each governmental fund, including 
the general fund.

Selection of Districts

The Joint Legislative Audit Committee (Audit Committee) requested that we select up 
to five districts for this audit, in addition to Calbright. Calbright was established in 2018 
as an online community college district. It first began enrolling students in Fall 2019 
and, rather than providing duplicate services to local community colleges, such as 
associate degrees or certificates, Calbright focuses on providing industry‑valued 
credentials and certifications such as project management, human resources talent 
acquisition, and medical coding. We selected the other five districts based on their 
reserve levels, geographic location, and size. Our selection includes Antelope Valley, 
Butte, Kern, Mt. San Jacinto, and San Francisco. 
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Increases in Districts’ Reserves Present 
Opportunities for Improving Student and 
System Outcomes

Key Points

•	 Reserves for five of the six California Community Colleges (CCC) districts 
we reviewed increased from fiscal years 2018–19 through 2024–25, driven 
primarily by increased revenue rather than reduced expenditures. Four of these 
districts—Antelope Valley Community College District (Antelope Valley), 
Kern Community College District (Kern), Mt. San Jacinto Community College 
District (Mt. San Jacinto), and San Francisco Community College District 
(San Francisco)—maintained reserves that were at least double their own policy 
maximum or the statewide median reserves as of the end of fiscal year 2024–25, 
with three having significantly high reserves.

•	 Although districts have some ideas about how they expect to spend excess reserves, 
none of the districts with high reserves have established formal plans to spend them. 
These districts gave various reasons for not developing spending plans. Districts 
shared some broad ideas of where they intend to spend the excess reserves, but they 
have not clearly disclosed these ideas to the public. These districts maintained high 
reserves without a formalized plan for the past seven years. 

•	 Although districts have internal processes to identify districtwide student needs 
and allocate additional funding, districts still retained significant amounts of 
unused reserves. We identified areas related to student success and support that 
districts could improve by spending their excess reserves.

Reserve Levels for Five of the Six Districts We Reviewed Increased During the Past 
Seven Years

Although both the CCC Chancellor’s Office (Chancellor’s Office) and the 
Government Finance Officers Association (GFOA) recommend that governmental 
entities maintain a minimum reserve in their general fund in an amount equal to 
two months, or 17 percent, of their general fund expenditures, each entity’s specific 
financial condition should guide its reserve needs. Therefore, the GFOA recommends 
that governmental entities establish reserve policies to specify the minimum and 
maximum reserve amounts to meet their needs. Each of the six districts we reviewed 
has developed a reserve policy that requires minimum general fund reserves of 
5 percent to 20 percent. However, only three districts—Butte‑Glenn Community 
College District (Butte), Kern, and San Francisco—have established maximum 
reserve policies or procedures, with Butte and Kern each targeting reserves of up to 
25 percent and San Francisco requiring up to 9 percent. 
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To assess districts’ reserves, we used fiscal data that districts reported to the 
Chancellor’s Office each year. Districts’ audited financial reports generally do not 
present reserves or expenditures separately by fund type, which our analysis required. 
Although the Chancellor’s Office does not verify the districts’ self‑reported fiscal data 
and they therefore may contain some inaccuracies, we determined that they remain the 
best source available for calculating and assessing districts’ reserves. Using these data, 
we calculated each district’s reserve as a percentage of total general fund expenditures. 

The reserves for five of the six districts we reviewed increased from fiscal years 2018–19 
through 2024–25, as Figure 3 shows. Although these districts have accumulated 
additional funds, they have not yet used them for student and system needs. 
Antelope Valley experienced the biggest change with its reserves increasing from 
15 percent (about two months) of annual general fund expenditures at the end of 
fiscal year 2018–19 to 71 percent (more than eight months) by the end of fiscal 
year 2024–25. Kern's reserves increased from 32 percent (about four months) 
of annual operating expenditures during the same period, and Mt. San Jacinto's 
went from 26 percent (about three months) to 56 percent (nearly seven months). 
In contrast, Calbright Online Community College (Calbright), which became 
operational in fiscal year 2018–19, experienced a decrease in its reserve, ending 
fiscal year 2024–25 with 9 percent or about one month of expenditures. However, 
Calbright’s financial activity was different from the other districts in that Calbright 
explained that it spent amounts from its balance during its start‑up phase to support 
initial operations, which contributed to the overall decrease in its reserves.

Of the three districts that have established maximum reserve policies or procedures, 
two—Kern and San Francisco—exceeded those maximum levels by more than 
double at the end of fiscal year 2024–25. Kern ended the year with a reserve that 
was 56 percent, or more than six months, of its annual general fund expenditure, 
more than twice the 25 percent stipulated in its maximum reserve policy. Similarly, 
San Francisco’s reserve was equivalent to 22 percent of its general fund expenditures, 
which was more than twice the 9 percent set in its maximum reserve policy. 
Although San Francisco’s reserve was below the statewide median, it nonetheless 
exceeded the maximum that its own board established by a substantial amount. Butte 
was the only district with a reserve that remained below its 25 percent maximum 
throughout our audit period, reaching a peak of 23 percent in fiscal year 2024–25. 
We discuss the adequacy of districts’ reserve policies in a later section.

Because Antelope Valley, Calbright, and Mt. San Jacinto have not defined a 
maximum limit of reserves in their policies, we compared their reserves at the end of 
fiscal year 2024–25 to the statewide median as a proxy to assess their reasonableness. 
The statewide median reserve as a percentage of annual general fund operating 
expenditures at the end of fiscal year 2024–25 was about 25 percent, or three months 
for all 73 community college districts, as Appendix A shows. However, reserves for 
Antelope Valley and Mt. San Jacinto at the end of fiscal year 2024–25 exceeded the 
statewide median by at least three months. Antelope Valley maintained a reserve 
equal to 71 percent, or more than eight months, and Mt. San Jacinto maintained 
56 percent, or nearly seven months, of their respective general fund expenditures. 
When districts accumulate higher reserves than what they need to maintain fiscal 
stability, they are not using additional funding to further support student success.
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Figure 3
Most Districts Increased Their Reserve Levels From Fiscal Years 2018–19 Through 2024–25
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Source:  Auditor’s analysis of data from the Chancellor’s Office’s Fiscal Portal. 

Note:  The GFOA recommended that districts maintain a minimum of two months, or about 17 percent, of annual general fund operating 
expenditures as reserves throughout our audit period, and the Chancellor’s Office aligned its recommendation to this standard in 2022. 

*	 Calbright’s fiscal year 2018–19 unrestricted general fund balance is an outlier because of its formation the same year, when it received a start‑up 
allocation, most of which it did not use. We did not include that year in our analysis. 

The five districts—Antelope Valley, Butte, Kern, Mt. San Jacinto, and San Francisco—
whose reserves increased from fiscal years 2018–19 through 2024–25, attributed those 
increases to additional revenue they received during those years. The districts told 
us that the additional revenue primarily came from a change in the State’s funding 
formula, as well as COVID‑19 pandemic relief funding and other temporary state 
and federal revenue. Mt. San Jacinto identified the revisions to the Student‑Centered 
Funding Formula (SCFF) as a significant factor in its revenue growth. Antelope 
Valley stated that it received a COVID‑19 emergency conditions allowance, which 
held its funded enrollment at a prior‑year level in SCFF so that it would not lose 
apportionment as enrollment declined. It continued receiving funding based on its 
fiscal year 2018–19 enrollment of approximately 11,000 full‑time equivalent students, 
even after its enrollment declined to approximately 8,000 in subsequent years. 
Although fiscal year 2022–23 was the last year for districts to receive the emergency 
conditions allowance, districts are still eligible for other statutory protections for 
their SCFF funding, such as the hold harmless provisions or stability protections, 
which the Introduction describes. In fact, Antelope Valley’s SCFF apportionment 
increased by about $18 million, or about 17 percent between fiscal years 2021–22 
and 2024–25. Similarly, Kern’s SCFF funding increased by about $75 million, or 
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30 percent, and Mt. San Jacinto’s SCFF funding increased by about $31 million, or 
26 percent. The increases in districts’ ongoing state funding opens opportunities for 
them to increase their spending on additional programs to better support students. 

Our review of these five districts’ financial records found that their general fund 
revenue also increased from fiscal years 2018–19 through 2024–25, ranging from 
25 percent to nearly 125 percent. Kern experienced the largest revenue increase, from 
about $208 million in fiscal year 2018–19 to about $463 million in fiscal year 2024–25, 
as Figure 4 shows. Only Calbright had a reduction in revenue, decreasing from 
$120 million in fiscal year 2018–19 to about $17 million in 2024–25. Calbright’s 
founding legislation provided one‑time start‑up funding, and the higher fiscal 
year 2018–19 revenue reflected the receipt of this start‑up funding. Calbright does 
not receive funding through SCFF but instead receives annual appropriation from the 
State’s budget. Calbright was also the only district that had a lower reserve at the end 
of fiscal year 2024–25 than it did at the end of fiscal year 2018–19.

Figure 4
General Fund Revenue Increased for Five of Six Districts From Fiscal Years 2018–19 Through 2024–25
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Source:  Auditor’s analysis of data from the Chancellor’s Office’s Fiscal Portal. 

*	 Unlike the other districts, Calbright currently does not receive funding through SCFF and instead receives an annual appropriation. 
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The districts did not reduce their overall spending to achieve higher reserves 
during the years we reviewed. As Figure 5 shows, these districts’ expenditures 
generally increased during the years we reviewed. For example, Kern’s expenditures 
grew from about $202 million in fiscal year 2018–19 to about $375 million in fiscal 
year 2024–25, an increase of 86 percent. Mt. San Jacinto’s expenditures grew from 
about $97 million in fiscal year 2018–19 to about $144 million in fiscal year 2024–25, 
an increase of almost 49 percent. San Francisco’s expenditures, on the other hand, 
were virtually the same in fiscal year 2024–25 as they were in fiscal year 2018–19. 
Several districts explained that although overall their expenditures increased, they 
experienced challenges that limited their ability to fully spend the budgeted amounts. 
For example, Antelope Valley, Kern, and Mt. San Jacinto identified hiring challenges, 
including limited applicant pools for academic and classified positions, that 
prevented them from filling vacant positions. Although these districts’ expenditures 
did not grow at the same rate as their revenue, the increases in expenditures indicate 
that it was not by reducing spending on educational programs or student services 
that districts allowed reserves to grow.

Figure 5
Five of Six Districts’ Expenditures Increased From Fiscal Years 2018–19 Through 2024–25
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Source:  Auditor’s analysis of data from the Chancellor’s Office’s Fiscal Portal. 
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Some Districts With Excess Reserves Do Not Have Formal Plans to Spend Them

Because some districts had higher reserves than the state median or than their own 
reserve policies allow, we expected them to have formalized plans that outline how 
those excess reserves would be spent to improve student outcomes. We considered 
a plan to be formalized if a district demonstrated that it developed its plan in 
coordination with its board and consistently provided the board with timely updates 
on the plan. According to the GFOA, districts’ planning and budgeting processes 
should include identifying instructional priorities and analyzing resources and 
expenditures to determine how to pay for top priorities. In alignment with these 
best practices, we expected the districts to adopt plans that clearly identify their 
instructional priorities, assess their current unrestricted reserve levels, and identify 
how they would spend any excess funds to address their priorities. 

