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1. 

INDEPENDENT AUDITORS’ REPORT 
 

October 29, 2007 
 
 
To the Board of Directors 
Grand Rapids Child Discovery Center 
Grand Rapids, Michigan 
 
 
We have audited the accompanying financial statements of the governmental activities, the major 
fund and the aggregate remaining fund information of the Grand Rapids Child Discovery Center 
(the “Center”), as of and for the year ended June 30, 2007, which collectively comprise the Center’s 
basic financial statements as listed in the table of contents. These financial statements are the 
responsibility of the Centers’ management.  Our responsibility is to express opinions on these 
financial statements based on our audit. The financial statements of the Center as of June 30, 2006, 
were audited by other auditors whose report dated November 9, 2006, expressed an unqualified 
opinion on those statements.  
 
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 financial statements 
are free of material misstatement.  An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements.  An audit also includes 
assessing the accounting principles used and significant estimates made by management, as well as 
evaluating the overall financial statement presentation.  We believe that our audit provides a 
reasonable basis for our opinions. 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the 
respective financial position of the governmental activities, the major fund, and the aggregate 
remaining fund information of the Grand Rapids Child Discovery Center as of June 30, 2007, and 
the respective changes in financial position and budgetary comparison for the general fund for the 
year then ended in conformity with accounting principles generally accepted in the United States of 
America. 
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2. 

In accordance with Government Auditing Standards, we have also issued  our report dated 
October 29, 2007 on our consideration of the Grand Rapids Child Discovery Center’s internal 
control over financial reporting and our tests of its compliance with certain provisions of laws, 
regulations, contracts and grants, agreements and other matters.  The purpose of that report is 
to describe the scope of our testing of internal control over financial reporting and compliance 
and the results of that testing, and not to provide an opinion on the internal control over 
financial reporting or on compliance.  That report is an integral part of an audit performed in 
accordance with Government Auditing Standards and should be considered in assessing the 
results of our audit. 
 
The management’s discussion and analysis 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 
required supplementary information.  However, we did not audit the information and express 
no opinion on it. 
 
Our audit was conducted for the purpose of forming opinions on the financial statements that 
collectively comprise the Center’s basic financial statements.  The supplemental information is 
presented for the purpose of additional analysis and is not a required part of the basic financial 
statements.  Such information has been subjected to the auditing procedures applied in the 
audit of the basic financial statements and, in our opinion, is fairly presented, in all material 
respects, in relation to the basic financial statements taken as a whole. 
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3. 

This section of the annual financial report presents our discussion and analysis of the Grand 
Rapids Child Discovery Center’s (the “Center”) financial performance during the years ended 
June 30, 2007 and 2006.  Please read it in conjunction with the Center’s financial statements, 
which immediately follow this section. 
 
Using this Annual Report 
 
This annual report consists of a series of financial statements and notes to those statements. 
These statements are organized so the reader can understand the Center financially as a whole.  
The Center-wide financial statements provide information about the activities of the whole 
Center, presenting both an aggregate view of the Center’s finances and a longer-term view of 
those finances. The fund financial statements provide the next level of detail.  For governmental 
activities, these statements tell how services were financed in the short-term as well as what 
remains for future spending.  The fund financial statements look at the Center’s operations in 
more detail than the Center-wide financial statements by providing information about the 
Center’s most significant funds - the General Fund, with all other funds presented in one 
column as nonmajor funds.  The following summarizes the presentation included in this annual 
report. 
 
Management's Discussion and Analysis (MD&A) (Required Supplemental Information) 
 
Basic financial statements 

• Center-wide financial statements 
• Fund financial statements 
• Notes to the basic financial statements 

 
Supplemental Information 
 
Reporting the Center as a Whole - Center-wide Financial Statements  

One of the most important questions asked about the Center is, “As a whole, what is the 
Center’s financial condition as a result of the year’s activities?”  The statement of net assets and 
the statement of activities, which appear first in the Center’s financial statements, report 
information on the Center as a whole and its activities in a way that helps you answer this 
question.  We prepare these statements to include all assets and liabilities, using the accrual 
basis of accounting, which is similar to the accounting used by most private-sector companies.  
All of the current year’s revenues and expenses are taken into account regardless of when cash 
is received or paid. 
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4. 

These two statements report the Center’s net assets - the difference between assets and 
liabilities, as reported in the statement of net assets - as a way to measure the Center’s financial 
health or financial position.  Over time, increases or decreases in the Center’s net assets - as 
reported in the statement of activities - are indicators of whether its financial health is 
improving or deteriorating. The relationship between revenues and expenses is the Center’s 
operating results.  However, the Center’s goal is to provide quality services to our students, not 
to generate profits as commercial entities do.  One must consider many other nonfinancial 
factors, such as the quality of the education provided and the safety of the schools, to assess the 
overall health of the Center. 
 
The statement of net assets and the statement of activities report the governmental activities for 
the Center, which encompass all of the Center’s services, including instruction, support 
services, and food services.  Unrestricted state aid (foundation allowance revenue) and state and 
federal grants finance most of these activities. 
 
Reporting the Center’s Most Significant Funds - Fund Financial Statements 
 
The Center’s fund financial statements provide detailed information about the most significant 
funds - not the Center as a whole. Some funds are required to be established by State law and 
by bond covenants.  However, the Center establishes other funds to help it control and manage 
money for particular purposes (the Food Service Fund, Debt Service Fund, and Capital Projects 
Fund are examples) or to show that it is meeting legal responsibilities for using grants and other 
money.  The governmental funds of the Center use the following accounting approach: 
 

Governmental funds - All of the Center’s services are reported in governmental funds. 
Governmental fund reporting focuses on showing how money flows into and out of 
funds and the balances left at year end that are available for spending.  These funds are 
reported using an accounting method called modified accrual accounting, which 
measures cash and all other financial assets that can readily be converted to cash.  The 
governmental fund statements provide a detailed short-term view of the operations of 
the Center and the services it provides.  Governmental fund information helps you 
determine whether there are more or fewer financial resources that can be spent in the 
near future to finance the Center’s programs. We describe the relationship (or 
differences) between governmental activities (reported in the statement of net assets 
and the statement of activities) and governmental funds in a reconciliation. 
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5. 

The Center as a Whole 
 
Recall that the statement of net assets provides the perspective of the Center as a whole.  Table 1 
provides a summary of the Center’s net assets as of June 30, 2007, 2006, and 2005.   
 
 

TABLE 1 Governmental Activities
2007 2006 2005

Assets
Current and other assets 347,067      337,038      273,814      
Capital assets, net 208,660      226,707      194,205      

Total assets 555,727      563,745      468,019      

Liabilities
Current liabilities 99,106        211,489      228,825      

Net Asset
Invested in property and equipment, net of related debt 208,660      226,707      155,432      
Restricted for Capital Projects 15,160        -              -              
Unrestricted 232,801      125,549      83,762        

Total net assets 456,621$    352,256$    239,194$    
 

2007 Discussion 
 
The above analysis focuses on the net assets (see Table 1).  The change in net assets (see Table 2) 
of the Center’s governmental activities is discussed below.  The Center’s net assets were 
$456,621 at June 30, 2007.  Capital assets totaling $208,660 at June 30, 2007, compares the original 
cost, less depreciation of the Center’s capital assets to long-term debt used to finance the 
acquisition of those assets.  There was no long-term debt at June 30, 2007, 2006, or 2005.  The 
remaining amounts in net assets at June 30, 2007 consist of $232,801 that is unrestricted and 
$15,160 that is restricted for capital projects.    
 
The $232,801 in unrestricted net assets of governmental activities at June 30, 2007 represents the 
accumulated results of all past years’ operations.  The unrestricted net assets balance enables 
the Center to meet working capital and cash flow requirements as well as to provide for future 
uncertainties.  The operating results of the General Fund will have a significant impact on the 
change in unrestricted net assets from year to year.    
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2006 Discussion 
The Center’s net assets were $352,256 at June 30, 2006.  Capital assets totaling $226,707 at June 
30, 2006, compares the original cost, less depreciation of the Center’s capital assets to long-term 
debt used to finance the acquisition of those assets.  There was no long-term debt at June 30, 
2006.  The remaining amount in net assets of $125,549 at June 30, 2006 was unrestricted.    
 
The $125,549 in unrestricted net assets of governmental activities at June 30, 2006 represents the 
accumulated results of all past years’ operations.  The unrestricted net assets balance enables 
the Center to meet working capital and cash flow requirements as well as to provide for future 
uncertainties.  The operating results of the General Fund will have a significant impact on the 
change in unrestricted net assets from year to year.    
 
The results of operations for the Center as a whole are reported in the statement of activities (see 
Table 2), which shows the changes in net assets for fiscal years ended June 30, 2007, 2006, and 
2005. 
 

