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George Zahul, CPA, PC
101 N Port Crescent St
Bad Axe, Ml 48413
989-269-9966

Independent Auditor's Report
Board of Education
Church School
Bad Axe, Ml 48413

| have audited the accompanying general purpose financial statements of the governmental activities,
the business-type activities, the aggregated discretely presented component units, each major fund, and the
aggregate remaining fund information of the Church School as of and for the year ended June 30, 2007,
which collectively comprise the basic financial statements of the Church School management. My
responsibility is to express opinions on these financial statements based on my audit.

| conducted my 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 | 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 the significant estimates
made by management, as well as evaluating the overall financial statement presentation. | believe that my
audit provides a reasonable basis for my opinion.

In my opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, the aggregate
discretely presented component units, each major fund, and the aggregate remaining fund information of the
Church School as of June 30, 2007, and the respective changes in financial position and cash flows, where
applicable, thereof for the year ended in conformity with accounting principles generally accepted in the United
States of America.

In accordance with Government Auditing Standards, | have also issued my report dated October 26,
2007, on my consideration of the Church School internal control over financial reporting and on my tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements and other matters.
The purpose of that report is to describe the scope of my 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 my audit.

The management's discussion and analysis and budgetary comparison information are not a required
part of the basic financial statements but are supplementary information required by accounting principles
generally accepted in the United States of America. | 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 apinion on
it.




My audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Church School basic financial statements. The supplemental information is
presented for purposes of additional analysis and is not a required part of the basic financial statements. The
supplementary information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in my opinion, is fairly stated in all material respects in relation to the basic financial
statements taken as a whole. The supplementary information has not been subjected to the auditing
procedures applied in the audit of the basic financial statements and, accordingly, i express no opinion on

t@ﬁwf%%;@, (4, PC

Geofge Zahul,
October 26, 2007




George Zahul, CPA, PC
101 N Port Crescent St
Bad Axe, MI 48413
989-269-9966

Report on Compliance and on Internal Control Over Financial
Reporting Based on an Audit of Financial Statements Performed
in Accordance with Government Auditing Standards

To the Schooi District
Church School
Bad Axe, M| 48413

| have audited the financial statements of the governmental activities, the business-type activities, the
aggregated discretely presented component units, each major fund, and the aggregate remaining fund
information of Church School as of and for the year ended June 30, 2007, which collectively comprise Church
School basic financial statements and have issued my report thereon dated October 26, 2007. | conducted my
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 my audit, | considered the Church School internal control over financial
reporting in order to determine my auditing procedures for the purpose of expressing my opinion on the
financial statements and not to provide an opinion on the internal control over financial reporting. My
consideration of the internal control over financial reporting would not necessarily disclose all matters in the
internal control that might be materiai weaknesses. A material weakness is a reportable condition in which the
design or operation of one or more of the internal control components does not reduce to a relatively low level
the risk that misstatements caused by error or fraud in amounts that would be material in relation to the
financial statements being audited may occur and not be detected within a timely period by employees in the
normai course of performing their assigned functions. | noted no matters involving the internal control over
financial reporting and its operation that | consider to be material weaknesses.

Compliance

As part of obtaining reasonable assurance about whether Church School financial statements are free
of material misstatement, | 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 my audit and, accordingly, | do not express such an opinion. The results of
my tests disclosed no instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards.

This report is intended solely for the information and use of the audit committee, management, the
State of Michigan, and the United States Department of Agricuiture Rural Development and is not intended to
bg.and should not be used by anyone other than those specified parties.

(T

George Zahul, IPA, PC
October 26, 2007




Church School
Management’s Discussion and Analysis

This section of the School District's annual financial report presents our
discussion and analysis of the District's financial performance during the fiscal year that
ended on June 30, 2007. Please read it in conjunction with the district's financial
statements, which immediately follow this section.