Three districts—Antelope Valley, Kern, and Mt. San Jacinto—that have significantly 
higher reserve levels than the state median or what is allowed in their maximum 
reserve policy could not demonstrate that they took steps to reduce their balances. 
Antelope Valley stated that, as of fiscal year 2022–23, it did not consider itself to be 
in a structural surplus because it was planning to increase expenditures for staffing 
and, therefore, the district did not believe there was an urgent need to reduce its 
reserve. Similarly, Mt. San Jacinto stated that because of economic uncertainties, the 
district’s board believed that having a larger reserve was beneficial. Kern explained 
that changes in leadership and staff turnover, an influx of one‑time funds, and 
the district’s financial practices and accounts not aligning with the Budget and 
Accounting Manual (BAM) for years led to its reserve growth. Consequently, the 
three districts’ reserves have continued to increase.

Mt. San Jacinto, Antelope Valley, and Kern also do not have formalized plans in place 
to reduce their reserves in the future. These districts stated that in the future, they 
anticipate using their excess reserves in a wide variety of areas, such as investing 
in infrastructure, covering increased operating expenditures, and modernizing 
IT systems. For instance, Mt. San Jacinto explained that it plans to use funds for a 
construction project arising from a building’s structural failure at one of its colleges 
and for funding post‑employment benefits. Kern similarly stated that it plans to 
use excess reserves to finance three different construction projects and to upgrade 
its outdated software and IT systems. However, even though these districts agreed 
that they need to spend their excess reserves, at the time of this audit their plans are 
conceptual and not formally documented. Additionally, these three districts’ reserves 
have steadily increased throughout the seven‑year period of our review, and none 
of them could demonstrate that they have identified the specific amount of reserves 
that they plan to spend on various projects. 

Although San Francisco and Calbright also had reserves that exceed the amount 
their reserve policies allow, San Francisco plans to revise its reserve policy and 
Calbright has been taking steps to spend its reserve balance to align closely with its 
minimum reserve policy. As we discuss earlier, at the end of fiscal year 2024–25, 
San Francisco’s reserve level was 22 percent of its expenditures, which was slightly 
below the statewide median of 25 percent, but considerably higher than the district’s 
own policy’s maximum of 9 percent of the unrestricted general fund expenditures. 
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However, because San Francisco’s current reserve policy sets a low reserve level 
as its maximum threshold, San Francisco acknowledged that its reserve policy 
maximum may not be sufficient to support operations during fiscal emergencies. It 
further stated that it is currently working with its board to update its reserve policy 
to clarify policy language and to determine an appropriate reserve level. Similarly, 
Calbright has significantly spent down its reserve from nearly 50 percent at the end 
of fiscal year 2021–22 to 9 percent at the end of fiscal year 2024–25, which was below 
both the 25 percent statewide median for the year and the recommended minimum 
reserve level of about 17 percent, but it was slightly above its own reserve policy’s 
minimum of 5 percent. The district explained that it monitors the adequacy of its 
reserve level during its budgeting process. 

Butte is the only district with a reserve level below its own reserve policy’s maximum. 
To attain this level, Butte has developed a detailed approach to using reserve funds. 
The district has a fiscal policy that requires it to develop a plan to spend excess 
funds if its reserve exceeds its maximum of 25 percent. Butte explained that with its 
fiscal policies, it was able to develop a manageable and practical process to regularly 
monitor reserves, evaluate available resources, and identify appropriate uses of 
one‑time funds. In addition, Butte has a multiyear strategy to identify the areas and 
services on which it intends to spend any excess reserves. The district’s strategy to 
spend reserves is based on one‑time investments, such as capital and infrastructure 
improvement. According to Butte, maintaining such a strategy alongside its current 
budgeting practices has allowed the district to make informed decisions and enables 
the regular monitoring of its reserves. 

Four of the six districts mentioned that state law makes it difficult to spend amounts 
from unrestricted general funds in some areas. Specifically, Antelope Valley, Butte, Kern, 
and Mt. San Jacinto cited a state law, commonly referred to as the 50 Percent Law, as a 
barrier for spending in certain areas, such as on noninstructional staff or counselors. 
According to the 50 Percent Law, each district is required to spend at least half of its 
current educational expense each fiscal year on the salaries and benefits of classroom 
instructors. This restriction prevents districts from spending the excess funds in 
some areas. For example, Mt. San Jacinto stated that it has had to use grant funds 
to support core functions of district operations because the 50 Percent Law did not 
allow it to use its reserves. 

We acknowledge that the 50 Percent Law can be a barrier to spending from a 
district’s reserves on specific areas; however, except for Butte, none of the districts 
have attempted to resolve the limitations on spending from their excess reserves. 
In our 2025 audit, we noted that the 50 Percent Law limits districts’ ability to 
fund services outside the classroom and does not account for technological 
improvements, such as online instruction and the modernization of classrooms.1 
Figure 6 describes how districts must carefully weigh complying with the 50 Percent 
Law and spending on other services that support student success. In that report, 
we suggested that to help districts provide support services for students while 

1	 California State Auditor's Report 2023-126, California Community Colleges: Oversight of the 50 Percent Law Is Ineffective, and 
the Law Could Be Amended to Better Support Students, April 2025. 
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complying with the 50 Percent Law, the Legislature should consider amending the 
law to include the salaries and benefits of librarians and counselors, as well as to 
account for technological improvements. Although the Legislature has not yet taken 
action to implement this recommendation, the current law does make exceptions 
for certain types of expenses, such as equipment, library books, and capital projects. 
Notwithstanding the challenges districts face, unless districts develop ways to reduce 
the balances of their excess reserves, those reserves will continue to grow. 

Figure 6
Districts Must Weigh Complying With the 50 Percent Law Against Spending on Services That Support Student Success

Support services, such as salaries of 
counselors and librarians. 

Cost of modernizing classrooms, including 
providing Wi-Fi and computers.

Other Areas

Salaries and some bene�ts for teachers 
and instructional aides.

Instructor Salaries

Source:  California State Auditor’s Report 2023-126, California Community Colleges: Oversight of the 50 Percent Law Is Ineffective, and the Law Could Be 
Amended to Better Support Students, April 2025. 

Districts Have Opportunities to Spend Excess Reserves to Improve Student Outcomes

The four districts with reserves that exceed either their maximum reserve 
policy or the statewide median—Antelope Valley, Kern, Mt. San Jacinto, and 
San Francisco—all have processes to identify student and departmental needs and 
to allocate additional funding for improvements. In California, community colleges 
must engage in accreditation review every six years. One of the accreditation 
organization's criteria includes whether districts conduct systematic reviews and 
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assessments to ensure the quality of their academic learning support and student 
services programs and implement improvements and innovations in support of 
achievement for all students. Our review of the four districts’ program review 
documentation for fiscal year 2024–25 found that all of them had a process in which 
individual departments used data points such as enrollment, retention, and success 
rates to identify program strengths and weaknesses and to request additional funding 
for improvements. For example, during its program review process, San Francisco 
identified increased student interest in its Linux Administration Certificate 
and allocated more funding to begin offering students the ability to complete 
the certificate in one semester through accelerated classes. In another example, 
Mt. San Jacinto’s biology department requested, and the district approved, $53,000 
to buy lab equipment to better align some of its lab techniques with a local company 
with which the district partnered to secure entry‑level positions for district students.

Despite having established program review processes, the districts still retain significant 
funds above their established policy maximum reserves or the statewide median. 
For example, although Antelope Valley granted $876,000 in additional funding to its 
departments in fiscal year 2024–25, it still had an excess year‑end reserve of about 
$59 million. In another example, although Mt. San Jacinto provided $166,000 in 
additional funding in fiscal year 2024–25 for projects proposed by its departments, 
the district still had an excess reserve of about $53 million at the end of the fiscal 
year. When districts do not maximize the use of available financial resources, they 
overlook opportunities to improve student success. 

Our review of available data that districts reported to the Chancellor’s Office found 
that the four districts with reserves that were in excess of either their maximum 
reserve policy or the statewide median—Antelope Valley, Kern, Mt. San Jacinto, and 
San Francisco—had opportunities to use additional financial resources to improve 
student outcomes, add additional full‑time faculty, or offer more student support 
services. We reviewed trends for selected metrics about student outcomes and 
the support services for these four districts. We also determined how the districts’ 
efforts compare to statewide metrics. The data suggests that districts can potentially 
do more with excess funds to help improve student outcomes and student support 
services and increase the percentage of full‑time faculty. 

Student Outcomes

To measure student success, we selected six metrics that capture outcome data for 
the various types of students at community colleges, such as degree‑seeking students 
and transfer‑seeking students. We reviewed data from fiscal year 2018–19 through 
the last available fiscal year for which data were available for each district. As Figure 7 
shows, all four districts with excess reserves had student success metrics that were 
below statewide averages. For example, Kern’s course completion rate of 69 percent 
in 2023–24, the latest year for which data were available, was 4 percent below the 
statewide average, and Antelope Valley’s four‑year transfer rate of 5 percent in fiscal 
year 2022–23, the latest year for which such data were available, was 2 percent below 
the statewide average. Mt. San Jacinto, meanwhile, saw the share of its students 
earning a living wage post‑graduation increase from 26 percent, or 12 percent below 
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the statewide average in 2018–19, to 38 percent in 2020–21, before falling back down 
to 35 percent in 2022–23, ending at 6 percent below the statewide average for that 
year. We also reviewed these student success metrics by different equity groups, 
including race, gender, economic disadvantages, and sexual orientation. We found 
that all four districts had opportunities to invest in improving the outcomes for one 
or more subgroups. For example, in all four districts, course completion rates for 
Black or African American students were below the average of the overall student 
population. Past academic research suggests that funding comprehensive approaches 
can help with student success. Such approaches can include proactive advising, 
providing additional financial aid, and other forms of support, especially to those 
from low‑income or underserved backgrounds. According to academic research, 
students face multiple hurdles that make it difficult for them to complete college. 
Combining frequent advising with additional support, such as financial aid, can help 
students overcome barriers, accumulate more credits, remain enrolled, and graduate. 

Figure 7
Four Districts Have Opportunities to Improve Some Student Success Metrics
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Student Support Services

To increase students’ ability to reach their academic and career goals, state law directs 
state resources toward the provision of critical student support services such as 
orientation, assessment and placement, counseling, and other education planning services. 
We calculated the percentage of students who received student support services for each 
of the four districts with high reserves, and we found that three—Kern, Mt. San Jacinto, 
and San Francisco—had opportunities to improve student support services. For example, 
Kern consistently provided support services to fewer students than the statewide average 
throughout the audit period. Further, at Mt. San Jacinto, the number of students who 
received support services fell from 25 percent in 2018 to about 15 percent in 2024. 
Mt. San Jacinto explained that the decrease was a result of changes to service delivery 
formats, with many services now being accessed through self‑service or automated service 
formats, and the Chancellor’s Office’s data systems do not capture the number of these 
types of services used the same way as in the past. Nevertheless, the data show that these 
districts with substantial reserves have opportunities to use those funds to ensure that 
students have adequate access to support services, which are critical to the students’ ability 
to reach their educational goals. 

Full‑Time Faculty

The Legislature has in the past determined that the quality, quantity, and composition of 
full‑time faculty have an immediate impact on the quality of instruction. Therefore, state 
law sets the goal that 75 percent of each district’s credit instruction hours should be taught 
by full‑time instructors. State law further requires the Chancellor’s Office to establish 
minimum thresholds for the annual number of full‑time faculty members for each 
district, referred to as the faculty obligation number. The Chancellor’s Office calculates 
the districts’ full‑time faculty percentage using a formula described in state law. Each 
district that does not satisfy the applicable faculty obligation number may have its funding 
reduced. Although all four districts maintained staffing that satisfied their minimum 
faculty obligation number, as of fiscal year 2024–25 only San Francisco reached the goal 
of 75 percent. As Table 1 shows, the other three districts—Antelope Valley, Kern, and 
Mt. San Jacinto—were below the 75 percent goal, which indicates that all three have an 
opportunity to increase their full‑time faculty numbers.