TABLE 2

Governmental Activities
2007 2006 2005

Revenue
Program revenue:

Charges for services 7,428$             6,744$           14,281$         
Operating grants 323,109           327,637         294,914         
Capital grants 15,160             -                     -                     

General revenue - State foundation allowance 1,526,755        1,491,727      1,343,985      

Total revenue 1,872,452        1,826,108      1,653,180      

Functions/Program Expenses
Instruction 1,088,188        1,041,638      927,808         
Support services 594,921           564,534         561,610         
Food services 60,897             71,874           60,140           
Interest on long-term debt 4,164               9,884             8,805             
Depreciation (unallocated) 19,917             25,116           21,016           

Total functions/program expenses 1,768,087        1,713,046      1,579,379      

Increase in Net Assets 104,365           113,062         73,801           

Net Assets, Beginning of Year 352,256           239,194         165,393         

Net Assets, End of Year 456,621$         352,256$       239,194$        
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2007 Discussion 
 
As reported in the statement of activities, the cost of all of our governmental activities in 2007 
was $1,768,087.  Certain activities were partially funded from those who benefited from the 
programs or by other governments and organizations that subsidized certain programs with 
grants and contributions totaling $345,697 in 2007.  We paid for the remaining public benefit 
portion of our governmental activities with $1,526,755 in state foundation allowance in 2007. 
 
The Center experienced an increase in net assets of $104,365 in 2007. 
 
As discussed above, the net cost shows the financial burden that was placed on the State by 
each of these functions.  Since unrestricted state aid constitutes the vast majority of Center 
operating revenue sources, the board of directors and administration must annually evaluate 
the needs of the Center and balance those needs with state-prescribed available unrestricted 
resources. 
 
2006 Discussion 
 
As reported in the statement of activities, the cost of all of our governmental activities in 2006 
was $1,713,046.  Certain activities were partially funded from those who benefited from the 
programs or by other governments and organizations that subsidized certain programs with 
grants and contributions totaling $334,087 in 2006.  We paid for the remaining public benefit 
portion of our governmental activities with $1,491,727 in state foundation allowance in 2006. 
 
The Center experienced an increase in net assets of $113,062 in 2006. 
 
As discussed above, the net cost shows the financial burden that was placed on the State by 
each of these functions.  Since unrestricted state aid constitutes the vast majority of Center 
operating revenue sources, the board of directors and administration must annually evaluate 
the needs of the Center and balance those needs with state-prescribed available unrestricted 
resources. 
 
The Center’s Funds 
 
2007 Discussion 
 
As noted earlier, the Center uses funds to help it control and manage money for particular 
purposes.  Looking at funds helps the reader consider whether the Center is being accountable 
for the resources the State and others provide to it and may provide more insight into the 
Center’s overall financial health. 
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As the Center completed 2007, the governmental funds reported a combined fund balance of 
$247,961, which is an increase of $122,412 from 2006.  The primary reasons for the increase are 
as follows: 
 
In the General Fund, our principal operating fund, the fund balance increased $107,252.  This 
change is mainly due to a decrease in capital outlay expenditures. 
 
The General Fund balance is available to fund costs related to allowable school operating 
purposes. 
 
In the Special Revenue Funds, the Center operates a food service program, and in 2007, created 
a capital projects fund for major renovations to the Center’s school building.  The total revenue 
of the Food Service Fund was $49,056, with total expenditures of $60,897, and other financing 
sources of $11,841.  The ending fund balance was $-0-.  The capital projects fund had gift income 
in the amount of $15,160 and no expenditures.  The ending fund balance was $15,160. 
 
In the Debt Service Fund, the Center records payments of both principal and interest.  There 
were no new borrowings in either 2007 or 2006, and the ending fund balance was $-0-. 
 
2006 Discussion 
 
As June 30, 2006, the governmental funds reported a combined fund balance of $125,549, which 
is an increase of $41,787 from 2005.  The primary reasons for the increase are as follows: 
 
In the General Fund, our principal operating fund, the fund balance increased $41,787.  This 
change is primarily due to an increase in local revenue.  
 
The General Fund balance is available to fund costs related to allowable school operating 
purposes. 
 
In the Special Revenue Fund, the Center operates a food service program.  The total revenue of 
the Food Service Fund was $55,455, with total expenditures of $71,874, and other financing 
sources of $16,419.  The ending fund balance was $-0-. 
 
In the Debt Service Fund, the Center records payments of both principal and interest.  The total 
expenditures of the Debt Service Fund were $40,365, and other financing sources of the Debt 
Service Fund were $40,365.  The ending fund balance was $-0-.  There were no new borrowings 
in 2006. 
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General Fund Budgetary Highlights  
 
Over the course of the year, the Center revises its budget as it attempts to deal with unexpected 
changes in revenues and expenditures.  State law requires that the budget be amended to 
ensure that expenditures do not exceed appropriations.  A schedule showing the Center’s 
original budgeted amounts compared with amounts actually paid and received is provided as 
part of the basic financial statements.  
 
2007 Discussion  
 
There were no significant revisions made to the 2006-2007 General Fund original budget.  The 
following items describe variances in budget vs. actual results: 

• A decrease in local revenue sources of approximately $4,000 relates to unfavorable to 
budget Act 18 funding for special education of approximately $7,000 offset by favorable 
to budget funding from school activities of approximately $3,000. 

• An increase in state sources of approximately $28,000 relates to favorable to budget 
Headlee special education funding of approximately $18,000, of which approximately 
$9,900 relates to an allocation for fiscal 2006, and favorable to budget state aid of $10,000. 

• An increase in federal revenue sources of approximately $6,000 relates to favorable to 
budget IDEA special education funding. 

• A decrease in instructional spending of approximately $36,000 relates principally to 
favorable to budget  health care costs of approximately $20,000, favorable to budget 
salary expenses of approximately $5,000, favorable to budget supplies costs of 
approximately $5,000, and favorable to budget technology services of approximately 
$3,000. 

• An increase in pupil services spending of approximately $9,000 relates to unfavorable to 
budget spending for special education services. 

• An increase in business services spending of approximately $6,600 relates to unfavorable 
to budget expenditures for marketing services. 

• A decrease in operation and maintenance of approximately $17,700 relates principally to 
favorable to budget utilities of approximately $7,600, and favorable to budget building 
cleaning costs of approximately $4,600. 

• A decrease in transfers out to the Food Service Fund of approximately $13,000 relates to 
favorable to budget lunch expenditures. 

 
2006 Discussion 
 
There were no significant revisions made to the 2005-2006 General Fund original budget. 
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The following items describe variances in budget vs. actual results: 
 

• An increase in local revenue sources of approximately $3,300 relates to a) $11,485 of 
favorable to budget gifts that supported capital outlay expenses, b) $2,000 of favorable to 
budget miscellaneous revenues offset by c) $10,000 of unfavorable to budget Act 18 
funding for special education. 

• A decrease in state sources of approximately $7,100 relates to unfavorable to budget 
Headlee special education funding. 

• An increase in federal revenue sources of approximately $8,400 relates to a) $6,000 of 
favorable to budget IDEA special education funding and b) $2,400 of new grants not 
budgeted. 

• A decrease in instructional spending for basic programs of approximately $26,000 relates 
to favorable to budget expenditures for professional services. 

• An increase in capital outlay expenditures of approximately $12,600 relates principally 
to unfavorable to budget leasehold improvements, however this expenditure was fully 
reimbursed via local source gift income noted above. 

 
 Capital Assets and Debt Administration  
 
Capital Assets 
 
As of June 30, 2007, the Center had approximately $209,000 invested in a broad range of capital 
assets, including leasehold improvements and furnishings and equipment, net of accumulated 
depreciation. 

2007 2006 2005
Leasehold improvements 174,717$          187,078$            147,953$            
Furniture and equipment 33,943              39,629                46,252                

Total capital assets, net 208,660$          226,707$            194,205$            

 
Additions of approximately $1,870 in 2007 include classroom furnishings.  Additional 
information on capital assets can be found in Note 5 to the financial statements.  
 
Debt 
 
At June 30, 2007 and 2006 the Center had no notes outstanding.  Additional information on the 
Center’s debt can be found in Note 9 to the financial statements.  
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Economic Factors and Next Year’s Budgets and Rates 
 
Our board of directors and administration consider many factors when setting the Center’s 
subsequent fiscal year budget.  The two most important factors affecting the budget are our 
student count and the state foundation amount per pupil.  State aid revenue is determined by 
multiplying the blended student count by the foundation allowance per pupil.  The blended 
count for the 2008 fiscal year is 25 percent and 75 percent of the February 2007 and September 
2007 student counts, respectively.  The 2008 budget was submitted to the Grand Rapids Public 
Schools in June 2007, based on an estimate of students that will be enrolled in September 2007.  
Approximately 84 percent of total General Fund revenue is from the foundation allowance.  As 
a result, Center funding is heavily dependent on the state’s ability to fund local school 
operations.  Based on early enrollment data at the start of the 2007-2008 school year, we 
anticipate that the fall student count will approximate the budgeted amount.  Once the final 
student count and related per pupil funding are validated, state law requires the Center to 
amend the budget if actual Center resources are not sufficient to fund original appropriations. 
 
