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December 18, 2006

Honorable Chairman, Board of Trustees, and President
The Citizens of the Austin Community College District

Dear Board Members and President:

The following comprehensive annual financial report of the Austin Community College District
(the College) for the fiscal year ended August 31, 2006, is hereby submitted. Responsibility for
the preparation and integrity of the financial information, and the completeness and fairness of
the presentation, including all disclosures, rests with the College. The financial statements are
prepared in accordance with Generally Accepted Accounting Principles (GAAP) as established
by the Financial Accounting Standards Board (FASB) and the Governmental Accounting
Standards Board (GASB) and comply with Annual Financial Reporting Requirements for Texas
Public Community and Junior Colleges as set forth by the Texas Higher Education Coordinating
Board (THECB). The Notes to the Financial Statements are provided in the financial section
and are considered essential to fair presentation and adequate disclosure for this financial
report. The notes include the Summary of Significant Accounting Policies for the College and
other necessary disclosures of important matters relating to the financial position of the College.
The notes are treated as an integral part of the financial statements and should be read in
conjunction with them.

The College is reporting as a special purpose government engaged solely in business type
activity (BTA). In accordance with GASB Statements 34 and 35, this presentation of financial
reporting combines all fund groups into a single column, and resembles the format of the
corporate presentation, thus facilitating comparison.

To the best of our knowledge, the enclosed data are accurate in all material respects and are
reported in a manner designed to present fairly the financial position and results of operations of
the College. All disclosures necessary to enable the reader to gain an understanding of the
District’s financial activities have been included.

The comprehensive annual financial report (CAFR) is presented in five sections: introductory,
financial, statistical section, federal single audit, and state single audit. The introductory section,
which is unaudited, includes this transmittal letter, the College’s organizational chart, and a list
of the College’s principal elected and appointed officials. The financial section includes the
report of the independent public accountants on the basic financial statements and schedules,
the management discussion and analysis, the basic financial statements, notes to the basic
financial statements, and required schedules of the THECB. The statistical section includes
selected unaudited financial and demographic information presented on a multi-year basis. The
federal and state single audit report sections contain the schedules and reports required by
statute.

Dr. Steve Kinslow, President/CEO

5930 Middle Fiskville Road • Austin, Texas 78752-4390 • 512.223.7000
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internal control, including that portion related to federal and state awards programs, as well as
to determine that the College has complied with applicable laws and regulations. The results of
the College’s single audits for the fiscal year ended August 31, 2006, provided no instances of
material weaknesses in internal control.

Budgeting Controls: The College continues to apply budgetary controls and accounting on a
fund basis. The objective of these budgetary controls is to ensure compliance with legal
provisions embodied in the annual appropriated budget approved by the College’s Board of
Trustees. Activities of the unrestricted current fund, auxiliary enterprises fund, and retirement of
indebtedness fund are included in the annual appropriated budget. The College also maintains
an encumbrance accounting system as one technique of accomplishing budgetary control.
Encumbered amounts roll over into the next year, but are generally not re-appropriated as part
of the next year’s budget. Typically, departments will be expected to fund encumbrances that
have rolled out of their next year’s budget. For this reason departments are encouraged plan
their purchases so that items will be received, and therefore expensed, prior to the end of the
fiscal year.

As demonstrated by the statements and schedules included in the financial section of this
report, the College continues to meet its responsibility for sound financial management. Please
refer to the Management’s Discussion and Analysis for more information on the College’s
financial activity and position.

Cash Management

The College uses an external investment management firm to invest College funds in
accordance with the Texas Public Funds Investment Act. As of August 31, 2006 the College’s
portfolio was comprised of 17% US Treasuries, 50% Federal Agencies, and 33% TexPool, a
state sponsored money market fund. Also, the College has changed its yield benchmark from
the 90-day US Treasury Bill to the Merrill Lynch 0-6 Month Treasury Bill Index. Since June
2005 when the College retained the external investment services, the College’s annualized
return has been 4.77% compared to the benchmark of 4.24%. The College earned interest
revenue of $4,234,312 net of investment expenses on all investments for the year ended August
31, 2006.

The College’s investment policy, which is reviewed and updated annually, is designed to
minimize credit and market risks while maintaining a competitive yield on the portfolio.
Accordingly, bank deposits were either insured by federal depository insurance or collateralized
throughout the year. Notes 3 and 4 to the Financial Statements provides details of the College’s
investment portfolio and more fully describes the credit risk.