Table 1
Despite Four Districts Exceeding Their Minimum Required Full-Time Faculty, Only San Francisco Meets 
the 75 Percent Obligation

DISTRICT
MINIMUM FULL-TIME EQUIVALENT 
FACULTY REQUIRED IN FALL 2025

ACTUAL FULL-TIME EQUIVALENT 
FACULTY IN FALL 2025

FULL-TIME FACULTY PERCENTAGE 
(OBLIGATION OF 75 PERCENT)

Antelope Valley 140.4 190.5 52%

Kern 484.8 502.0 64

Mt. San Jacinto 158.6 199.7 49

San Francisco 131.1 339.0 75

Source:  Chancellor’s Office’s Fall 2025 full-time faculty obligation compliance report. 
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Hiring additional faculty would allow districts to use excess funds for other purposes. 
Some districts expressed reluctance to spend the excess reserves for ongoing costs, 
such as faculty salaries and benefits, because the excess reserves are short‑term 
resources. Although districts may prefer not to use excess reserves for expenditures 
related to hiring additional faculty, they could use other revenue to pay for those 
costs, which would allow them to use the excess reserves for other purposes. 
Specifically, Antelope Valley, Kern, and Mt. San Jacinto each had an increase in 
their state revenue allocations through SCFF, which on top of the base funding 
also provides supplementary and success funding. For example, Kern has seen its 
SCFF funding grow by $75 million from fiscal years 2021–22 through 2024–25. 
During the same period, Antelope Valley’s and Mt. San Jacinto’s SCFF funding 
grew by $17.6 million and $31.5 million respectively. Because districts have not been 
budgeting all available funds, they have ongoing revenue that they could use to hire 
additional full‑time faculty. Using these funds to hire more faculty would allow 
districts to use excess reserves for other noninstructional programs and still comply 
with the 50 Percent Law requirements.
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The Districts We Reviewed Have Not Adequately 
Identified and Projected Their Reserves 

Key Points

•	 None of the six districts we reviewed has established risk‑based policies that outline 
both minimum and maximum reserve levels and the steps they should take when 
reserves fall below or exceed those levels. Further, five of the six districts do not 
have requirements to reduce excess reserves, contributing to increasing reserves. 

•	 The districts have under‑projected their reserves each year, including for fiscal 
year 2025–26. We also found that five of the six districts did not disclose the 
amount of reserves they need to maintain per their reserve policies and the 
remaining unrestricted funds that exceed their reserves and that are available 
to spend. Four of the six districts maintained significant unbudgeted funds that 
exceeded their reserve goals. 

None of the Districts We Reviewed Have Reserve Policies That Account for Risks

Both the GFOA and the Chancellor’s Office recommend that districts establish 
policies to maintain no less than two months of general fund operating expenditures 
as a reserve, but also that each district should establish its own reserve policy. The 
GFOA strongly recommends that districts adopt a formal policy describing how 
much they will strive to maintain in their unrestricted general fund as a reserve. It 
also advises that districts define a risk‑based reserve target as a range, instead of 
as a single point. The GFOA lists different considerations that districts could use 
to analyze the risks they might face, including cash flow and revenue instability, 
natural disasters and other hazardous events, public health and safety risks, and the 
availability of resources in other funds. For example, Mt. San Jacinto is located in 
one of California’s major earthquake fault zones and may consider the possibility of 
a natural disaster as a significant risk. Similarly, Butte’s main campus is in an area 
that is considered a high fire‑hazard zone, so the district may consider that risk to 
be relevant in determining its reserve needs. The GFOA also recommends having 
a reserve policy that includes a plan to replenish the reserve should it fall below the 
policy‑defined level. 

Although the six districts we reviewed all have established policies identifying 
minimum reserve levels, as Table 2 shows, none could demonstrate that they 
conducted risk analyses when determining the reserve levels they need. For example, 
Calbright and San Francisco both established 5 percent as their minimum reserve 
levels, which is well below the recommended 17 percent, or two months. When 
we asked why these levels were lower, neither district could provide a documented 
rationale to support these thresholds or explain its board’s decisions. Calbright’s 
current staff noted that its board may have established a low threshold because 
the Chancellor’s Office had recommended a minimum reserve of 5 percent at the 
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time its policy was established in 2019. San Francisco established its reserve policy 
in November 2022, after the Chancellor’s Office had updated its recommendation 
for a minimum reserve of 17 percent. However, San Francisco staff told us that the 
district’s board is currently deliberating a revision to its minimum and target reserve 
levels, which it expects to approve as early as Fall 2026. In April 2026, San Francisco’s 
Interim Vice Chancellor of Finance and Administration recommended to the board 
that the district conduct a risk‑based reserve analysis as part of its considerations. 
The other four districts adopted minimum reserves that approximate the 
GFOA‑recommended minimum but similarly could not demonstrate how they 
determined that it was appropriate for their needs. 

Table 2
Only Three Districts Have Established Maximum Reserve Limits and Two Have Exceeded Those Limits

DISTRICT
MINIMUM RESERVE PER  

DISTRICT POLICIES
MAXIMUM RESERVE PER DISTRICT 

POLICIES OR PROCEDURES
FISCAL YEAR 2024–25  

ACTUAL RESERVE LEVELS

Antelope Valley 17% of prior year's actual 
unrestricted general fund 
expenditures

None 71%

Butte 15% of the budgeted 
unrestricted general fund 
operating expenditures

25% of budgeted unrestricted 
general fund operating 
expenditures

23

Calbright 5% of the general fund None 9

Kern 20% of the total unrestricted 
district-wide expenditures

25% of the total unrestricted 
district-wide expenditures

56

Mt. San Jacinto 16.7% of general fund operating 
expenditures or revenues

None 56

San Francisco 5%, but does not specify 
whether the percentage is of 
the unrestricted or total general 
fund revenue, expenditures, or 
fund balance

9%, but does not specify 
whether the percentage is of 
the unrestricted or total general 
fund revenue, expenditures, or 
fund balance.

22

Source:  Auditor’s analysis of data from the Chancellor’s Office’s Fiscal Portal and districts’ current board policies. 

Districts also could not support their policies for maximum reserves. Only two 
districts, Kern and San Francisco, have established formal board‑approved policies 
for establishing maximum reserve levels. Their boards have adopted maximum 
reserve levels of 25 percent and 9 percent, respectively. However, these districts could 
not provide any analyses to support their decisions. Establishing reserve policies 
without performing detailed analyses of risks, obligations, and financial resources 
available in other funds may result in inadequate or excessive reserves that could 
significantly affect districts’ ability to support students and ensure their success. 
Further, neither of these districts’ boards has established policies that require district 
staff to act to reduce the reserves if they exceed the maximum reserve level.



27CALIFORNIA STATE AUDITOR
Report 2025-108  |  August 2026

Although Butte’s board has not implemented a maximum reserve policy, the district 
has administrative procedures establishing a maximum reserve of 25 percent. 
The district describes in its procedures the specific steps the district must take 
if it exceeds 25 percent. Specifically, its procedures require that the district’s 
superintendent present a plan to its board of trustees to manage or spend down 
reserves should the district exceed the established maximum reserve. According 
to Butte, its strategy to spend down reserves has been proactive, deliberate, and 
structured, prioritizing one‑time investments such as facility maintenance, IT 
infrastructure, and improvements to system efficiency and service delivery. Like Kern 
and San Francisco, Butte could not provide an analysis to support how it determined 
its threshold of 25 percent. However, its procedures and its stated planning strategy 
demonstrate a framework that specifically requires the district to contemplate its 
excess reserves and ensure that it uses these funds to benefit students and serve the 
intended educational purpose. In fact, Butte is also the only district we reviewed 
with an established maximum reserve whose reserve remained within its maximum 
reserve limit throughout our audit period. 

Additionally, in comparing the districts’ policies and methodologies for calculating 
the reserve percentage, we found that they were somewhat inconsistent and did not 
always comply with the GFOA’s and the Chancellor’s Office’s guidance. For example, 
Calbright’s and San Francisco’s policies both established their minimum reserves at 
5 percent; however, their policies do not specify whether to calculate the reserve as 
a percentage of the restricted or unrestricted general fund revenue or expenditures. 
Three other districts—Antelope Valley, Butte, and Kern—limit the calculation of 
reserve percentage to unrestricted general fund expenditures, while Mt. San Jacinto 
calculates its reserve based on all general fund expenditures. The differences in 
the districts’ policies likely originate in inconsistencies in the Chancellor’s Office’s 
guidance and practices for calculating reserves, which we discuss later.

Most Districts Underestimated and Underbudgeted Funds Available for Use

The districts’ budgets during our audit period under‑projected year‑end reserves. 
For example, Kern’s fiscal year 2024–25 budget included a projected reserve of about 
$177 million at the end of the fiscal year, but its actual year‑end reserve was more 
than $232 million, leaving the district with about $55 million more than it expected. 
Similarly, at the end of fiscal year 2024–25, Antelope Valley, Mt. San Jacinto, and 
San Francisco maintained reserves of about $27 million, $29 million, and $20 million, 
respectively, more than they anticipated in their budgets. The six districts 
under‑projected reserves in their budgets for at least four of the seven years we 
reviewed. Several districts explained that the timing differences in when they 
prepare their budgets and when they receive the actual state apportionment makes it 
challenging to accurately project their ending fund balance. 

At the time of our review in April 2026, each of the six districts had projected an 
increase in its reserve by the end of fiscal year 2025–26. To assess the reasonableness 
of these projections, we conducted our own forecast and estimated that their reserve 
levels would be substantially higher. We projected each district’s fiscal year 2025–26 
reserves using the trend in historical differences in its projected and actual reserves 
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from fiscal years 2018–19 through 2024–25. As Table 3 shows, the districts’ projected 
reserve levels at the end of fiscal year 2025–26 were lower than the amounts we 
projected. For example, Antelope Valley projected that as of the end of fiscal year 
2025–26, its reserve would be nearly seven months of its projected expenditures 
for the year. However, based on the historical differences in its projected and actual 
reserves and expenditures, we estimate that it would have a reserve representing 
about 11 months of its expenditures. Similarly, our projection shows that Kern and 
Mt. San Jacinto will have reserves of approximately four and three months more than 
their projected reserves, respectively. Our projected reserves for Butte, Calbright, 
and San Francisco for fiscal year 2025–26 were within about a half month of the 
districts’ projected reserves. 

Table 3
Five of the Six Districts Likely Underestimated Their Reserve Levels at the End of Fiscal Year 2025–26

DISTRICT
DISTRICTS' PROJECTED 2025–26 

RESERVE LEVELS (MONTHS)
AUDITOR'S PROJECTED 2025–26 

RESERVE LEVELS (MONTHS) DIFFERENCE

Antelope Valley 6.7 11.2 4.5

Butte 2.0 2.2 0.2

Calbright 0.7 1.2 0.5

Kern 4.1 8.2 4.1

Mt. San Jacinto 4.0 7.3 3.3

San Francisco 2.5 3.1 0.6

Source:  Auditor’s analysis of data from the Chancellor’s Office’s Fiscal Portal and districts’ adopted budgets. 