Since the Center’s revenue is heavily dependent on state funding and the health of the State’s 
School Aid Fund, the actual revenue received depends on the State’s ability to collect revenues 
to fund its appropriation to academies.  The State periodically holds a revenue-estimating 
conference to estimate revenues.  
 
Contacting the Center's Financial Management 
 
This financial report is designed to provide a general overview of the Center's finances for all 
those with an interest in the Center.  Questions concerning any of the information provided in 
this report or requests for additional financial information should be addressed to Grand 
Rapids Child Discovery Center, 640 5th Street, N.W., Grand Rapids, Michigan 49504. 
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12. 

STATEMENT OF NET ASSETS 
June 30, 2007 and 2006 

 
 

2007 2006
Assets
Cash and investments (Note 3) 34,194$          8,214$            
Accounts receivable (Note 4) 311,555          328,824          
Prepaid expenses 1,318              -                      
Capital assets - Net (Note 5) 208,660          226,707          

              Total Assets 555,727          563,745          

Liabilities
Accounts payable 15,818            13,135            
Accrued payroll and other liabilities 83,288            104,354          
Line of credit (Note 8) -                      94,000            
Long-term liabilities  - Due within one year (Note 9) -                      -                      
            Total Liabilities 99,106            211,489          

Net Assets
Invested in capital assets - Net of related debt 208,660          226,707          
Restricted for Capital Projects 15,160            -                      
Unrestricted 232,801          125,549          

            Total Net Assets 456,621$        352,256$        
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13. 

STATEMENT OF ACTIVITIES 
Year ended June 30, 2007 

 
Governmental

Activities
Net (Expense)

Operating Capital Revenue and
Charges for Grants/ Grants/ Changes in

Expenses Services Contributions Contributions Net Assets
Functions/Programs

Primary government - Governmental 
activities:

Instruction 1,088,188$     -$                   103,008$            15,160$              (970,020)$            
Support services 594,921          -                     178,473              -                          (416,448)              
Food services 60,897            7,428             41,628                -                          (11,841)                
Interest on long-term debt 4,164              -                     -                          -                          (4,164)                  
Depreciation and amortization- unallocated 19,917            -                     -                          -                          (19,917)                

Total Governmental Activities 1,768,087$     7,428$           323,109$            15,160$              (1,422,390)           

General revenues:
  State aid not restricted to specific purposes 1,526,755            

Change in Net Assets 104,365               

Net Assets - Beginning of year 352,256               

Net Assets - End of year 456,621$             

Program Revenues
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STATEMENT OF ACTIVITIES 
Year ended June 30, 2006 

 
Governmental

Activities
Net (Expense)

Operating Capital Revenue and
Charges for Grants/ Grants/ Changes in

Expenses Services Contributions Contributions Net Assets
Functions/Programs

Primary government - Governmental 
activities:

Instruction 1,041,638$     -$               99,079$              -$                    (942,559)$            
Support services 564,534          200                179,647              -                      (384,687)              
Food services 71,874            6,544             48,911                -                      (16,419)                
Interest on long-term debt 9,884              -                 -                      -                      (9,884)                  
Depreciation and amortization- unallocated 25,116            -                 -                      -                      (25,116)                

Total Governmental Activities 1,713,046$     6,744$           327,637$            -$                    (1,378,665)           

General revenues:
  State aid not restricted to specific purposes 1,491,727            

Change in Net Assets 113,062               

Net Assets - Beginning of year 239,194               

Net Assets - End of year 352,256$             

Program Revenues
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15. 

GOVERNMENTAL FUNDS 
BALANCE SHEET 

June 30, 2007 
 
 
 

Nonmajor Total
General Governmental Governmental

Fund Funds Funds
ASSETS
Cash and investments (Note 3) 19,034$         15,160$             34,194$             
Accounts receivable (Note 4) 311,555         -                         311,555             
Prepaid expenditures 1,318             -                         1,318                 

Total assets 331,907$       15,160$             347,067$           

LIABILITIES AND FUND BALANCES
Liabilities

Accounts payable 15,818$         -$                       15,818$             
Accrued payroll and other liabilities 83,288           -                         83,288               
Line of credit (Note 8) -                     -                         -                         

Total liabilities 99,106           -                         99,106               

Fund Balances
Reserved for prepaid expenditures 1,318             -                         1,318                 
Unreserved, reported in nonmajor

Capital Projects Fund -                     15,160               15,160               
Unreserved - Undesignated 231,483         -                         231,483             

Total Fund balances 232,801         15,160               247,961             
Total liabilities and fund balances 331,907$       15,160$             347,067$           
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16. 

GOVERNMENTAL FUNDS 
BALANCE SHEET 

June 30, 2006 
 
 

Nonmajor Total
General Governmental Governmental

Fund Funds Funds
ASSETS
Cash and investments (Note 3) 8,214$           -$                       8,214$               
Accounts receivable (Note 4) 328,824         -                         328,824             

Total assets 337,038$       -$                       337,038$           

LIABILITIES AND FUND BALANCES
Liabilities

Accounts payable 13,135$         -$                       13,135$             
Accrued payroll and other liabilities 104,354         -                         104,354             
Line of credit (Note 8) 94,000           -                         94,000               

Total liabilities 211,489         -                         211,489             

Fund Balances
Unreserved - Undesignated 125,549         -                         125,549             

Total liabilities and fund balances 337,038$       -$                       337,038$           
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17. 

GOVERNMENTAL FUNDS 
RECONCILIATION OF THE BALANCE SHEETS OF GOVERNMENTAL FUNDS 

TO THE STATEMENTS OF NET ASSETS 
June 30, 2007 and 2006 

 
 

2007 2006

Fund Balance - Total Governmental Funds 247,961$        125,549$       

Amounts reported for governmental activities in the
statement of net assets are different because:

Capital assets used in governmental activities are
not financial resources and are not reported

in the governmental funds:
Cost of the capital assets 330,326          328,456         
Accumulated depreciation (121,666)         (101,749)        

        Net investment in capital assets 208,660          226,707         

Net Assets - Governmental Activities 456,621$        352,256$       
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18. 

GOVERNMENTAL FUNDS 
STATEMENT OF REVENUE, EXPENDITURES AND CHANGES IN FUND BALANCES 

Year ended June 30, 2007  
 
 

Nonmajor Total
General Governmental Governmental

 Fund Funds Funds
Revenue

Local sources 55,290$         22,588$               77,878$               
State sources 1,630,083      2,200                   1,632,283            
Federal sources 122,863         39,428                 162,291               

Total revenue 1,808,236      64,216                 1,872,452            

Expenditures
Current:

Instruction 1,088,188      -                             1,088,188            
Support services 594,921         -                             594,921               
Food service -                       60,897                 60,897                 

Debt service:
Principal -                       -                          -                          
Interest 4,164             -                          4,164                   

Capital outlay 1,870             -                             1,870                   
Total expenditures 1,689,143      60,897                 1,750,040            

Excess of Revenue Over (Under)
Expenditures 119,093         3,319                   122,412               

Other Financing Sources (Uses)
Transfers in -                       11,841                 11,841                 
Transfers out (11,841)          -                             (11,841)               

Total other financing sources (uses) (11,841)          11,841                 -                             

Net Change in Fund Balances 107,252         15,160                 122,412               

Fund Balances - Beginning of year 125,549         -                             125,549               

Fund Balances - End of year 232,801$       15,160$               247,961$             
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19. 

GOVERNMENTAL FUNDS 
STATEMENT OF REVENUE, EXPENDITURES AND CHANGES IN FUND BALANCES 

Year ended June 30, 2006 
 
 

Nonmajor Total
General Governmental Governmental

 Fund Funds Funds
Revenue

Local sources 77,367$         6,544$                 83,911$               
State sources 1,569,283      1,982                   1,571,265            
Federal sources 124,003         46,929                 170,932               

Total revenue 1,770,653      55,455                 1,826,108            

Expenditures
Current:

Instruction 1,041,638      -                              1,041,638            
Support services 564,534         -                              564,534               
Food service -                       71,874                 71,874                 

Debt service:
Principal -                       38,773                 38,773                 
Interest 8,292             1,592                   9,884                   

Capital outlay 57,618           -                              57,618                 
Total expenditures 1,672,082      112,239               1,784,321            

Excess of Revenue Over (Under)
Expenditures 98,571           (56,784)                41,787                 

Other Financing Sources (Uses)
Transfers in -                       56,784                 56,784                 
Transfers out (56,784)          -                              (56,784)                

Total other financing sources (uses) (56,784)          56,784                 -                              

Net Change in Fund Balances 41,787           -                              41,787                 

Fund Balances - Beginning of year 83,762           -                              83,762                 

Fund Balances - End of year 125,549$       -$                            125,549$             
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20. 