Risk Management

Risk Management is the ongoing process by which financial loss and exposure to risk is
assessed and action is taken to minimize risk, to transfer risk, and to finance risk through
various devices, including insurance. All areas of the College are reviewed for possible risk
management and loss-control activities. The Vice President for Business Services is
responsible for recommending to the President and the Board the amounts of insurance the
College should carry and the amount of risk the College should assume through coinsurance
and deductibles.
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INDEPENDENT AUDITORS’ REPORT

To the Board of Trustees
Austin Community College District
Austin, Texas

We have audited the accompanying basic financial statements of the Austin Community College
District (the “College”), as of and for the years ended August 31, 2006 and 2005 as listed in the
table of contents. These basic financial statements are the responsibility of the College’s
management. Our responsibility is to express an opinion on these basic financial statements
based on our audit. We did not audit the financial statements of ACC Foundation, Inc. (a
component unit of the College). Those financial statements were audited by other auditors,
whose reports have been furnished to us; and our opinion on the basic financial statements
insofar as it relates to the amounts included for ACC Foundation, Inc. is based on the report of
other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
basic financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the basic financial statements.
An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall basic financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the basic financial statements referred to above present fairly, in all material
respects, the financial position of the College as of August 31, 2006 and 2005 and the results of
its operations and cash flows for the years then ended in conformity with accounting principles
generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
December 8, 2006, on our consideration of the College's internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts, and
grants. That report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be read in conjunction with this report in considering the results of
our audit.

Our audit was performed for the purpose of forming an opinion on the basic financial statements
taken as a whole. The supplemental schedules on pages 49 through 53 and pages 80 and 92
are presented for purposes of additional analysis as required by the Texas Higher Education
Coordinating Board, U.S. Office of Management and Budget Circular A-133, "Audits of States,
Local Governments, and Non-Profit Organizations" and the State of Texas Single Audit Circular
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These schedules are not required as part of the basic financial statements. The information in
these schedules has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly stated, in all material respects, in relation to the
basic financial statements taken as a whole.

The Management’s Discussion and Analysis on pages 3 through 16 is not a required part of the
basic financial statements but is supplementary information required by the Governmental
Accounting Standards Board. We have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement and presentation
of the supplementary information. However, we did not audit the information and express no
opinion on it. The statistical section on pages 54 through 75 have been furnished to us and were
not subjected to the audit procedures applied in the audit of the financial statements.
Accordingly, we do not express an opinion on the statistical sections.

Houston, Texas
December 8, 2006
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financial information. Finally, the Statement of Net Assets is useful in determining the assets
available to continue operations as well as how much the College owes to vendors,
bondholders, and other entities at the end of the year.

The Statement of Net Assets includes assets and liabilities, both current and non-current, and
net assets. Current assets are those assets that are available to satisfy current liabilities, or
liabilities that are due within one year. Non-current assets include capital assets, long-term
investments, and other assets not classified as current. Non-current liabilities include bonds
payable and other long-term commitments.

Net Assets are divided into three major categories. The first category, “Invested in Capital
Assets Net of Related Debt,” represents the College’s equity in property, plant and equipment
owned by the institution. The next category is “Restricted Net Assets” which is further divided
into two categories: Nonexpendable and Expendable. Expendable restricted net assets are
available for expenditures but must be spent in accordance with the restrictions of donors and
other external entities. The final category, “Unrestricted Net Assets”, is assets available to the
institution for any lawful purpose of the College. Further detail regarding assets, liabilities, and
net assets is presented in the Statement of Net Assets and notes to the financial statements.

CONDENSED FINANCIAL INFORMATION

Condensed Statement of Net Assets
(in Millions)

2006 2005 2004
2005 to

2006
2004 to

2005

Assets
Current Assets 45.3$ 33.1$ 33.7$ 12.2$ (0.6)$

Capital Assets, Net of Accumulated Depreciation 157.2 132.9 123.7 24.3 9.2

Other Noncurrent Assets 59.2 84.6 90.3 (25.4) (5.7)

Total Assets 261.7 250.6 247.7 11.1 2.9

Liabilities
Current Liabilities 43.2 34.4 33.1 8.8 1.3

Noncurrent Liabilities 154.7 157.2 157.7 (2.5) (0.5)