We also found that four districts did not budget all available funds that exceeded 
their reserve goals for specific projects or other purposes. To ensure that districts 
do not retain more funds than needed to meet their reserve needs, we expected 
them to allocate available funding that exceeds the needed reserves for specific 
purposes, including student services. However, according to the budget data that 
districts reported to the Chancellor’s Office, four of the six districts had projected 
fiscal year‑end reserves of tens of millions of dollars more than the maximum 
amounts that their reserve policies allow, as Table 4 shows. For example, according 
to the data that Kern reported to the Chancellor’s Office, it projected a reserve of 
nearly $233 million at the end of fiscal year 2025–26. However, according to its own 
reserve policy, the district should not have exceeded a maximum of $172 million in 
reserves. As a result, Kern amassed more than $60 million it did not budget that 
it could have used to improve student outcomes and support services. Similarly, 
Antelope Valley, Mt. San Jacinto, and San Francisco each had tens of millions of 
dollars they did not budget to spend. As we discuss earlier, each of these districts has 
opportunities to improve in one or more student success outcomes, including the 
rate at which students complete workforce preparation milestones, complete courses, 
earn a certificate or other award, transfer to a four‑year institution, or increase their 
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living wage. Improving these success outcomes would allow each district to reach 
the strategic targets that the State defined in its statewide strategic goals. By not 
budgeting all available funds that exceed their reserve needs, districts are missing 
opportunities to improve student outcomes.

Table 4
Four Districts Significantly Underbudgeted Available Funds for Fiscal Year 2025–26

DISTRICT

 DISTRICT'S BUDGETED 
UNRESTRICTED GENERAL 

FUND BALANCE 

 MAXIMUM 
RESERVE PER 

DISTRICT POLICY*

MAXIMUM RESERVE 
PERCENTAGE OF 
GENERAL FUND 
EXPENDITURES

 SURPLUS AFTER 
SETTING ASIDE 

MAXIMUM RESERVE

 SURPLUS AS A 
PERCENTAGE OF 

TOTAL OPERATING 
EXPENDITURES 

Antelope Valley $96,320,000 $43,299,000 25%* $53,022,000 31%

Kern 232,719,000 172,318,000 25 60,401,000 9

Mt. San Jacinto 73,608,000 55,306,000 25* 18,302,000 8

San Francisco 57,978,000 25,336,000 9 32,642,000 12

Source:  Auditor’s analysis of data from the Chancellor’s Office’s Fiscal Portal and districts’ policies. 

*	 Because Antelope Valley and Mt. San Jacinto have not established maximum reserve policies, we calculated the maximum reserve for these 
districts as 25 percent of general fund expenditures as a proxy. 

Districts may have underbudgeted their resources in part because their policies 
do not require them to include reserves as a separate item in their budgets. 
Mt. San Jacinto is the only district we reviewed that discloses in its budgets its 
reserves as a distinct line item. The other five districts do not disclose reserves 
as a separate item but include them as part of the total funds available at the end 
of the budget year. By not disclosing reserves as a separate item in their budgets, 
the districts do not clearly identify to their boards and stakeholders the excess 
unbudgeted reserves that are available to enhance education and student support. 

The five districts stated that they have not separately accounted for reserves as a line 
item in their budgets because the Chancellor’s Office has not required them to do so. 
Nevertheless, three districts generally agreed that accounting for required reserves 
separately would provide greater transparency and accountability. In contrast, 
San Francisco believes that it is transparent and accountable because it reports all 
unrestricted fund balance as reserves. However, by not separately budgeting the 
portion of the unrestricted fund balance that it considers true reserves and that the 
district’s policy requires, San Francisco’s budget does not clearly indicate the amount 
that exceeds its reserve that it has available to spend. As a result, it has consistently 
not budgeted funds that exceed its reserve needs. For example, as Table 4 shows, 
San Francisco should have set aside a maximum reserve of about $25 million in its 
fiscal year 2025–26 budget in accordance with its maximum reserve policy. Instead, 
the district had budgeted to have nearly $58 million in reserves at the end of the 
budget year, which was about $33 million more than its policy required. Although 
San Francisco is currently working with its board to revise its policy to increase the 
reserve limit, as we discuss earlier, it nonetheless budgeted to have more in reserve 
than what its existing policy required. 
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Although we did not identify state law requiring college districts to specifically 
identify and report reserves in their budgets, best practices indicate that districts 
should specifically assign their reserves as a budgetary item and ensure that they 
strategically use all remaining funds. In fact, state law requires elementary and 
secondary school districts that propose budgets with total reserves exceeding the 
minimum state‑recommended level to identify the amount that exceeds the minimum 
and substantiate the need to maintain those reserves. The Legislative Analyst’s Office 
stated in its 2015 Analysis of School District Reserves that this disclosure requirement 
provided additional information that could help school districts with fiscal planning 
and might reduce some local concerns that school districts had not been sufficiently 
transparent about their reserves and the reasons for maintaining those reserves. 
Although this requirement does not apply to community college districts, we believe 
a similar practice would assist college districts with fiscal planning and managing 
their reserves. 
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The Chancellor’s Office Did Not Sufficiently 
Oversee the Financial Condition of the Districts 
We Reviewed

Key Points

•	 The Chancellor’s Office did not accurately calculate districts’ reserves. It also 
did not monitor the appropriateness of districts’ reserve policies or their plans 
to reduce excess reserves. By not verifying and monitoring these balances and 
policies, the Chancellor’s Office cannot appropriately assess districts’ financial risk 
or encourage districts to use excess reserves to support students. 

•	 The Chancellor’s Office cannot reliably verify districts’ financial data because 
it does not require districts to include details of their governmental funds in 
their audited financial statements. Districts currently report only business‑type 
activities; however, reporting of governmental activities would improve accuracy 
and transparency. Furthermore, the Chancellor’s Office does not communicate 
its expectations to districts that if changes should occur, districts should update 
previously submitted data. 

The Chancellor’s Office Did Not Accurately Calculate and Oversee Districts’ Reserves 

The Chancellor’s Office did not follow its own policy when calculating districts’ 
reserves, which contributed to its inaccurate determination of districts’ reserve levels. 
In addition to its requirement to monitor districts’ budget reporting and provide 
districts with guidance through its BAM, the Chancellor’s Office’s fiscal policy states 
that it should calculate a district’s reserve as a percentage of its total general fund 
operating expenditures. However, the Chancellor’s Office used only the districts’ 
unrestricted general fund expenditures instead of total general fund expenditures 
when monitoring districts’ percentage of reserves. By doing so, the Chancellor’s 
Office overstated the percentage of all districts’ reserves statewide. As Table 5 shows, 
the Chancellor’s Office overstated the reserves of the six districts we reviewed by 
6 percent to 41 percent. For example, based on the Chancellor’s Office’s calculation, 
in fiscal year 2024–25, Kern’s reserve as a percentage of its unrestricted general fund 
expenditures was about 98 percent, or nearly one year. However, using the district’s 
total general fund expenditures for that year in the calculation results in a much 
lower percentage of 57 percent, or under seven months. The Chancellor’s Office 
explained that it uses only the amount of unrestricted general fund expenditures in 
its calculation because that is what it has historically done. The Chancellor’s Office 
management staff explained that they are new to their current positions and that 
they cannot speak about previous decisions related to the calculation of reserves. 
However, they could not explain why they did not subsequently change the approach 
to align with the existing policy. Without accurate information about districts’ 
reserve levels, the Chancellor’s Office cannot appropriately determine whether a 
district is at risk of insolvency and intervene when needed.
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Table 5
The Chancellor’s Office Overstated the Districts’ Reserve Percentage

DISTRICT

CHANCELLOR'S OFFICE'S 
CALCULATION OF RESERVES AS A 
PERCENTAGE OF UNRESTRICTED 
GENERAL FUND EXPENDITURES

OUR CALCULATION OF RESERVES 
AS A PERCENTAGE OF TOTAL 

GENERAL FUND EXPENDITURES

PERCENTAGE DIFFERENCE 
BETWEEN CHANCELLOR’S OFFICE’S 

AND OUR CALCULATIONS

Antelope Valley 91.8% 71.1% (20.7)%

Butte 52.2 23.2 (29.0)

Calbright 19.5 8.8 (10.7)

Kern 97.9 57.0 (40.9)

Mt. San Jacinto 82.7 57.3 (25.4)

San Francisco 28.8 19.6 (9.2)

Source:  Auditor’s analysis of data from the Chancellor’s Office’s Fiscal Portal. 

Further, the Chancellor’s Office has not ensured that districts develop risk‑based 
reserve policies. State law encourages districts to practice sound fiscal management, 
some principles of which the text box lists. One of the Chancellor’s Office’s 

responsibilities is to evaluate whether districts 
follow these practices, including developing 
adequate fiscal policies and controls. However, 
the Chancellor’s Office did not establish a 
process to verify whether districts developed 
risk‑based reserve policies and processes to 
maintain adequate cash reserves. The 
Chancellor’s Office explained that it provides 
general guidance to districts in its BAM and 
relies on districts to comply with these 
principles. Although the Chancellor’s Office has 
recommended minimum reserve guidance, it 
does not have a suggested maximum reserve 
limit for districts to consider. Furthermore, the 
Chancellor’s Office does not have a process to 
monitor whether a district has conducted a risk 
assessment, whether the district is complying 
with its policies, and, if a district is not 

complying with its policies, to require it to provide the Chancellor’s Office with a 
plan to do so. We expect the Chancellor’s Office to exercise its oversight 
responsibility not only to provide written guidance but also to establish a process for 
ensuring that districts implement sound fiscal management practices by developing 
risk‑based reserve policies and plans to maintain adequate reserve levels. 

Finally, the Chancellor’s Office has also not ensured that districts adopt plans 
to address their excess reserves. State law authorizes the Chancellor’s Office to 
intervene if it determines that a district’s financial data indicates a high probability 
that the district is not in compliance with the principles of sound fiscal management 
or is at risk of needing an emergency apportionment. However, that law does not 

Relevant Examples of the  
Principles of Sound Fiscal Management 

•	 District management will maintain adequate cash 
reserves and implement and maintain effective 
internal controls.

•	 Each district will effectively develop and communicate 
fiscal policies, objectives, procedures, and constraints 
to the governing board, staff, and students.

•	 Each district will adhere to appropriate fiscal policies 
and procedures and have adequate controls to 
ensure that established fiscal objectives are met.

Source:  State law. 
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specify whether the Chancellor’s Office can intervene in situations when districts 
have excess reserves. The Chancellor’s Office explained that it has historically 
prioritized assessing the risk of insolvency, which poses an immediate risk to 
operations, over monitoring districts with high reserve levels. It stated that high 
reserves often reflect local policy decisions and can represent prudent financial 
planning; therefore, the Chancellor’s Office has not historically viewed high reserves 
as a fiscal risk. Nevertheless, the Chancellor’s Office’s lack of oversight may have 
contributed to the fact that three of the six districts we reviewed have not taken any 
action to address their growing reserves, nor have they developed formalized plans to 
reduce them. 

Further, the Chancellor’s Office’s guidance does not require districts to budget or 
assign all available funding, which may result in districts having large unbudgeted 
amounts of funding. This limited oversight and lack of guidance reduces the incentive 
for districts to use excess reserves to support essential student services and improve 
student success. To help mitigate these types of situations, we expect the Chancellor’s 
Office to exercise its oversight responsibility to ensure that districts appropriately 
spend amounts from their increasing reserves for the benefit of their students.