GOVERNMENTAL FUNDS 
RECONCILIATION OF THE STATEMENTS OF REVENUE, EXPENDITURES AND CHANGES 

IN FUND BALANCES OF GOVERNMENTAL FUNDS 
TO THE STATEMENTS OF ACTIVITIES 

Years ended June 30, 2006 and 2007 
 
 

2007 2006

Net Change in Fund Balances - Total Governmental Funds 122,412$     41,787$      

Amounts reported for governmental activities in the statement of
activities are different because:

Governmental funds report capital outlay as expenditures; in the
statement of activities, these costs are allocated over their
estimated useful lives as depreciation:

Depreciation expense (19,917)        (25,116)       
Capitalized capital outlay 1,870           57,618        

Total (18,047)        32,502        

Repayment of note principal is an expenditure in the governmental
funds, but not in the statement of activities (where it reduces
long-term debt -                   38,773        

Proceeds from long-term borrowings are reported as a source
of funds in the governmental funds, but not in the statement
of activities (where it increases long-term debt) -                   -                  

Change in Net Assets of Governmental Activities 104,365$     113,062$    
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21. 

BUDGETARY COMPARISON STATEMENT – GENERAL FUND 
Year ended June 30, 2007  

 
 

Over (Under)
Original Final Final
Budget Budget Actual Budget

Revenue
Local sources 59,540$          59,540$          55,290$          (4,250)$           
State sources 1,602,075       1,602,075       1,630,083       28,008            
Federal sources 116,800          116,800          122,863          6,063              

Total revenue 1,778,415       1,778,415       1,808,236       29,821            

Expenditures
Current:

Instruction - Basic programs 1,124,500       1,124,500       1,088,188       (36,312)           
Support services:

Pupil 132,890          132,890          141,722          8,832              
General administration 62,690            62,690            61,660            (1,030)             
School administration 182,595          182,595          180,178          (2,417)             
Business services 4,500              4,500              11,072            6,572              
Operation and maintenance 218,000          218,000          200,289          (17,711)           

Debt service - Interest and other 4,700              4,700              4,164              (536)                
Capital outlay 5,000              5,000              1,870              (3,130)             

Total Expenditures 1,734,875       1,734,875       1,689,143       (45,732)           

Excess of Revenue Over (Under)
Expenditures 43,540            43,540            119,093          75,553            

Other Financing Uses
Transfers out (25,000)          (25,000)          (11,841)          13,159            

Net Change in Fund Balance 18,540            18,540            107,252          88,712            

Fund Balance - Beginning of year 125,549          125,549          125,549          -                      

Fund Balance - End of year 144,089$        144,089$        232,801$        88,712$          
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22. 

BUDGETARY COMPARISON STATEMENT – GENERAL FUND 
Year ended June 30, 2006 

 
 

Over (Under)
Original Final Final
Budget Budget Actual Budget

Revenue
Local sources 74,070$          74,070$          77,367$          3,297$            
State sources 1,576,425       1,576,425       1,569,283       (7,142)             
Federal sources 115,630          115,630          124,003          8,373              

Total revenue 1,766,125       1,766,125       1,770,653       4,528              

Expenditures
Current:

Instruction - Basic programs 1,067,815       1,067,815       1,041,638       (26,177)           
Support services:

Pupil 136,810          136,810          140,808          3,998              
General administration 59,740            59,740            59,250            (490)                
School administration 163,585          163,585          159,050          (4,535)             
Business services 4,500              4,500              3,918              (582)                
Operation and maintenance 207,000          207,000          201,508          (5,492)             

Debt service - Interest and other 11,000            11,000            8,292              (2,708)             
Capital outlay 45,000            45,000            57,618            12,618            

Total Expenditures 1,695,450       1,695,450       1,672,082       (23,368)           

Excess of Revenue Over (Under)
Expenditures 70,675            70,675            98,571            27,896            

Other Financing Uses
Transfers out (55,675)          (55,675)          (56,784)          (1,109)             

Net Change in Fund Balance 15,000            15,000            41,787            26,787            

Fund Balance - Beginning of Year 83,762            83,762            83,762            -                      

Fund Balance - End of Year 98,762$          98,762$          125,549$        26,787$          
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NOTE 1 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICES 
 
The accounting policies of the Grand Rapids Child Discovery Center (the “Center”) conform to 
accounting principles generally accepted in the United States of America (GAAP) as applicable 
to governmental units.  The following is a summary of the significant accounting policies used 
by the Center: 
 
Reporting entity:  The Center was formed as a public school academy pursuant to Part 6A of the 
Michigan Revised School Code of 1976, Act No. 451 of the Public Acts of 1976, as amended, 
Sections 380.501 to 380.507 of the Michigan Compiled Laws. The Center filed articles of 
incorporation as a nonprofit corporation pursuant to the provisions of the Michigan Nonprofit 
Corporation Act of 1982, as amended, on December 1, 1999. 
 
The Center then entered into a contract starting January 1, 2000 through June 30, 2003, with the 
Grand Rapids Public Schools Board of Education to charter the Center.  This contract has been 
extended for a period of five years ending June 30, 2008.  The contract requires the Center to act 
exclusively as a governmental agency and not undertake any action inconsistent with its status 
as an entity authorized to receive state school aid funds pursuant to the state constitution.  The 
Board of Education is the fiscal agent for the Center and is responsible for overseeing the 
Center’s compliance with the contract and all applicable laws.  The Center pays the Board of 
Education 3 percent of state aid as administrative fees.  The total administrative fees for the 
years ended June 30, 2007 and 2006 were $45,803 and $44,753, respectively. 
 
The accompanying basic financial statements have been prepared in accordance with criteria 
established by the Governmental Accounting Standards Board for determining the various 
governmental organizations to be included in the reporting entity.  These criteria include 
significant operational or financial relationships with the Center.  Based on application of the 
criteria, the Center does not contain component units. 
 
Center-wide and Fund Financial Statements:  The Center-wide financial statements (i.e., the 
statement of net assets and the statement of activities) report information on all of the 
nonfiduciary activities of the primary government.  For the most part, the effect of interfund 
activity has been removed from these statements.  Governmental activities are reported 
separately from business-type activities, which rely to a significant extent on fees and charges 
for support.  All of the Center-wide activities are considered governmental activities. 
 
The statement of activities demonstrates the degree to which the direct expenses of a given 
function or segment are offset by program revenues.  Direct expenses are those that are clearly 
identifiable with a specific function.  Program revenue includes (1) charges to customers or 
applicants who purchase, use, or directly benefit from goods, services, or privileges provided by 
a given function and (2) grants and contributions that are restricted to meeting the operational 
or capital requirements of a particular function.  Internally dedicated resources are reported as 
general revenue rather than as program revenue.  Likewise, general revenue includes 
unrestricted state aid.  When both restricted and unrestricted resources are available for use, it 
is the Center’s policy to use restricted resources first, then unrestricted resources as they are 
needed.  



GRAND RAPIDS CHILD DISCOVERY CENTER 
NOTES TO FINANCIAL STATEMENTS 

June 30, 2007 and 2006 
_____________________________________________________________________________________ 

Continued 
24. 

 
NOTE 1 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
Separate financial statements are provided for governmental funds.  Major individual 
governmental funds are reported as separate columns in the fund financial statements. 
 
Measurement Focus, Basis of Accounting, and Financial Statement Presentation 
 
Center-wide Financial Statements: - The Center-wide financial statements are reported using the 
economic resources measurement focus and the accrual basis of accounting.  Revenue is 
recorded when earned and expenses are recorded when a liability is incurred, regardless of the 
timing of related cash flows.  Grants, categorical aid, and similar items are recognized as 
revenue as soon as all eligibility requirements imposed by the provider have been met. 
 
As a general rule, the effect of interfund activity has been eliminated from the Center-wide 
financial statements. 
 
Private-sector standards of accounting and financial reporting issued prior to December 1, 1989, 
generally are followed in the government-wide financial statements to the extent that those 
standards do not conflict with or contradict guidance of the Governmental Accounting 
Standards Board. 
 