Total Liabilities 197.9 191.6 190.8 6.3 0.8

Net Assets
Invested in Capital Assets, Net of Related Debt 49.2 49.9 48.2 (0.7) 1.7

Restricted: Expendable 5.7 4.9 4.9 0.8 -

Unrestricted 8.8 4.1 3.7 4.7 0.4
Total Net Assets 63.7$ 58.9$ 56.8$ 4.8$ 2.1$

August 31 Increase/(Decrease)
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Total Assets increased by $11.1 million. The majority of the increase was due to the addition of
unrestricted cash and cash equivalents in the amount of $8.3 million, which consisted of the
$4.7 million increase in unrestricted net assets, plus an increase of $3 million in Fall 2006 tuition
which is offset by an increase in deferred revenues. Since 2004, the College has increased its
overall total assets before considering liabilities by $14.0 million, most of which is from
increases in unrestricted cash due to strong performance of the operating budget over the last 3
years.

Total liabilities increased by $6.3 million. The major change in liabilities was a result of the bank
overdraft increasing by $2.6 million and deferred revenue increasing by $2.9 million. Bank
overdrafts are attributable to timing differences between recordings in the College’s general
ledger compared to the bank for deposits and disbursements being. Deferred revenues
increased by $2.9 million in the current year due to increases in enrollments and out-of-district
tuition rates for Fall 2006.

The College’s net assets (assets less liabilities) increased by $4.8 million from the previous
year. Specifically, net assets were $63.7 million in 2006, $58.9 million in 2005 and $56.8 million
in 2004. The increase in net assets is a result of revenues earned exceeding expenses
incurred. We attribute the increase to the fact that enrollments, and therefore tuition revenue,
exceeded projections by $2.0 million, investment income performed better than anticipated
resulting in a $0.6 million increase, and a $.5 million increase in other non-operating revenues.
In addition we were to control expenses which finished the year $1.5 million under budget.
Compared to the two previous years, the College performed better in 2006. In 2005, net assets
increased by $2.1 million and decreased by $0.4 million in 2004. A more detailed discussion
follows the Statement of Revenues, Expenses, and Changes in Net Assets.

Statement of Revenues, Expenses, and Changes in Net Assets

The Statement of Revenues, Expenses and Changes in Net Assets presents the College’s
overall results of operations. The statement is divided into Operating Revenues and Expenses
and Non-Operating Revenues and Expenses. The College is primarily dependent upon three
sources of revenue: state appropriations; tuition and fees; and property taxes. Since state
appropriations and property taxes are classified as Non-operating Revenues (per the GASB
requirement), Texas community colleges will generally display an operating deficit before taking
into account other support. Therefore, total revenues and total expenses should be considered
in assessing the change in the College’s financial position. Prior to fiscal year 2005, state
appropriations had been classified as operating revenues in accordance with the Texas Higher
Education Coordinating Board (THECB) requirements, but THECB changed the classification
requirement in FY2005 to be compliant with GASB standard No. 35. Accordingly, state
appropriations in FY2004 and have been restated as Non-operating Revenues for comparative
purposes. Further detail is presented in the Statement of Revenues, Expenses, and Changes in
Net assets and in the notes to the financial statements.
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Condensed Statement of Revenues, Expenses and Changes in Net Assets
(in Millions)

2006 2005 2004
2005 to

2006
2004 to

2005
Operating Revenues (see detail below)
Tuition and Fees 40.2$ 38.0$ 35.9$ 2.2$ 2.1$
Grants and Contracts 21.7 21.9 19.9 (0.2) 2.0
Auxiliary Enterprises 1.6 1.5 1.2 0.1 0.3
Other Operating Revenues 3.0 3.0 2.4 - 0.6

Total Operating Revenues 66.5 64.4 59.4 2.1 5.0

Operating Expenses (see detail below) 157.2 145.8 134.4 11.4 11.4

Operating Loss (90.7) (81.4) (75.0) (9.3) (6.4)

Non-Operating Revenues (Expenses)
State Appropriations 44.7 43.9 43.5 0.8 0.4
Ad valorem Taxes 53.9 44.1 37.1 9.8 7.0
Investment Income 4.2 2.7 1.1 1.5 1.6
Interest on Capital-Related Debt (7.3) (7.1) (6.5) (0.2) (0.6)
Non-Operating Expense (0.1) (0.3) (0.7) 0.2 0.4