The Chancellor’s Office Does Not Verify the Financial Information That Districts Submit 

The Chancellor’s Office cannot effectively verify the information districts report to 
it because it neither requires districts to include the details of governmental funds 
in their audited financial statements, nor does it require districts to provide it with 
supporting documentation, such as audit reconciliations. Districts have the option 
to report only business‑type activities in their audited financial statements, and 
the districts we reviewed all did so, thereby excluding any detailed presentation of 
governmental funds in their audited financial statements. Further, the Chancellor’s 
Office has not requested the districts to provide documentation—such as district 
auditors’ reconciliations of the information presented in districts’ financial 
statements and fund‑level detail—to verify the accuracy of the fund level data that 
districts report to the Chancellor’s Office. Without the audited financial statements 
or other documentation to show the financial data at the fund level that districts 
report to the Chancellor’s Office, the Chancellor’s Office cannot readily verify the 
accuracy of the districts’ financial data. 

The Chancellor’s Office agreed that it would be challenging to verify the financial 
information for all governmental funds without having audited information for 
comparison. It agreed that if districts reported governmental activities, that would 
allow it to ensure consistency, accuracy, and transparency in the districts’ audited 
financial statements and self‑reported data. The Chancellor’s Office originally 
required districts to report only business‑type activities because the business‑type 
activity model aligned with higher education practices, offered comparable 
financial statements with those of private sector entities, and allowed for more 
readily available training for colleges and universities that follow the business‑type 
activities model. However, because community colleges are primarily government 
funded, the Chancellor’s Office’s director of fiscal standards and accountability 
(fiscal standards director) stated that the Chancellor’s Office is open to revisiting 
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this decision. Nevertheless, she noted that the Chancellor’s Office is not the ultimate 
decision‑making body, and it must include other stakeholders—namely each district’s 
board of trustees or other designated committees—in making such decisions. 
Although the Chancellor’s Office may not have the final determination in this matter, 
it nevertheless plays a significant role as the oversight entity in shaping, guiding, and 
influencing the decision. 

Furthermore, the Chancellor’s Office does not perform a sufficient review of 
districts’ total general fund balances because it cannot verify their actual reserve 
amounts. According to the fiscal standards director, the Chancellor’s Office focuses 
its monitoring primarily on the general fund, because it serves as the district’s 
main operating fund, and its condition is the most meaningful indicator of fiscal 
insolvency. To determine the entirety of a district’s reserves, the Chancellor’s Office 
must first identify the amount of its unrestricted general fund balance. However, 
it cannot substantiate the validity of that amount because districts generally do 
not report that information in their audited financial statements. The Chancellor’s 
Office’s inability to verify reserves means that it could make decisions based on 
inaccurately reported data. 

The Chancellor’s Office also cannot verify districts’ reported data for other 
governmental funds to determine whether districts maintain unnecessarily large 
unrestricted financial resources in those funds. In their fiscal reports to the 
Chancellor’s Office, districts report their financial data by fund. Specifically, districts 
report amounts in each fund as nonspendable, restricted, committed, assigned, 
and unassigned. The fund classifications—committed, assigned, and unassigned, 
which together comprise the unrestricted balance in each governmental fund—
are necessary for the Chancellor’s Office to ensure that the districts report their 
restricted and unrestricted fund balances accurately. However, the districts do not 
report this information in their audited financial statements because the Chancellor’s 
Office does not require them to do so, which limits the Chancellor’s Office’s ability 
to verify such information. Requiring districts to report governmental activities in 
their audited financial statements would also require them to appropriately classify 
and report their fund balances in alignment with the classifications they report to the 
Chancellor’s Office. 

Despite acknowledging that districts may have unrestricted amounts in other 
governmental funds, the Chancellor’s Office explained that it does not routinely 
review the unrestricted amounts across all governmental funds when evaluating 
districts’ reserve levels. Consequently, the Chancellor’s Office cannot ensure that 
districts do not unnecessarily maintain unrestricted amounts outside their general 
fund. According to the Chancellor’s Office, its review procedures historically 
have not included verification of all data elements pertaining to governmental 
funds that are reported by districts and are also limited by the availability of 
independent sources for validation. The Chancellor’s Office stated that it will evaluate 
opportunities moving forward to expand its review and verification procedures. 
It further stated that such enhancements could require modifications to existing 
reporting processes, including the development of ad hoc reports and other tools to 
support data validation.
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We performed a limited review of the districts’ reported unrestricted amounts 
outside their general fund and identified inaccuracies. As Table 6 shows, for fiscal 
year 2024–25, districts reported inaccurate information to the Chancellor’s Office 
related to unrestricted fund balance in governmental funds outside the general 
fund. For example, two districts reported to the Chancellor’s Office that they had an 
unrestricted fund balance available in their debt services fund when, in fact, those 
funds were legally restricted to address bond debts, resulting in the Chancellor’s 
Office having inaccurate information about those districts’ overall fiscal information. 
We also identified inaccuracies related to the unrestricted fund balances in the 
capital projects fund that districts reported to the Chancellor’s Office. The differences 
between the amounts that districts reported to the Chancellor’s Office and the 
amounts that were erroneous ranged from less than $1 million to nearly $271 million. 
When the Chancellor’s Office does not ensure the accuracy of the financial data that 
districts report to it, it cannot effectively evaluate districts’ financial condition. 

Table 6
Districts Reported Inaccurate Financial Information to the Chancellor’s Office

INACCURATE INFORMATION REPORTED TO THE CHANCELLOR’S OFFICE FOR  
UNRESTRICTED AMOUNTS OUTSIDE OF THE GENERAL FUND IN FISCAL YEAR 2024–25

DISTRICT

UNRESTRICTED AMOUNT OUTSIDE OF THE 
GENERAL FUND DISTRICTS REPORTED TO 

THE CHANCELLOR'S OFFICE
ACTUAL UNRESTRICTED AMOUNT 
OUTSIDE OF THE GENERAL FUND* DIFFERENCE

Antelope Valley $18,037,000 $17,475,000 $562,000

Butte 79,532,000 36,000,000 43,532,000

Kern 294,728,000 23,811,000 270,917,000

Mt. San Jacinto 101,639,000 64,536,000 37,103,000

San Francisco 74,823,000 23,190,000 51,633,000

Source:  Auditor’s analysis of data from the Chancellor’s Office’s Fiscal Portal and districts’ assertions. 

Notes:  The table excludes Calbright because it does not have other governmental funds outside of its general fund.

Dollar amounts are rounded to the nearest thousand. 

*	 We identified these amounts through districts’ assertions and did not perform detailed review of the basis for restrictions. 

The Chancellor’s Office also cannot verify the budget information that districts 
report to it. Similar to the actual financial data, districts report budget information 
to the Chancellor’s Office for each fiscal year. Specifically, districts report this 
information to the Chancellor’s Office for various funds by classification of 
nonspendable, restricted, committed, assigned, and unassigned. However, they do 
not include information in their budget documents using the same classifications as 
in their reports to the Chancellor’s Office. As a result, the Chancellor’s Office cannot 
fully verify the information that districts report to it using their budgets.

Further, even for the information—such as the budgeted general fund reserves—that 
the Chancellor’s Office could verify using the budget documents, it did not do so. 
In fact, we identified multiple inconsistencies and inaccuracies in the budget data 
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that districts reported to the Chancellor’s Office, which the Chancellor’s Office was 
unaware of because it did not attempt to verify the reasonableness of the data. In 
our review, we compared districts’ general fund budgeted reserves and expenditures 
that the districts reported to the Chancellor’s Office with their adopted budgets. We 
found that districts did not always submit budget information to the Chancellor’s 
Office that was consistent with the data they included in their adopted budgets. 
For instance, in fiscal year 2021–22, Antelope Valley reported nearly $38 million in 
reserves. However, its budget for the year included only about $15 million in reserves, 
nearly $23 million less than the amount it reported to the Chancellor’s Office. 
In addition, Calbright reported to the Chancellor’s Office about $1 million more 
reserves for fiscal year 2021–22 than it included in its adopted budget. According 
to the Chancellor’s Office, the budgeted revenue, expenditures, and reserves that 
districts report to it should match those that the districts include in their final 
adopted budgets. Districts stated that they use estimates and projections when they 
begin budget development in January of each year because they do not have accurate 
revenue information from the State and their own year‑end financial information. 
They stated that the lack of accurate revenue information when they prepare their 
budgets results in the information in their budget possibly not matching the data 
they report to the Chancellor’s Office. However, they have more accurate information 
by September, when they report to the Chancellor’s Office. 

Although the Chancellor’s Office expects districts to make corrections to the 
information they report to it, not all districts have been aware that they were 
supposed to do so. The Chancellor’s Office has not communicated to districts its 
expectation that the districts provide it with updated, accurate financial information. 
The Chancellor’s Office explained that if the districts had adjustments to their actual 
or budgeted financial information, they could ask to resubmit the information. A 
few districts, such as Butte and Antelope Valley, stated that they believed that they 
were reporting to the Chancellor’s Office at a point in time and that they were not 
expected to make modifications to previously reported data. The Chancellor’s Office 
stated that it expects districts to maintain and report accurate financial data and 
update previously reported data to reflect any corrections. Although the districts 
have a duty to report to the Chancellor’s Office their financial information, the 
Chancellor’s Office, as the oversight entity, should ensure that its expectations and 
the standards it develops for financial reporting are clear to the districts and then 
subsequently verify that districts comply with that guidance. 
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Other Areas We Reviewed

To address the audit objectives approved by the Joint Legislative Audit Committee 
(Audit Committee), we also reviewed districts’ other governmental funds with high 
balances to ensure that districts received appropriate authorizations from their 
boards for moving financial resources from their unrestricted general fund and that 
they had established reasonable plans to spend those amounts on assigned projects. 
Further, we reviewed districts’ credit rating documents to determine whether 
districts’ reserves had an impact on credit rating decisions. 

The Districts’ Boards Appropriately Approved the Transfers for Capital Outlay Projects

To ensure that the districts we reviewed did not move financial resources from their 
general fund to other governmental funds as a means of lowering their unrestricted 
general fund reserves, we reviewed their other governmental funds with large fund 
balances. State law requires districts to place any income that exceeds amounts 
needed to cover their proposed budgeted expenditures into their reserve, and the 
governing board to pass a resolution before reclassifying any portion of those funds 
for any other purpose. The largest unrestricted amounts were primarily in capital 
projects funds. Thus, we reviewed a selection of capital projects at five districts to 
determine whether the district obtained the required board authorization and used 
the funding effectively and within reasonable time frames. Because Calbright does 
not maintain governmental funds outside its general fund, we did not review projects 
at Calbright.

Most districts were able to demonstrate that they had proper authorization to 
transfer funds from the general fund to the capital projects fund, but two districts 
could not demonstrate that they provided their boards certain key information 
that would allow for sufficient oversight of those funds. For projects we reviewed 
at Mt. San Jacinto and San Francisco, the districts demonstrated that their boards 
approved amounts in their adopted budget that comprised numerous smaller 
projects. However, neither district could substantiate that it provided its board 
with itemized project lists, formal cost estimates, or estimated completion dates. 
As a result, neither district could demonstrate that it made its board aware of the 
specific needs for which it allocated funds. For example, from fiscal years 2018–19 
through 2024–25, Mt. San Jacinto allocated approximately $14 million to districtwide 
maintenance and more than $11 million to a project at one of its campuses but had 
spent only $5.9 million and $1.1 million, respectively, through fiscal year 2024–25. 
Without documented project lists, scopes, and timelines, neither the board nor the 
public can reliably assess whether the allocations were necessary, appropriate, and 
being spent within a reasonable time frame. In contrast, for the projects we reviewed 
at Antelope Valley, Butte, and Kern, each district demonstrated that it provided its 
board with project details, estimated costs, and projected timelines, and we found 
that the projects generally progressed at an acceptable pace. 
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High Reserves Did Not Significantly Affect Districts’ Credit Rating

Reserves are one of several factors that credit agencies consider when assessing 
the credit rating of a district. Although a healthy reserve can help support stronger 
credit ratings, we did not see any evidence for the districts we reviewed that high 
reserves significantly affected their credit rating. Specifically, five of the six districts 
received credit assessments during our review period. Our review of major credit 
rating agencies’ methodologies found that in their credit rating determinations, 
they generally included a discussion of reserves but also included several other 
factors such as governance, economic concerns, and local income trends. Although 
credit rating agencies considered strong reserves a positive factor, they also cited 
other factors, such as total debt, enrollment growth, and local economic profiles, as 
significant in their overall determination. 