Fund Financial Statements: - Governmental fund financial statements are reported using the 
current financial resources measurement focus and the modified accrual basis of accounting.  
Revenue is recognized as soon as it is both measurable and available.  Revenue is considered to 
be available if it is collected within the current period or soon enough thereafter to pay 
liabilities of the current period.  For this purpose, the Center considers revenues to be available 
if they are collected within 60 days of the end of the current fiscal period.  Expenditures 
generally are recorded when a liability is incurred, as under accrual accounting.  However, debt 
service expenditures are recorded only when a payment is due. 
 
Unrestricted state aid, intergovernmental grants, and interest associated with the current fiscal 
period are all considered to be susceptible to accrual and so have been recognized as revenue of 
the current fiscal period.  All other revenue items are considered to be available only when cash 
is received by the Center. 
 
The Center reports the following major governmental fund: 
 
General Fund: - The General Fund is the Center’s primary operating fund.  It accounts for all 
financial resources of the Center, except those required to be accounted for in another fund. 
 
Additionally, the Center reports the following fund types: 
 
Special Revenue Fund: - The Special Revenue Fund is used to account for the proceeds of specific 
revenue sources that are restricted to expenditures for specified purposes.  The Center’s Special 
Revenue Fund is the Food Service Fund.  
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NOTE 1 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
Debt Service Fund: - The Debt Service Fund is used to record interest revenue and the payments 
of interest, principal, and other expenditures on long- term debt.  
 
Capital Projects Fund: - The Capital Projects fund is used to account for contributions for the 
future renovation of the Center, and the expenditure of these resources.  
 
Assets, Liabilities, and Net Assets or Equity 
 
Cash and Investments: – Cash and investments include cash on hand, demand deposits, and 
short-term investments with a maturity of three months or less when acquired.  Investments are 
stated at fair value. 
 
Receivables and Payables: – In general, outstanding balances between funds are reported as “due 
to/from other funds.”  Activities between funds that are representative of lending/borrowing 
arrangements outstanding at the end of the fiscal year are referred to as “advances to/from 
other funds”.   
 
Trade receivables are shown net of an allowance for uncollectible amounts.  The Center 
considers all accounts receivable to be fully collectible; accordingly, no allowance for 
uncollectible amounts is recorded. 
 
Capital Assets: – Capital assets, which include land, buildings, equipment, and vehicles, are 
reported in the applicable governmental column in the Center-wide financial statements.   
Capital assets are defined by the Center as assets with an initial individual cost of more than 
$1,000 and an estimated useful life in excess of three years.  Such assets are recorded at 
historical cost or estimated historical cost if purchased or constructed.  Donated capital assets 
are recorded at estimated fair market value at the date of donation.  Costs of normal repair and 
maintenance that do not add to the value or materially extend asset life are not capitalized.  The 
center does not have infrastructure-type assets. 
 
Buildings, equipment, and vehicles are depreciated using the straight-line method over the 
following useful lives: 
 
 Furniture and other equipment     5-10 years 
 Leasehold improvements      20 years 
 
Salaries Payable and Accrued Employee Benefits: - A liability is recorded at June 30 for those 
amounts owed to teachers and other employees of the Center who do not work during the 
summer when school is not in session but have elected to have their salaries paid over an entire 
year.  This has the effect of properly charging their salaries to expenditures in the fiscal year in 
which their services are received, even though they are not paid until July and August of the 
following fiscal year. 
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NOTE 1 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
The liability for accrued retirement and the employer share of FICA related to the salaries 
payable has been recorded as has the liability for employee health insurances for the months of  
July and August.  The Center pays these insurances for this period as a part of the compensation 
for services rendered in the preceding school year. 
 
Long-term Obligations: – In the Center-wide financial statements, long-term debt and other long-
term obligations are reported as liabilities in the statement of net assets.  In the fund financial 
statements, the face amount of debt issued is reported as other financing sources. 
 
Fund Equity: – In the fund financial statements, governmental funds report reservations of fund 
balance for amounts that are not available for appropriation or are legally restricted by outside 
parties for use for a specific purpose.  Designations of fund balance represent tentative 
management plans that are subject to change. 
 
Comparative Data/Reclassifications: – Comparative data is included in the Center’s financial 
statements, where applicable.  Certain amounts in the 2006 financial information have been 
reclassified to conform with the 2007 presentation. 
 
Use of Estimates: - The process of preparing the basic financial statements in conformity with 
GAAP requires the use of estimates and assumptions regarding certain types of assets, 
liabilities, revenues, and expenses.  Such estimates primarily related to unsettled transactions 
and events as of the date of the financial statements.  Accordingly, upon settlement, actual 
results may differ from estimates amounts. 
 
State Aid – For the fiscal years ended June 30, 2007 and 2006, the State of Michigan adopted a 
foundation grant approach which provides for a specific annual amount of revenue per student 
based on a state-wide formula.  The foundation is funded from state and local sources.  
Revenues from state sources are primarily governed by the School Aid Act and the School Code 
of Michigan.  The Michigan Department of Education administers the allocation of state funds 
to school districts based on information supplied by the districts.  For the years ended June 30, 
2007 and 2006, the foundation allowance was based on the average pupil membership counts 
taken in February and September of 2006 and 2005, respectively. 
 
The state portion of the foundation allowance is provided primarily by a state education 
property tax millage of 6 mills and an allocated portion of state sales and other taxes.  The 
Center has no local portion of the foundation allowance.  The state revenue is recognized 
during the foundation period (currently the fiscal year) and is funded through payments from 
October – August each fiscal year.  The local revenue is recognized as outlined in Note 1 Basis 
of Accounting.  Amounts receivable from the State of Michigan at June 30, 2007 and 2006 
relating to state aid were $281,954 and $286,073, respectively. 
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NOTE 1 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
The Center also receives revenue from the state to administer certain categorical education 
programs.  State rules require that revenue earmarked for these programs be used for its 
specific purpose.  Certain categorical funds require an accounting to the state of the 
expenditures incurred.  For categorical funds meeting this requirement, funds received, which 
are not expended by the close of the fiscal year, are recorded as deferred revenue.  Other 
categorical funding is recognized when the appropriation is received. 
 
NOTE 2 – STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY 

 
Budgetary Information: – Annual budgets are adopted on a basis consistent with accounting 
principles generally accepted in the United States of America and state law for the General 
Fund and Special Revenue Fund.  All annual appropriations lapse at fiscal year end. 

 
The budget document presents information by fund, function and object.  The legal level of 
budgetary control adopted by the governing body (i.e., the level at which expenditures may not 
legally exceed appropriations) is the function level.  State law requires the Center to have its 
budget in place by July 1.  However, the budget for fiscal year 2007 was not adopted by the 
Board until December 12, 2006.  Expenditures in excess of amounts budgeted are a violation of  
Michigan law.  State law permits academies to amend their budgets during the year.  There 
were no significant amendments during 2007 or 2006. 
 
Encumbrance accounting is employed in governmental funds.  Encumbrances (e.g., purchase 
orders, contracts) outstanding at year end are reported as reservations of fund balances and do 
not constitute expenditures or liabilities because the goods or services have not been received as 
of year end; the commitments will be re-appropriated and honored during the subsequent year.  
There were no encumbrances at June 30, 2007 or 2006. 
 
Excess of Expenditures Over Appropriations in Budgeted Funds: – During 2007 and 2006, the Center 
incurred expenditures in excess of the amount appropriated as follows: 
 

 Final Budget  Actual  Variance 
June 30, 2007      

General fund:      
Pupil services $ 132,890  $141,722  $8,832 
Business services 4,500  11,072  6,572 

      
 

 Final Budget  Actual  Variance 
June 30, 2006      

General fund:      
Pupil services $ 136,810  $140,808  $3,998 
Debt service 4,500  11,072  12,618 
Transfers out 55,675  56,784  1,109 
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NOTE 3 – DEPOSITS AND INVESTMENTS 
 
State statutes authorize the Center to make deposits in the accounts of federally insured banks, 
credit unions and savings and loan associations that have offices in Michigan.  The Center is 
allowed to invest in U.S. Treasury or agency obligations, U.S. government repurchase 
agreements, bankers’ acceptances, commercial paper rated prime at the time of purchase that 
matures not more than 270 days after the date of purchase, mutual funds and investment pools 
that are composed of authorized investment vehicles.  The Center’s deposits are in accordance 
with statutory authority. 
 
The Center has designated one bank for the deposit of its funds.  At June 30, 2006 and 2007, the 
Center had no investments.  
 
The investment policy adopted by the board has authorized investments as listed in the state 
statutory authority as listed above. 
 