Net Non-Operating Revenues 95.4 83.3 74.5 12.1 8.8

Income before Other Revenues,
(Expenses), Gains or Losses 4.7 1.9 (0.5) 2.8 2.4

Other Revenues, Gifts 0.1 0.2 0.1 (0.1) 0.1

Increase (Decrease) in Net Assets 4.8 2.1 (0.4) 2.7 2.5

Net Assets
Net Assets, Beginning of Year 58.9 56.8 57.3 2.1 (0.5)
Net Assets, End of Year 63.7$ 58.9$ 56.9$ 4.8$ 2.0$

Increase/(Decrease)Fiscal Year
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Total Revenue by Source
(in Millions)

2006 2005 2004
2005 to

2006
2004 to

2005
Revenue Sources:

State Apropriations 44.7$ 43.9$ 43.5$ 0.8$ 43.1$
Ad Valorem Taxes 53.9 44.1 37.1 9.8 34.3
Net Tution & Fees 40.2 38.0 35.9 2.2 35.8
Grants & Contracts 21.7 21.9 19.9 (0.2) 22.1
Other Operating Revenues 3.0 3.0 2.4 - 3.0
Auxiliary Enterprises 1.6 1.5 1.2 0.1 1.4
Investment & Other Income 4.3 2.9 1.2 1.4 1.5

Total Revenue 169.4$ 155.3$ 141.2$ 14.1$ 141.2$

Fiscal Year Increase/(Decrease)
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Operating expenses can be displayed by natural or functional classification (see Schedule B for
detail on the relationship between the two classifications):

Operating Expenses - Natural Classification
(in Millions)

2006 2005 2004
2005 to

2006
2004 to

2005
Operating Expenses:

Salaries 99.4$ 92.1$ 85.0$ 7.3$ 7.1$
Benefits 15.2 13.8 12.8 1.4 1.0
Scholarships 12.0 11.1 9.5 0.9 1.6
Supplies and Services 23.7 22.4 20.5 1.3 1.9
Depreciation 6.9 6.4 6.6 0.5 (0.2)

Total Operating Expenses 157.2$ 145.8$ 134.4$ 11.4$ 11.4$

Fiscal Year Increase/(Decrease)
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Scholarship Allowances and Discounts. In 2005 and 2004, there was an increase of
$0.7 million and $0.5 million, respectively.

Operating Expenses - Functional Classification
(in Millions)

2006 2005 2004
2005 to

2006
2004 to

2005
Operating Expenses:

Instruction 70.6$ 66.2$ 61.0$ 4.4$ 5.2$
Public Service 2.6 3.1 3.2 (0.5) (0.1)
Academic Support 15.9 14.7 13.5 1.2 1.2
Student Services 11.4 10.7 9.6 0.7 1.1
Institutional Support 24.0 21.0 20.1 3.0 0.9
Operation and Maintenance of Plant 12.1 11.1 9.6 1.0 1.5
Scholarships and Fellowships 12.0 11.1 9.5 0.9 1.6
Auxiliary Enterprises 1.7 1.5 1.3 0.2 0.2
Depreciation 6.9 6.4 6.6 0.5 (0.2)

Total Operating Expenses 157.2$ 145.8$ 134.4$ 11.4$ 11.4$

Fiscal Year Increase/(Decrease)
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CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

The College had $157.2 million, $132.9 million, and $123.6 million invested in capital assets, net
of accumulated depreciation, at August 31, 2006, 2005, and 2004. The amount of accumulated
depreciation was $47.9 million, $45.0 million and $44.3 million for fiscal years 2006, 2005, and
2004, respectively. Depreciation charges totaled $6.9 million, $6.4 million and $6.6 for fiscal
years 2006, 2005, and 2004. Details of these assets for fiscal years 2006, 2005, and 2004 are
shown below.

Capital Assets, Net, at Year End
(in Millions)

2006 2005 2004
2005 to

2006
2004 to

2005
Capital Assets:

Land and Improvements 24.0$ 24.2$ 23.5$ (0.2)$ 0.7$
Buildings and Work in Progress 116.8 94.4 87.6 22.4 6.8
Furniture and Equipment 14.7 13.1 11.4 1.6 1.7
Library Materials 1.7 1.2 1.1 0.5 0.1

Total Capital Assets 157.2$ 132.9$ 123.6$ 24.3$ 9.3$

August 31 Increase/(Decrease)

.