We also found that although five of the six districts we reviewed received an 
assessment from credit rating agencies, only San Francisco received a credit 
rating upgrade during the audit period. The credit rating agency’s explanation 
for its decision to increase San Francisco’s rating referenced the district’s strong 
demographic and economic factors. Additionally, the credit agency revised the 
district’s outlook from negative to stable in 2025 because of the district’s progress in 
implementing its fiscal stability plan, including that it made progress on balancing its 
budget in light of enrollment losses. Through this plan, which it began implementing 
in 2020, San Francisco sought to increase its reserves to about 8 percent of operating 
expenditures by fiscal year 2023–24. San Francisco stated that it did not increase 
its reserve to improve its credit rating. Instead, it stated that based on the district’s 
current economic situation, a higher reserve was needed to maintain fiscal stability. 
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Recommendations

Legislature

To ensure that community college districts transparently disclose and substantiate 
their reserves, the Legislature should consider requiring, similar to elementary and 
secondary school districts, each community college district to include the following 
in its annual budgets:

•	 The minimum and maximum recommended reserve amounts established by 
that district.

•	 The combined assigned, unassigned, and committed ending fund balances that fall 
short of the minimum or exceed the maximum reserve amounts established by 
that district. 

•	 A statement of reasons that substantiates the need for a projected ending fund 
balance that falls short of the minimum or exceeds the maximum reserve amounts 
established by that district. 

To ensure that districts develop and implement plans to spend funds that exceed 
their reserve goals, the Legislature should direct the Chancellor’s Office to do 
the following:

•	 Ensure that districts develop risk‑based reserve policies.

•	 Review a selection of districts’ reserve policies and supporting analyses every year 
to ensure that it agrees with the district’s minimum and maximum reserve levels.

•	 Annually review appropriate data to ensure that districts adhere to their own 
reserve policies.

•	 Develop a mechanism, such as requiring quarterly reporting, establishing 
spending timeframes, or appointing a special trustee, by which to require districts 
to develop plans to spend unrestricted funds that exceed their reserve goals. 

To ensure that districts appropriately implement spending plans for excess reserves, 
the Legislature should direct the Board of Governors to establish a policy to require 
the Chancellor’s Office to adjust a district’s apportionment in subsequent years if the 
Chancellor’s Office determines that the district did not develop a maximum reserve 
policy, did not develop a spending plan for excess reserves, or did not implement its 
spending plan for a duration of three consecutive years. 
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Chancellor’s Office

To ensure that it can consistently and accurately monitor districts’ fiscal stability, 
the Chancellor’s Office should, effective immediately, revise its calculation of the 
districts’ reserve percentages to reflect their unrestricted general fund balances as a 
percentage of their total general fund expenditures, as stated in its guidance. 

To ensure that districts maintain appropriate levels of reserves, the Chancellor’s 
Office should, by January 2027, develop a process to monitor districts’ reserve levels 
annually. If a district falls below its minimum or exceeds its maximum reserves, the 
Chancellor’s Office should require the district to provide a plan to bring its reserve 
levels within those required by the district’s policy. 

To ensure that districts develop and implement comprehensive risk‑based reserve 
policies, the Chancellor’s Office should, by January 2027, develop a process to require 
all districts to do the following:

•	 Conduct a risk‑based assessment of their reserve needs and develop or revise their 
reserve policies and procedures to quantify the minimum and maximum reserves 
they should maintain.

•	 Specify the reason for the reserve limits they set, the circumstances under which 
they can use reserves, and the actions they will take when reserves fall short of or 
exceed the designated reserve range.

To ensure the sufficiency of districts’ reserve policies, the Chancellor’s Office should, 
by January 2027, develop a process for reviewing these policies to determine whether 
they are reasonable and whether the districts have performed risk analyses to 
support them.

To ensure that districts comply with its guidance and report accurate financial 
information, the Chancellor’s Office should, by January 2027, develop comprehensive 
policies, procedures, and practices for monitoring districts’ financial reporting, 
including ensuring that the districts maintain and report accurate and consistent 
financial records. Policies, procedures, and practices should include, but not be 
limited to, the following:

•	 Verifying that revenue, expenditures, fund balances, and classifications of fund 
balances that districts report in their adopted budgets are consistent with those 
they report in their fiscal reports to the Chancellor’s Office. 

•	 Verifying that revenue, expenditures, fund balances, and classifications of fund 
balances for all fund types that districts report in their audited financial statements 
are consistent with those that they report in their annual fiscal report to the 
Chancellor’s Office. 

•	 To the extent that the Chancellor’s Office identifies reporting inaccuracies or 
inconsistencies, it should notify the district and require it to correct the errors.
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To ensure that the Chancellor’s Office maintains current and accurate financial 
information provided by the districts, the Chancellor’s Office should, by 
October 2026, include in its written guidance and remind districts of its expectations 
that districts provide it with updated, accurate budgeted information.

To ensure that the Chancellor’s Office has accurate financial data from the districts 
to conduct its monitoring, the Chancellor’s Office should, by January 2027, establish 
a policy to require districts to report all governmental and business‑type activities in 
their audited financial statements or, at minimum, obtain audit reconciliations that 
support the districts’ annual audits. If the Chancellor’s Office requires districts to 
include governmental reporting in their audited financial statements, it should also 
direct districts to follow government accounting standards in reporting their fund 
balances under the appropriate classifications.

To ensure efficient and effective use of state funds, the Chancellor’s Office should, 
by October 2026, require districts to disclose in their budgets the classification of 
all fund balances as nonspendable, restricted, committed, assigned, and unassigned, 
as appropriate. 
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We conducted this performance audit in accordance with generally accepted 
government auditing standards and under the authority vested in the California State 
Auditor by Government Code section 8543 et seq. Those standards require that we 
plan and perform the audit to obtain sufficient, appropriate evidence to provide a 
reasonable basis for our findings and conclusions based on the audit objectives. We 
believe that the evidence obtained provides a reasonable basis for our findings and 
conclusions based on our audit objectives.

Respectfully submitted,

GRANT PARKS 
California State Auditor

August 6, 2026

Staff: 	 Kris Patel, Audit Principal 
	 Ani Apyan, Senior Auditor 
	 Dominik Baer 
	 Salma Healy 
	 Rohan Tandon 
	 Karen Wells

Legal Counsel:	 Natalie Moore
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Appendix A

Statewide Reserves for All Community College Districts

We obtained and reviewed data from the Chancellor’s Office’s fiscal portal pertaining 
to the reserves and total general fund expenditures at the end of fiscal year 2024–25 
for all 73 community college districts throughout the State. As Table A shows, 
districts maintained varying reserve levels, which we present as percentages of their 
total general fund expenditures and the number of months of reserves available based 
on those expenditures. The median reserve level across all districts was 25 percent, or 
three months of total general fund expenditures. 

Table A
Statewide Reserve Levels Across All 73 Districts at the End of Fiscal Year 2024–25

DISTRICT
TOTAL GENERAL FUND 

EXPENDITURES
UNRESTRICTED GENERAL 
FUND ENDING BALANCE

RESERVE 
PERCENTAGE

MONTHS OF 
RESERVES

Allan Hancock Joint Community College District $117,373,490 $34,863,843 30% 3.6

Antelope Valley Community College District 128,485,951 91,301,365 71 8.5

Barstow Community College District 48,537,054 10,407,552 21 2.6

Butte‑Glenn Community College District 218,587,728 50,728,443 23 2.8

Cabrillo Community College District 130,312,216 26,677,519 20 2.5

Calbright Online Community College 45,711,326 4,015,220 9 1.1

Cerritos Community College District 211,426,312 59,950,818 28 3.4

Chabot-Las Positas Community College District 212,630,249 18,487,412 9 1.0

Chaffey Community College District 215,934,744 56,352,262 26 3.1

Citrus Community College District 126,583,845 44,103,279 35 4.2

Coast Community College District 367,990,107 75,997,407 21 2.5

Compton Community College District 68,326,701 20,577,522 30 3.6

Contra Costa Community College District 330,007,227 93,454,119 28 3.4

Copper Mountain Community College District 30,156,951 14,414,826 48 5.7

Desert Community College District 137,597,803 39,026,575 28 3.4

El Camino Community College District 221,778,790 52,600,449 24 2.8

Feather River Community College District 34,762,277 18,395,384 53 6.4

Foothill-De Anza Community College District 320,351,750 52,144,940 16 2.0

Gavilan Joint Community College District 73,183,230 20,859,241 29 3.4

Glendale Community College District 167,032,560 47,337,324 28 3.4

Grossmont-Cuyamaca Community College District 268,971,290 21,329,693 8 1.0

Hartnell Community College District 101,026,889 20,785,217 21 2.5

Imperial Community College District 97,637,640 28,421,023 29 3.5

Kern Community College District 408,107,671 232,718,724 57 6.8

Lake Tahoe Community College District 41,276,810 5,320,039 13 1.5

Lassen Community College District 34,369,302 9,987,148 29 3.5

continued on next page . . .
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DISTRICT
TOTAL GENERAL FUND 

EXPENDITURES
UNRESTRICTED GENERAL 
FUND ENDING BALANCE

RESERVE 
PERCENTAGE

MONTHS OF 
RESERVES

Long Beach Community College District $272,814,027 $68,183,954 25% 3.0

Los Angeles Community College District 1,213,091,333 150,210,086 12 1.5

Los Rios Community College District 608,725,221 186,779,666 31 3.7

Marin Community College District 97,345,913 39,316,099 40 4.8

Mendocino-Lake Community College District 54,445,018 10,373,917 19 2.3

Merced Community College District 138,661,907 19,792,289 14 1.7

Miracosta Community College District 209,101,733 42,513,273 20 2.4

Monterey Peninsula Community College District 77,537,250 10,645,742 14 1.6

Mt. San Antonio Community College District 410,756,035 78,225,997 19 2.3

Mt. San Jacinto Community College District 166,735,846 95,458,094 57 6.9

Napa Valley Community College District 64,400,475 17,135,225 27 3.2

North Orange County Community College District 399,254,742 119,698,272 30 3.6

Ohlone Community College District 94,714,714 14,884,227 16 1.9

Palo Verde Community College District 44,542,343 13,662,937 31 3.7

Palomar Community College District 210,398,809 51,898,346 25 3.0

Pasadena Area Community College District 329,527,490 51,940,336 16 1.9

Peralta Community College District 230,545,162 30,089,389 13 1.6

Rancho Santiago Community College District 377,330,587 115,494,859 31 3.7

Redwoods Community College District 61,242,953 7,338,656 12 1.4

Rio Hondo Community College District 164,487,752 70,340,576 43 5.1

Riverside Community College District 458,928,644 78,720,061 17 2.1

San Bernardino Community College District 207,082,451 33,348,082 16 1.9

San Diego Community College District 482,050,276 94,345,298 20 2.3

San Francisco Community College District 238,912,958 53,503,390 22 2.7

San Joaquin Delta Community College District 193,131,410 27,591,119 14 1.7

San Jose-Evergreen Community College District 208,519,274 54,666,289 26 3.1

San Luis Obispo Community College District 99,020,197 64,412,790 65 7.8

San Mateo Community College District 324,559,231 53,349,744 16 2.0

Santa Barbara Community College District 172,425,432 40,986,089 24 2.9

Santa Clarita Community College District 192,666,893 17,520,165 9 1.1

Santa Monica Community College District 283,796,098 23,529,795 8 1.0

Sequoias Community College District 143,893,300 31,313,968 22 2.6

Shasta-Tehama-Trinity Joint Community 
College District

115,402,649 18,665,418 16 1.9

Sierra Joint Community College District 175,870,352 26,662,529 15 1.8

Siskiyou Joint Community College District 31,694,290 14,056,451 44 5.3

Solano County Community College District 95,003,477 41,243,290 43 5.2

Sonoma County Junior College District 201,896,060 38,836,306 19 2.3

South Orange Community College District 466,465,133 131,519,034 28 3.4

Southwestern Community College District 214,220,427 31,214,196 15 1.7

State Center Community College District 442,055,478 106,594,902 24 2.9

Ventura Community College District 339,053,383 96,772,750 29 3.4

Victor Valley Community College District 157,854,616 51,665,776 33 3.9
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DISTRICT
TOTAL GENERAL FUND 