The Center’s cash and investments are subject to several types of risk, which are examined in 
more detail below: 
 
Custodial Credit Risk of Bank Deposits:  Custodial credit risk is the risk that in the event of a bank 
failure, the Center’s deposits may not be returned to it.  The Center’s investment policy requires 
that financial institutions be evaluated and only those with an acceptable risk level are used for 
the Center’s deposits for custodial credit risk.  At June 30, 2007 and 2006, the Center had a 
deposit balance of $60,758 and $6,696, respectively, in bank deposits (certificates of deposit, 
checking and savings accounts), none of which was uninsured and uncollateralized.   
 
 
NOTE 4 – RECEIVABLES 
 
Receivables as of year end for the Center’s individual major fund and the nonmajor funds, in 
the aggregate, including the applicable allowances for uncollectible accounts ($-0- at June 30, 
2007 and 2006) are as follows: 
 

2007 2006
Receivables - Intergovernmental 311,555$    328,824$    

 
 
Governmental funds report deferred revenue in connection with receivables for revenue that is 
not considered to be available to liquidate liabilities of the current period.  Governmental funds 
also defer revenue recognition in connection with resources that have been received but not yet 
earned.  At June 30, 2007 and 2006, there was no deferred revenue. 
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NOTE 5 – CAPITAL ASSETS 
 
Capital asset activity of the Center’s governmental activities was as follows: 
 

Balance Disposals and Balance
July 1, 2006 Additions Adjustments June 30, 2007

Capital assets being depreciated:
Leasehold improvements 230,863$          -$                      -$                      230,863$          
Furniture and equipment 97,593              1,870                -                        99,463              

Subtotal 328,456            1,870                -                        330,326            

Accumulated depreciation:
Leasehold improvements 43,785              12,361              -                        56,146              
Furniture and equipment 57,964              7,556                -                        65,520              

Subtotal 101,749            19,917              -                        121,666            

Net governmental capital assets 226,707$          (18,047)$           -$                      208,660$          

Balance Disposals and Balance
July 1, 2005 Additions Adjustments June 30, 2006

Capital assets being depreciated:
Leasehold improvements 179,377$          51,486$            -$                      230,863$          
Furniture and equipment 91,461              6,132                -                        97,593              

Subtotal 270,838            57,618              -                        328,456            

Accumulated depreciation:
Leasehold improvements 31,424              12,361              -                        43,785              
Furniture and equipment 45,209              12,755              -                        57,964              

Subtotal 76,633              25,116              -                        101,749            

Net governmental capital assets 194,205$          32,502$            -$                      226,707$          

 
 
 
Depreciation expense was not charged to activities, as the Center considers its assets to impact 
multiple activities and allocation is not practical. 
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NOTE 6 – INTERFUND TRANSFERS 
 
The composition of interfund transfers is as follows: 
 

Debt Service Food Service
Fund Fund Total

2007 Transfers out - General Fund -$                   11,841$          11,841$         

2006 Transfers out - General Fund 40,365$         16,419$          56,784$         

Transfers In

 
  
Transfers to the Debt Service Fund in 2006 from the General Fund are made to provide funds to 
pay debt payments on the term note to Fifth Third Bank.  This term loan was fully paid in 2006. 
  
Transfers to the Food Service Fund from the General Fund are made to subsidize operations. 
 
 
NOTE 7 – OPERATING LEASES 
 
The Center subleases a facility from Aquinas College in which its operation and administration 
are conducted.  Rental expenses for this facility were $84,000 for the years ended June 30, 2007 
and 2006.  The future minimum rent payments for this lease are as follows: 
 

Years Ending
June 30 Amount

2008 84,000$      
2009 84,000        
2010 84,000        
2011 84,000        
2012 84,000        

2013-2017 420,000      
2018-2020 252,000      

Total 1,092,000$ 

 
  
Additionally, in 2006 the Center entered into a sublease agreement with Aquinas College for 
desktop computers, printers and a server.  Lease expenses for this computer equipment were 
$17,050 and $16,800, respectively, for the years ended June 30, 2007 and 2006.  Like payments 
will be made in fiscal year 2008. 
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NOTE 8 – LINE OF CREDIT 
 
The Center has an unsecured bank line of credit that allows borrowings up to $250,000 at the 
bank’s prime interest rate.  Borrowing under this line of credit was $-0- and $94,000 at June 30, 
2007 and 2006, respectively.  The effective interest rate at June 30, 2007 and 2006 was 8.25 
percent. 
 
 Balance 

July 1, 2006 
  

Additions 
  

Payments 
 Balance 

June 30, 2007 
Line of Credit $   94,000   $ 594,000  $(688,000)  $  -0- 
        
 
 Balance 

July 1, 2005 
  

Additions 
  

Payments 
 Balance 

June 30, 2006 
Line of Credit $  49,000  $1,087,000  $(1,042,000)  $  94,000 
        
 
NOTE 9 – LONG-TERM DEBT 
 
The Center issues notes and other contractual commitments to provide for the acquisition and 
construction of major capital facilities and the acquisition of certain equipment.  Notes and 
installment purchase agreements are also general obligations of the Center.  There were no 
notes outstanding at June 30, 2007 or 2006. 
 
 Balance 

July 1, 2005 
  

Additions 
  

Payments 
 Balance 

June 30, 2006 
Note payable to Fifth 

Third Bank; payable in 
monthly installments of 
$3,340, including 
interest at the bank’s 
prime rate. $   38,773   $ -0-  $(38,773)  $  -0- 

 
 
NOTE 10 – RISK MANAGEMENT 

 
The Center is exposed to various risks of loss related to property loss, torts, errors and 
omissions and employees injuries (workers’ compensation), as well as medical benefits 
provided to employees.  The Center has purchased commercial insurance for all claims.  Settled 
claims relating to the commercial insurance have not exceeded the amount of insurance 
coverage in any of the past three fiscal years. 
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NOTE 11 – RELATED PARTY TRANSACTIONS 

 
The Center was created through collaboration between the Grand Rapids Public Schools Board 
of Education and Aquinas College (the “College”) to introduce the Reggio Emilia approach to 
early childhood education into the Grand Rapids Public Schools system.  At June 30, 2007 and 
2006, two of the Center’s board members were employees of the College.   

 
The Center subleases its operating facility from the College and compensates the College for 
pedagogista services provided by the College.  The College provides the Center with support 
services related to its use of the facility and financial services related to accounts payable, 
payroll, payroll tax reporting, and general accounting and report preparation services.  Rent, 
utilities, and maintenance of the facility are prorated between the Center and the College based 
on student enrollments of the Center and the College’s child development center.  The College’s 
child development center is an infant-through-preschool, Reggio Emilia inspired program that  
serves the community and provides its School of Education with a high-quality lab school for 
student teaching and observations.   

 
For the years ended June 30, 2007 and 2006, the Center compensated the College for rent and 
utilities in the amount of $146,096 and $148,562, respectively.  Housekeeping services were 
provided through Aquinas College at a cost of $17,495 and $-0- for the years ended June 30, 
2006 and 2007, respectively.  Additionally, $226,973 and $212,317 was provided to the College in 
2007 and 2006 for pedagogista services, administrative support, and contracted employees.   
 
 
NOTE 12 – DEFINED BENEFIT PENSION PLAN 
 
Plan Description:  The Center participates in the Michigan Public School Employees’ Retirement 
System (MPSERS), a cost-sharing, multiple-employer, statewide, defined benefit, public 
employee retirement system governed by the State of Michigan that covers all employees of the 
Center.  The system provides retirement, survivor and disability benefits to plan members and 
their beneficiaries.  The MPSERS issues a publicly available financial report that includes 
financial statements and required supplementary information for the system.  That report may 
be obtained by writing to the MPSERS at P.O. Box 30171, Lansing, Michigan 48909-7671. 
 
Funding Policy:  Employer contributions to the system result from the implementing effects of 
the School Finance Reform Act.  Under these procedures, each school district is required to 
contribute the full actuarial funding contribution amount to fund pension benefits, plus an 
additional amount to fund retiree health care benefit amounts on a cash disbursement basis.  
The pension benefit rate totals 16.34 percent for the period July 1, 2006 through September 30, 
2006 and 17.74 percent for the period October 1, 2006 through June 30, 2007, respectively.  Basic 
plan members make no contributions, but contribute to a Member Investment Plan (MIP) at 
rates ranging from 3.0 percent to 4.3 percent of gross wages.  The Center’s contributions to the 
MPSERS plan for the years ended June 30, 2007, 2006 and 2005 were $110,296, $95,982, and 
$94,010, respectively.  
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NOTE 12 – DEFINED BENEFIT PENSION PLAN (Continued) 
 
Post-employment Benefits:  Under the MPSERS Act, all retirees participating in the MPSERS 
Pension Plan have the option of continuing health, dental and vision coverage.  Retirees having 
these coverages contribute an amount equivalent to the monthly cost for Part B Medicare and 10 
percent of the monthly premium amount for the health, dental and vision coverages.  Required 
contributions for post-employment health care benefits are included as part of the Center’s total 
contribution to the MPSERS plan discussed above. 
 
NOTE 13 – ECONOMIC DEPENDENCY 
 
The Center received approximately 90% and 89% of its General Fund Revenue from the 
Michigan Department of Education during 2007 and 2006, respectively.  Due to the significance 
of this revenue source to the Center, the Center is considered to be economically dependent.



 

 

SUPPLEMENTAL INFORMATION 
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COMBINING BALANCE SHEET 
NONMAJOR GOVERNMENTAL FUNDS 

June 30, 2007 and 2006 
 
 
 

Food Debt Capital Food Debt
Service Service Projects Service Service
Fund Fund Fund Total Fund Fund Total

Assets - Cash and investments -$                   -$                   15,160$         15,160$         -$                   -$                   -$               

Liabilities - Accounts payable -$                     -$                     -$                     -$                     -$                     -$                     -$                     
Fund Balance - Unreserved, Undesignated -                       -                       15,160           15,160              -                       -                       -                       

Total Liabilities and Fund Balance -$                   -$                   15,160$         15,160$         -$                   -$                   -$               

2007 2006
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COMBINING STATEMENT OF REVENUE, EXPENDITURES 
AND CHANGES IN FUND BALANCES 

NONMAJOR GOVERNMENTAL FUNDS 
Year ended June 30, 2007 

 
 
 

Food Debt Capital
Service Service Projects
Fund Fund Fund Total

Revenue
Local sources 7,428$       -$               15,160$     22,588$     
State sources 2,200         -                 -                 2,200         
Federal sources 39,428       -                 -                 39,428       

Total revenue 49,056       -                 15,160       64,216       

Expenditures
Current - Food services 60,897       -                 -                 60,897       
Debt service:

Principal -                 -                 -                 -                 
Interest -                 -                 -                 -                 

Total expenditures 60,897       -                 -                 60,897       

Excess of Expenditures Over Revenue (11,841)      -                 15,160       3,319         

Other Financing Sources
Transfers in 11,841       -                 -                 11,841       

Net Change in Fund Balances -                 -                 15,160       15,160       

Fund Balances - Beginning of year -                 -                 -                 -                 

Fund Balances - End of year -$               -$               15,160$     15,160$     
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COMBINING STATEMENT OF REVENUE, EXPENDITURES 
AND CHANGES IN FUND BALANCES 

NONMAJOR GOVERNMENTAL FUNDS 
Year ended June 30, 2006 

 
 

Food Debt
Service Service
Fund Fund Total

Revenue
Local sources 6,544$       -$           6,544$       
State sources 1,982         -             1,982         
Federal sources 46,929       -             46,929       

Total revenue 55,455       -             55,455       

Expenditures
Current - Food services 71,874       -             71,874       
Debt service:

Principal -             38,773       38,773       
Interest -             1,592         1,592         

Total expenditures 71,874       40,365       112,239     

Excess of Expenditures Over Revenue (16,419)      (40,365)      (56,784)      

Other Financing Sources
Transfers in 16,419       40,365       56,784       

Net Change in Fund Balances -             -             -             

Fund Balances - Beginning of year -             -             -             

Fund Balances - End of year -$           -$           -$            
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL 

REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT 
OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT 

AUDITING STANDARDS 
 

October 29, 2007 
 
 
To the Board of Directors 
Grand Rapids Child Discovery Center 
Grand Rapids, Michigan 
 
We have audited the financial statements of the governmental activities, the major fund and the 
aggregate remaining fund information of the Grand Rapids Child Discovery Center, Grand 
Rapids, Michigan, as of and for the year ended June 30, 2007, and have issued our report 
thereon dated October 29, 2007.  We conducted our audit in accordance with auditing standards 
generally accepted in the United States of America and the standards applicable to financial 
audits contained in Government Auditing Standards, issued by the Comptroller General of the 
United States. 
 
Internal Control Over Financial Reporting 
In planning and performing our audit, we considered the Grand Rapids Child Discovery 
Center’s internal control over financial reporting as a basis for designing our auditing 
procedures for the purpose of expressing our opinion on the financial statements, but not for 
the purpose of expressing an opinion on the effectiveness of the Grand Rapids Child Discovery 
Center’s internal control over financial reporting. Accordingly, we do not express an opinion on 
the effectiveness of the Grand Rapids Child Discovery Center’s internal control over financial 
reporting.   
 
Our consideration of the internal control over financial reporting was for the limited purpose 
described in the first paragraph of this section and would not necessarily identify all 
deficiencies in internal control that might be significant deficiencies or material weaknesses. 
However, as discussed below, we identified certain deficiencies in internal control over 
financial reporting that we consider to be significant deficiencies.  
 
A control deficiency exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to 
prevent or detect misstatements on a timely basis. A significant deficiency is a control 
deficiency, or combination of control deficiencies, that adversely affects the entity’s ability to 
initiate, authorize, record, process, or report financial data reliably in accordance with generally 
accepted accounting principles, such that there is more than a remote likelihood that a 
misstatement of the entity’s financial statements that is more than inconsequential will not be 
prevented or detected by the entity’s internal control. We consider the findings listed below to 
be significant deficiencies in internal control over financial reporting. 
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38. 

Finding 2007-1 – Internal Controls over Cash Disbursements 
 
Criteria: Management is responsible for establishing and maintaining effective 

internal control over financial reporting and the safeguarding of Center’s 
assets.  The purpose of internal controls is to provide reasonable, but not 
absolute, assurance that assets are safeguarded against loss from 
unauthorized use or disposition, and that transactions are properly 
authorized and recorded.  Any limitation on the effectiveness of a 
government’s internal controls carries with it a greater risk of fraud and 
abuse.  
  

Condition: The Center’s current internal controls over cash disbursements call for 
the Board of Directors to review a listing of cash disbursements made for 
the previous month at each of its meetings.  As part of our audit, we 
selected a random sample of 25 disbursements, and found that three of 
them were paid in incorrect amounts due to human error.  
 

 
Cause: This condition is caused by a deficiency in the Center’s design of internal 

controls.  Board oversight would not likely detect human error or 
misappropriation unless the dollar amount was significant.   
 

Effect:  As a result of this condition, the Center made cash disbursements in 
incorrect amounts totaling $110.  While the specific errors identified 
during our testing clearly inconsequential to the Center’s financial 
statements taken as a whole, they indicate a control deficiency which 
makes it at least reasonably possible that similar errors could occur and 
not be prevented or detected by management.  
 

Recommendation: We recommend that the Center’s cash disbursements be subject to a more 
detailed review and approval process than is currently in place in order 
to reduce the risk of human error.  
 

View of 
Responsible 
Officials: 

The Center’s Principal and Treasurer will periodically review paid 
invoices to assure that amounts invoiced agree to the amount actually 
paid.  Differences, if any, will be investigated, documented and resolved 
with the respective vendor. 
 

 
 

Finding 2007-2 – Independent Review of Journal Entries  
 
Criteria: In order to maintain a strong internal control environment, deter fraud, 

and prevent human error, all journal entries and other adjustments to the 
Center’s records should be independently reviewed and approved by a 
knowledgeable administrator or Board member. 
 



 

39. 

 
Condition: The Center’s internal controls do not currently require any independent 

review of journal entries or other adjustments posted the Center’s 
records. 
 

Cause: This condition is a result of limited staff resources. 
 

Effect:  While our audit sampling did not detect any actual misstatements as a 
result of this condition, the Center is nevertheless exposed to an increased 
risk that its financial statements could be misstated, whether due to error 
or fraud. 
 

Recommendation: We recommend that the Center establish and adhere to a policy of having 
an independent administrator review and approve all journal entries and 
other adjustments posted to the Center’s books.  Such approval should 
occur at least monthly, and documented and filed along with the 
supporting documentation for each journal entry.  
 

View of 
Responsible 
Officials: 

Starting with fiscal year 2008, all journal entries will be submitted to the 
Board of Directors each month for their review and approval.  This 
process will be similar to the existing process whereby all cash 
transactions of the Center are provided to the Board of Directors each 
month for their review and approval. 
 

 
A material weakness is a significant deficiency, or combination of significant 
deficiencies, that results in more than a remote likelihood that a material misstatement 
of the financial statements will not be prevented or detected by the entity’s internal 
control.  
 
Our considering of the internal control over financial reporting was for the limited 
purpose described in the first paragraph of this section and would not necessarily 
identify all deficiencies in the internal control that might be significant deficiencies and, 
accordingly, would not necessarily disclose all significant deficiencies that are also 
considered to be material weaknesses. We do not consider any of the significant 
deficiencies described above to be material weaknesses.  
 