EXPENDITURES
UNRESTRICTED GENERAL 
FUND ENDING BALANCE

RESERVE 
PERCENTAGE

MONTHS OF 
RESERVES

West Hills Community College District $97,455,936 $43,667,889 45% 5.4

West Kern Community College District 48,673,171 25,598,331 53 6.3

West Valley‑Mission Community College District 242,469,259 125,241,235 52 6.2

Yosemite Community College District 225,229,552 56,936,767 25 3.0

Yuba Community College District 116,753,348 29,669,464 25 3.0

Statewide Median 25% 3.0

Source:  Auditor’s analysis of data from the Chancellor’s Office’s Fiscal Portal. 

Note:  There are several immaterial differences in the total expenditures we used in our analyses for the selected six districts and the information 
in this table because of the timing of when we downloaded the data from the Chancellor’s Office’s Fiscal Portal. As such, the expenditures, reserve 
percentages, and months of reserves shown in this table for the six districts we reviewed do not match those we show in Figure 3 and Figure 5.
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Appendix B

Scope and Methodology

The Audit Committee directed the California State Auditor to conduct an audit 
of the oversight of the unrestricted general fund reserves in districts of the CCC. 
Table B.1 lists the objectives that the Audit Committee approved and the methods we 
used to address them. Unless otherwise stated in the table or elsewhere in the report, 
statements and conclusions about items selected for review should not be projected 
to the entire population of community college districts.

Table B.1
Audit Objectives and the Methods Used to Address Them 

AUDIT OBJECTIVE METHOD

1 Review and evaluate the laws, rules, and 
regulations significant to the audit objectives. 

•	 Reviewed state law and regulations pertaining to CCC budgeting and financial reporting. 

•	 Reviewed policies and procedures from districts and the Chancellor’s Office related to 
districts’ reserves, budgeting, and reporting practices and the Chancellor’s Office’s oversight.

•	 Reviewed other reserve guidance from the GFOA and the GASB. 

2 For a selection of five community college 
districts chosen for their diversity of 
geography and size, and Calbright College, do 
the following: 

a.	 Determine the account balances for the 
unrestricted general fund from fiscal 
years 2018–19 through 2024–25. 

b.	 Identify the anticipated year-end amount 
of the unrestricted general fund balance 
for fiscal year 2025–26. 

c.	 Determine the increase or decrease in the 
unrestricted general fund balance and 
percentage the reserve represented of 
the districts’ total operating expenditures, 
each year for fiscal years 2018–19 
through 2025–26. 

•	 Using Chancellor’s Office data, judgmentally selected five diverse districts by size, 
equivalent student body, geographic location, and general fund reserves calculated by 
the Chancellor’s Office using financial data that districts reported to it. 

•	 For the five selected districts and Calbright, obtained the districts’ annual financial and 
budget information for fiscal years 2018–19 through 2024–25 from the Chancellor’s 
Office’s publicly available data to determine the unrestricted general fund balance and 
total general fund expenditures for each year. 

•	 For each district and year, calculated the reserve levels that the unrestricted general fund 
balance represented out of all general fund expenditures and determined the increase or 
decrease in reserve levels. 

•	 Calculated the ending unrestricted general fund balances for fiscal year 2025–26 using 
districts’ historical expenditures and reserves from fiscal years 2018–19 through 2024–25 
and compared our forecast to the districts’ projections. 

•	 To ensure that districts did not hold excessive financial resources in funds other than the 
general fund, we performed the following:

-	 Reviewed a judgmental selection of two large projects from other governmental 
funds to determine whether districts appropriately allocated unrestricted resources 
and the purpose of those allocations. 

-	 Reviewed whether each project was properly authorized, assessed the thoroughness 
of the project plans, and determined whether the project spending occurred over a 
reasonable time frame. 

continued on next page . . .
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AUDIT OBJECTIVE METHOD

3 Determine whether the selected districts 
and Calbright College complied with 
the Chancellor’s Office’s guidelines for 
unrestricted general fund balances. 

a.	 If a district’s balance is less than the 
Chancellor’s Office’s guidelines, obtain the 
district’s justification for not complying 
with the guidelines. 

b.	 If a district maintains a large reserve, obtain 
the district’s justification for maintaining 
the large reserve.

•	 Interviewed staff at each of the six districts to understand the causes of increased 
reserves, whether the districts have developed any spending plans, and what barriers the 
districts face in spending excess unrestricted balances in their general fund. 

4 Identify and evaluate the Chancellor’s Office’s 
oversight of district reserves, including 
steps the Chancellor’s Office takes to review 
and validate districts’ reserves and ensure 
that districts responsibly manage and align 
spending of reserves with student and 
system needs. 

•	 Interviewed Chancellor’s Office staff and reviewed all relevant documentation related to 
its policies and procedures on monitoring districts’ reserve funds. 

•	 Reviewed and evaluated the Chancellor’s Office’s verification process of districts’ annual 
fiscal reports. 

•	 Compared the amounts of unrestricted and restricted reserves in the six districts’ annual 
fiscal reports for fiscal year 2024–25 and interviewed representatives of the six districts to 
obtain their perspective on any discrepancies. 

•	 Interviewed Chancellor’s Office staff, reviewed relevant documentation, and evaluated 
the actions the Chancellor’s Office takes to monitor whether districts are reducing excess 
fund balances by spending on student services.

•	 Interviewed representatives of each district to obtain their perspective and experience 
with the Chancellor’s Office and its guidance regarding maintaining reserves.

•	 Reviewed each district’s restricted and unrestricted fund balances for all funds for fiscal 
year 2024–25 to determine whether the districts appropriately classified the fund 
balances, and interviewed district staff for perspective on discrepancies. 

5 To the extent possible, determine for the 
selected districts and Calbright College 
as it relates to their unrestricted general 
fund whether: 

a.	 Districts with high reserves also report 
budget constraints, staffing issues, or cuts.

b.	 Districts opted to increase reserves at the 
expense of investments in instruction, 
infrastructure, or student support.

c.	 There is any effect on student equity 
because of high reserves, particularly for 
low-income or underserved populations.

d.	 There is any effect on a school’s credit 
rating because of a high reserve.

e.	 The districts conducted any planning 
related to the impact of potential 
reductions in federal funding related to 
high reserve holdings.

f.	 There is any effect on reported student 
outcomes related to high reserves

•	 Reviewed Chancellor’s Office’s data for selected districts related to the following factors to 
determine trends and comparison to statewide metrics:

-	 Enrollment trends

-	 Faculty count and demographics

-	 Course count and composition

•	 Reviewed Chancellor’s Office’s student outcome data, such as course completion 
rates, transfer rates, and degrees attained for selected districts, both in aggregate and 
separately along the following equity lines to determine trends and areas of concern:

-	 Race

-	 Gender

-	 Economic Status

-	 Sexual Orientation

•	 Reviewed selected districts’ budgets to determine trends in spending on different 
faculty classifications.

•	 Reviewed Chancellor’s Office’s data on student support services, such as counseling, 
orientation, and education planning services, to determine trends in availability.

•	 Reviewed district documents to determine the districts’ program review process and the 
extent to which the review affected spending decisions.

•	 Reviewed applicable credit rating methodologies from credit rating agencies to 
determine the extent that reserves affected credit ratings.

•	 Reviewed credit opinions issued to districts by credit rating agencies to determine the 
extent to which districts’ unrestricted fund balances affected credit ratings. 

6 Review and assess any other issues that are 
significant to the audit. 

We did not identify any other issues to review during the course of the audit. 

Source:  Audit workpapers.
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Assessment of Data Reliability

The U.S. Government Accountability Office, whose standards we are statutorily 
obligated to follow, requires us to assess the sufficiency and appropriateness of 
computer‑processed information we use to support our findings, conclusions, or 
recommendations. In performing this audit, we relied on electronic data files that we 
obtained from the Chancellor’s Office. Table B.2 describes the analyses we conducted 
using data from the information systems we used, our methods for testing them, 
and the results of our assessment. Although we recognize that these limitations may 
affect the precision of the numbers we present, there is sufficient evidence in total to 
support our audit findings, conclusions, and recommendations. 

Table B.2
Methods Used to Assess Data Reliability

DATA SOURCE PURPOSE METHOD AND RESULT CONCLUSION

Chancellor’s Office’s 
DataVista and 
DataMart dashboards

To provide background 
information related to student 
success metrics, student 
support services, and faculty 
demographics.

Reviewed publicly available information on datasets and conducted 
basic logic testing of data elements and determined that the 
Chancellor’s Office does not verify any data that districts report to it.

Undetermined 
reliability

Chancellor’s Office’s 
Fiscal Portal

To determine selected districts’ 
unrestricted general fund 
balances, expenditures, 
revenue, and balances of other 
governmental funds.

Reviewed available information, implemented basic logic testing, 
and compared the Chancellor’s Office’s Fiscal Portal data to the 
audit reconciliation documents to the extent that we could obtain 
them. Based on this review, we determined that the financial 
information that districts reported to the Chancellor’s Office was 
inconsistent with other available reports. Although we recognize 
that these inconsistencies may affect the precision of the numbers 
we present, there is sufficient evidence in total to support our audit 
findings, conclusions, and recommendations.

Undetermined 
reliability

Source:  Analysis of documents, interviews, and data from the Chancellor’s Office.



50 CALIFORNIA STATE AUDITOR
August 2026  |  Report 2025-108

Blank page inserted for reproduction purposes only.



51CALIFORNIA STATE AUDITOR
Report 2025-108  |  August 2026

CHRIS FERGUSON 
Executive Vice Chancellor 

Finance & Strategic Initiatives 

Chancellor’s Office 
1102 Q Street, Sacramento, CA 95811 | 916.445.8752 | www.cccco.edu 

 

 

 
 
 

 
July 16, 2026 

VIA EMAIL 

 
Grant Parks, California State Auditor 
621 Capitol Mall, Suite 1200 
Sacramento, CA 95814 

 
Re: California Community Colleges Office Written Response to 2025-108 
Reserve Fund Oversight 

 
Dear Mr. Parks: 

 
The Chancellor’s Office has reviewed the draft audit report regarding district 
reserves and fiscal oversight. We appreciate the audit team’s work and 
collaboration throughout the audit process. 