Compliance and Other Matters 
As part of obtaining reasonable assurance about whether the Grand Rapids Child 
Discovery Center’s financial statements are free of material misstatement, we performed 
tests of its compliance with certain provisions of laws, regulations, contracts and grant 
agreements, noncompliance with which could have a direct and material effect on the 
determination of financial statement amounts.  However, providing an opinion on 
compliance with those provisions was not an objective of our audit and, accordingly, we 
do not express such an opinion.  The results of our tests disclosed no instances of 
noncompliance or other matters that are required to be reported under Government 
Auditing Standards. 
 
We noted certain matters that we reported to management of the Grand Rapids Child 
Discovery Center in a separate letter dated October 29, 2007.  
 



 

40. 

The Grand Rapids Child Discovery Center’s responses to the findings identified in our 
audit are described above. We did not audit the Grand Rapids Child Discovery Center’s 
responses and, accordingly, we express no opinion on them.  
 
This report is intended solely for the information and use of management and the Board 
of Education, federal awarding agencies and pass-through entities and is not intended to 
be and should not be used by anyone other than these specified parties. 
 
 
 

 
   
 
 



 
 
 
 
 
 
 

October 29, 2007 
 

 
To the Board of Director of the 
  Grand Rapids Child Discovery Center 
Grand Rapids, Michigan 
 
 
We have audited the financial statements of the Grand Rapids Child Discovery Center for the year ended 
June 30, 2007, and have issued our report thereon dated October 29, 2007. Professional standards require that 
we provide you with the following information related to our audit. 
 
 
Our Responsibility Under Auditing Standards Generally Accepted in the United States of America 
and Government Auditing Standards 
 
As stated in our engagement letter dated April 10, 2007, our responsibility, as described by professional 
standards, is to plan and perform our audit to obtain reasonable, but not absolute, assurance that the financial 
statements are free of material misstatement and are fairly presented in accordance with accounting 
principles generally accepted in the United States of America.  Because an audit is designed to provide 
reasonable, but not absolute assurance and because we did not perform a detailed examination of all 
transactions, there is a risk that material misstatements may exist and not be detected by us. 
 
As part of our audit, we considered the internal control of the Grand Rapids Child Discovery Center.  Such 
considerations were solely for the purpose of determining our audit procedures and not to provide any 
assurance concerning such internal control. 
 
As part of obtaining reasonable assurance about whether the financial statements are free of material 
misstatement, we performed tests of the Grand Rapids Child Discovery Center’s compliance with certain 
provisions of laws, regulations, contracts, and grants. However, the objective of our tests was not to provide 
an opinion on compliance with such provisions. 

 
Significant Accounting Policies 
 
Management is responsible for the selection and use of appropriate accounting policies. In accordance with 
the terms of our engagement letter, we advised management about the appropriateness of accounting policies 
and their application. The significant accounting policies used by the Grand Rapids Child Discovery Center 
are described in Note 1 to the financial statements. No new accounting policies were adopted and the 
application of existing policies was not changed during the year. We noted no transactions entered into by 
the Grand Rapids Child Discovery Center during the year that were both significant and unusual, and of 
which, under professional standards, we are required to inform you, or transactions for which there is a lack 
of authoritative guidance or consensus. 
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Accounting Estimates 
 
Accounting estimates are an integral part of the financial statements prepared by management and are based 
on management’s knowledge and experience about past and current events and assumptions about future 
events.  Certain accounting estimates are particularly sensitive because of their significance to the financial 
statements and because of the possibility that future events affecting them may differ significantly from those 
expected. The most sensitive estimates affecting the financial statements were: 

 
 Management’s estimate of the useful lives of depreciable capital assets is based on the length of 

time it is believed that those assets will provide some economic benefit in the future.  
 
We evaluated the key factors assumptions used to develop these estimates in determining that they are 
reasonable in relation to the financial statements taken as a whole. 
 
Audit Adjustments 
 
For purposes of this letter, professional standards define an audit adjustment as a proposed correction of the 
financial statements that, in our judgment, may not have been detected except through our auditing 
procedures.  An audit adjustment may or may not indicate matters that could have a significant effect on the 
Grand Rapids Child Discovery Center’s financial reporting process (that is, cause future financial statements 
to be materially misstated).  In our judgment, none of the adjustments we proposed, whether recorded or 
unrecorded by the Grand Rapids Child Discovery Center, either individually or in the aggregate, indicate 
matters that could have a significant effect on the Grand Rapids Child Discovery Center’s financial reporting 
process. 
 
Disagreements with Management 
 
For purposes of this letter, professional standards define a disagreement with management as a matter, 
whether or not resolved to our satisfaction, concerning a financial accounting, reporting, or auditing matter 
that could be significant to the financial statements or the auditor’s report.  We are pleased to report that no 
such disagreements arose during the course of our audit. 
 
Consultations with Other Independent Accountants 
 
In some cases, management may decide to consult with other accountants about auditing and accounting 
matters, similar to obtaining a “second opinion” on certain situations. If a consultation involves application 
of an accounting principle to the governmental unit’s financial statements or a determination of the type of 
auditor’s opinion that may be expressed on those statements, our professional standards require the 
consulting accountant to check with us to determine that the consultant has all the relevant facts.  To our 
knowledge, there were no such consultations with other accountants. 
 
Issues Discussed Prior to Retention of Independent Auditors 
 
We generally discuss a variety of matters, including the application of accounting principles and auditing 
standards, with management each year prior to retention as the Grand Rapids Child Discovery Center’s 
auditors. However, these discussions occurred in the normal course of our professional relationship and our 
responses were not a condition to our retention. 
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Difficulties Encountered in Performing the Audit 
 
We encountered no difficulties in dealing with management in performing our audit. 
 
This letter and the accompanying memorandum are intended for the use of the Board of Directors, 
management, and federal awarding agencies and pass-through entities and is not intended to be and should 
not be used by anyone other than these specified parties. 

 
      Very truly yours, 
 
 

 
 



Grand Rapids Child Discovery Center 
Comments and Recommendations 
For the Year Ended June 30, 2007 

 
 
 
In planning and performing our audit of the financial statements of the Grand Rapids Child Discovery Center 
as of and for the year ended June 30, 2007, in accordance with auditing standards generally accepted in the 
United States of America, we considered the Center’s internal control over financial reporting (internal 
control) as a basis for designing our auditing procedures for the purpose of expressing our opinion on the 
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the Center’s 
internal control. Accordingly, we do not express an opinion on the effectiveness of the Center’s internal 
control.  
 
Our consideration of internal control was for the limited purpose described in the first paragraph and would 
not necessarily identify all deficiencies in internal control that might be significant deficiencies or material 
weaknesses.   
 
A control deficiency exists when the design or operation of a control does not allow management or 
employees, in the normal course of performing their assigned functions, to prevent or detect misstatements 
on a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies, that 
adversely affects the entity’s ability to initiate, authorize, record, process, or report financial data reliably in 
accordance with generally accepted accounting principles such that there is more than a remote likelihood 
that a misstatement of the entity’s financial statements that is more than inconsequential will not be 
prevented or detected by the entity’s internal control.  The deficiencies we noted that we consider to be 
significant deficiencies are described in our report on internal control over financial reporting and on 
compliance and other matters based on an audit of financial statements performed in accordance with 
Government Auditing Standards. 
 
A material weakness is a significant deficiency, or combination of significant deficiencies, that results in 
more than a remote likelihood that a material misstatement of the financial statements will not be prevented 
or detected by the entity’s internal control.   
 
Other Matters 
 
Accounting Software 
 
The Center’s accounting software is currently set up to allow for deletion or modification of transactions 
after they have been posted. We recommend that the Center work with the software vendor to disable this 
feature or modify the software to provide an audit trail.  
 
Adoption of the Annual Budget 
 
The budget for the year ended June 30, 2007 was not formally adopted by the Board of Directors until 
December 12, 2006. This is a violation of Public Act 621, which requires the annual budget to be adopted 
before the commencement of the fiscal year. In future years, the Center should adopt the budget before July 1 
of any given fiscal year.  
 



Grand Rapids Child Discovery Center 
Comments and Recommendations 
For the Year Ended June 30, 2007 

 
 
 
Food Service Cash Receipts 
 
Cash receipts are recorded by Center administration in a log by student name for payment of meals.  
Currently, no reconciliation is made between the log, the actual cash deposited in the bank, and the number 
of meals served.  We recommend that the Center perform a periodic reconciliation of these items to 
determine whether cash deposits are complete.  
 
 

*  *  *  *  * 
 