 
Consistent with the audit report, the Chancellor’s Office recognizes the 
importance of ensuring that districts maintain appropriate reserve levels while 
also supporting student success and institutional priorities. We look forward to 
continuing to work with districts and stakeholders to strengthen fiscal planning, 
transparency, and accountability across the system. 

 
The Chancellor’s Office will work to implement the recommendations in the audit 
report. Our team is small, and we appreciate your highlighting areas that may 
improve reserve reporting, reserve calculations, and oversight of districts’ 
financial condition. As recommended, we will update our guidance and 
procedures to better assist districts in these areas. 

 
We also fully understand the need for additional oversight, guidance, and 
training, and we will repurpose our limited resources to continue partnering with 
districts to promote sound fiscal management and compliance with applicable 
requirements. 
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CHRIS FERGUSON 
Executive Vice Chancellor 

Finance & Strategic Initiatives 

Chancellor’s Office 
1102 Q Street, Sacramento, CA 95811 | 916.445.8752 | www.cccco.edu 

 

 

 
 
 

 
On behalf of the Chancellor’s Office, I extend my appreciation to the audit team 
for their hard work and collaboration throughout the audit process. 

 
 

Sincerely, 

 Chris Ferguson  
Chris Ferguson (Jul 16, 2026 11:32:24 PDT) 
Chris Ferguson 
Executive Vice Chancellor, 
Finance & Strategic Initiatives 
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Antelope Valley Community College District 
3041 West Avenue K, Lancaster, CA 93536-5426 I 661.722.6300 I www.avc.edu 

 

Office of the President 
 

July 16, 2026 

 
Mr. Grant Parks 
California State Auditor 
621 Capitol Mall, Ste. 1200 
Sacramento, CA 95814 

Dear Mr. Parks: 

Antelope Valley Community College District Response 

 
Antelope Valley Community College District appreciates the opportunity to respond to the California State Auditor's 
report. The district supports transparency, responsible reserve management, and the use of public resources to 
advance student success. However, the District respectfully disagrees with any implication that its fund balance 
increased at the expense of appropriately compensating employees, supporting students, planning for future needs, or 
responsibly budgeting available resources. 

 
AVC Invested in Employees and Students 

 
During the audit period, the district significantly increased employee compensation and expanded expenditures 
supporting instruction, student services, and college operations. Salary and benefit increases were negotiated to be 
more competitive in order to recruit and retain qualified faculty, classified professionals, administrators, counselors, and 
other employees who directly serve students. 

 
AVC also increased overall expenditures during the period reviewed. Not only has 
the district hired aggressively each post-covid year, but also there have been significant increases 
in professional development for faculty, staff, and administrators in order 
to successfully execute the plans and initiatives give from the system office and locally. The report acknowledges that 
the districts with increased revenues generally did not reduce spending and that expenditures increased during the audit 
period. It further recognizes that AVC experienced hiring challenges, including limited applicant pools for academic and 
classified positions, which prevented the district from filling all budgeted positions as quickly as intended. 

 
Unspent appropriations resulting from vacancies, recruitment challenges, procurement timelines, or delayed project 
implementation should not be interpreted as a lack of commitment to supporting students. These circumstances reflect 
implementation constraints, not an absence of commitment or planning. 

 
AVC Planned and Budgeted the Use of its Resources 

 
The district also disagrees with the conclusion that it lacked plans for the use of available resources. AVC's long-term 
planning is demonstrated through a transparent budget development process and formal assignment of fund balance 
for identified institutional priorities and obligations. 

 
Assignments are not informal expressions of intent. They are an established governmental accounting mechanism used 
to identify resources intended for specific purposes. AVC has used assignments to support multiyear priorities such as 

*  California State Auditor’s comments begin on page 57.

*

2

3

2

1
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Antelope Valley Community College District 
3041 West Avenue K, Lancaster, CA 93536-5426 I 661.722.6300 I www.avc.edu 

 

employee compensation commitments, instructional and student-support initiatives, technology replacement, facilities 
and infrastructure needs, deferred maintenance, and protection against future funding volatility. These assignments 
are transparent throughout the budgeting process, discussed with constituent groups, and presented to the 
Board of Trustees in both the proposed and final budgets prior to approval. The planning and 
intent is clear and open for discussion and modification at all stages ofthe budget process. 

 
These assignments demonstrate that the district has identified future uses for its resources even when expenditures 
could not reasonably or responsibly occur within a single fiscal year. Major projects, technology implementations, hiring 
initiatives, and program expansions frequently require planning, consultation, procurement, recruitment, and 
implementation across multiple budget cycles and multiple governmental bodies. 

 
The report's focus on whether the district had a separate document described as a reserve-reduction or spending plan 
does not fully reflect the district's existing budget development, fund-balance assignments, Board actions, facilities 
planning, program review, and multiyear financial forecasting. Taken together, these processes demonstrate intentional 
and continuing planning for the use of available funds. A historical look at the budget process exemplifies 
that the utilization of the fund-balance assignments is established past practice at 
this institution and constituents understand the meaning of this portion of the budget. 

 
Conservative Budgeting Supports Fiscal Stability During Economic Downturns 

 
AVC budgets conservatively to protect students, employees, and educational programs from sudden financial disruption. 
Community college funding is affected by enrollment, State budget conditions, apportionment recalculations, statutory 
funding protections, cost-of-living adjustments, and other factors that may not be known when the district adopts 
its initial budget. 

 
The report recognizes that AVC received emergency-conditions and Student-Centered Funding Formula protections 
during a period of enrollment decline and that its State apportionment increased during the audit period. 

 
Conservative revenue assumptions are not evidence that the district neglected to budget available resources. They are a 
safeguard against committing uncertain or temporary revenues to permanent ongoing expenses. Salaries, benefits, new 
positions, and continuing programs create obligations that extend well beyond the year in which they are approved. 
Using temporary or one-time funding (like fund balance) to support permanent costs could create structural 
deficits that bring negative consequences and ultimately could require reductions in services or employment. 

 
AVC's fiscal approach has been designed to preserve long-term solvency, maintain stable educational programs, meet 
employee obligations, address infrastructure and technology needs, sustain a healthy institutional credit rating and 
respond to future economic or State funding changes. As the institution has undergone this audit, there has 
been a simultaneous re-evaluation of its bond rating. Due to our strong fiscal position and healthy fund balance, 
the district's bond rating increased. Having a stronger credit rating allows the District to access better financing 
opportunities when exploring various funding options, thereby demonstrating fiscal responsibility. A statewide median or 
a single reserve percentage does not, by itself, establish the appropriate reserve level for an individual district. Reserve 
needs should reflect each district's enrollment trends, revenue volatility, labor obligations, capital needs, operating 
risks, and local circumstances. 
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Moving forward 
 

The district's reserve policy is currently described in the budget report narrative, discussed during public budget 
presentations, and reflected in the budget documents through disclosure of reserves as a percentage ofthe fund 
balance. Building on these existing practices, the District accepts the opportunity to further improve the transparency 
and formal documentation of its reserve practices. 
AVC will make reasonable efforts to: 

 
• More clearly identify minimum, target, and maximum reserve levels; 
• provide clearer public reporting of assigned resources and anticipated spending timelines; and 
• continue monitoring whether one-time and ongoing revenues are matched appropriately with one-time 

and ongoing expenditures. 

 
AVC remains committed to utilizing its resources for students while preserving its fiscal stability. The 
district requests that this report be considered in the context of emerging from pandemic times and the 
variety of atypical funding received. Additionally, the district respectfully maintains that its increased fund balance must 
be considered alongside its employee compensation increases, ongoing negotiations with bargaining units, expanded 
student and operational expenditures, formally assigned resources, hiring and implementation constraints, and 
responsibility to protect the institution from future funding uncertainties. 

 
Sincerely, 

 

Dr. Jennifer Zellet 
Superintendent/President 
Antelope Valley College 
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Comments
CALIFORNIA STATE AUDITOR’S COMMENTS ON THE RESPONSE FROM 
ANTELOPE VALLEY COMMUNITY COLLEGE DISTRICT

To provide clarity and perspective, we are commenting on the response to our audit 
report from Antelope Valley. The numbers below correspond with the numbers we 
have placed in the margin of Antelope Valley’s response.

Antelope Valley mischaracterizes our report. We neither conclude nor imply that 
the district’s reserve increased at the expense of faculty compensation or supporting 
students. In fact, on page 15, we acknowledge the district’s assertion that the increase 
in its revenue was the primary reason for the increase in its reserves. Additionally, 
we note on page 17 that although Antelope Valley’s expenditures did not grow at the 
same rate as its revenue, the increase in its expenditures indicates that its reserves 
did not grow because it reduced spending on educational programs or student 
services. Nevertheless, as we state on page 21, Antelope Valley had opportunities to 
use additional financial resources to improve student outcomes, offer more student 
support services, and add additional full-time faculty.

Although Antelope Valley states that its long term planning is demonstrated 
through its budget development process, as we indicate on page 18, Antelope Valley 
mentioned conceptual ideas of where it intends to spend the money but does not 
have a formalized plan to reduce its reserve. In fact, Antelope Valley’s reserve has 
continued to grow steadily since fiscal year 2018–19, as Figure 3 on page 15 shows, 
raising concerns about the effectiveness of the district’s actions. As we state on 
page 18, in alignment with best practices, we expected the district to adopt a plan that 
clearly identifies its instructional priorities, assesses its current unrestricted reserve 
levels, and identifies how it would spend any excess funds to address its priorities. As 
we state on page 19, Butte has developed a detailed approach to using reserve funds, 
which, according to Butte, has allowed it to make informed decisions and enable the 
regular monitoring of its reserves. As such, we stand by our conclusion that unless 
Antelope Valley develops ways to reduce its excess reserve, the reserve will continue 
to grow.

Although the district states that the use of conservative revenue assumptions are 
not evidence that it neglected to budget available resources, our review of its fiscal 
year 2025–26 adopted budget shows that it significantly underbudgeted all revenue 
it projected to receive for that year. As Table 4 on page 29 presents, Antelope 
Valley’s fiscal year 2025–26 budget projected the district to have about $96 million 
in its unrestricted general fund balance at the end of the fiscal year, which was 
about $53 million more than the amount it needed to save as a reserve based on the 
25 percent statewide median. Further, we acknowledge on page 24 that although 
districts may prefer not to use excess reserves for expenditures related to hiring 
additional faculty, they could use other revenue to pay for those costs, which would 
allow them to use the excess reserves for other purposes. We further state on page 24 
that Antelope Valley’s SCFF funding grew by $17.6 million from fiscal years 2021–22 
through 2024–25. Additionally, we state on page 17 that the district’s expenditures did 
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not grow at the same rate as its revenues. Therefore, we stand by our conclusion on 
page 28 that Antelope Valley did not budget all available funds for specific projects or 
other purposes.

Contrary to the district’s statement, our report does not conclude that a statewide 
median or a single reserve percentage solely establishes an appropriate reserve 
level. We describe on page 25 that the GFOA advises that districts define a risk-
based reserve target as a range, instead of as a single point, and that there are many 
considerations that districts could use to analyze the risks they might face. As we 
state on page 25, such risks include cash flow and revenue instability, natural disasters 
and other hazardous events, public health and safety risks, and the availability of 
resources in other funds. A district’s reserve policy should also include a plan to 
replenish the reserve should it fall below the policy-defined level. However, as we 
state on page 14, Antelope Valley’s current reserve policy does not define a maximum 
limit of reserves.
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