Financial Highlights

The 2006/07 fiscal years resulted in a Fund Balance in the General Fund of
$312,939.55. This was an expected result for the District. The Fund Balance was
slightly higher than was originally budgeted.

In total, District revenues exceeded $221 400.14 for fiscal year ended June 30,
2007. Spending over the same time period was $187,654.12. In both cases that was a
decrease of approximately $25,833.79 over fiscal 2006 for revenues and an increase of
$7,517.99 for spending.

Overview of the Financial Statements

This annual report consists of three parts — management’s discussion and
analysis (this section), the basic financial statements and required supplementary
information. The basic financial statements include two kinds of statements that present
different views of the District:

The first two statements are district-wide financial statements that provide both
short-term and fong-term information about the District's overall financial status.

The remaining statements are fund financial statements that focus on individual
parts of the District, reporting the District's operations in more detail than the district-wide
statements.

The governmental funds statements tell how basic services like regular and
special education were financed in the short-term as well as what remains for future
spending.

Fiduciary funds statements provide information about the financial relationships
in which the District acts solely as a trustee or agent for the benefit of others.

The financial statements also include notes that explain some of the information
in the statements and provide more detailed data. The statements are followed by a
section of required supplementary information that further explains and supports the
financial statements with a comparison of the District's budget for the year.




Church School
Management's Discussion and Analysis

Major Features of District-Wide  and Fund Financial Statements

District-wide Fund Financial Statements
Statements Governmental Funds Fiduciary Funds
Instances In which the
The activities of the district that administers resaurces on behalf
are not proprietary or fiduciary, of someone else, such as
Entire district such as special education scholarship programs and
Scope {except fiduciary funds) and building maintenance, student activities monles
Required financial  *Statement of net assets *Balance shest *Statement of fiduclary net assets
Statements *Statement of activities *Statement of revenues, *Statement of changes in
Expenditures and changes fiduciary net assets

In fund balances

Accounting basis Accrual accounting and Modified accrual aceounting Accrual accounting and
and measlrement  economic resources focus  and current financial resources economic resources focus
focus focus

Type of assetfliability All assets and llabllifles, Generally assels expected to All assets and liabilitles, bath
Information both financial and capital,  be used up and liahilities short-term and long-term,

short-term and long-term  that come due during the year Church School funds do not
or soon thereafter; no capital currently contain capital assets,
assets or long-term liabillties although they can

included

Type of inflow/ All revenues and expenses  Revenues for which cash All additions and dedications

Outflow information  during year, regardless received during or soon after during the year, regardless of
of when cash is received the end of the year, when cash Is received or paid
or paid expenditures when goods or

services have been received
and the ralated liability is
due and payable

Summarized above are the major Features of District-Wide and Fund Financial
Statements summarizing the major features of the District's financial statements,
including the portion of the District's activities they caver and the types of information
they contain. The remainder of this overview section of management's discussion and
analysis highlights the structure and contents of each of the statements.

District-Wide Statements

The District-wide statements report information about the District as a whole
using accounting methods similar to those used by private-sector companies. The
statements of net assets inciude all of the District's assets and liabilities. All of the
current year's revenues and expenses are accounted for in the statement of activities
regardless of when cash is received or paid. .

The two district-wide statements report the District's net assets and how they
have changed. Net assets — the difference between the District's assets and liabilities —
are one way to measure the District's financial health or position.




Church School

Management’s Discussion and Analysis

Qver time, increases or decreases in the District's net assets are an
indicator of whether its financial position is improving or deteriorating,
respectively,

To assess the overall health of the District, you need to consider
additional non-financial factors such as changes in the District's property
tax base and the condition of school buildings and other facilities.

In the district-wide financial statements, the District's activities:
Governmental activities — Most of the District's basic services are
included here, such as regular and special education, transportation and
administration. Property taxes and state formula aid finance most of
these activities.

Fund Financial Statements

The fund financial statements provide more detailed information about the
District's funds, focusing on its most significant or “major” funds — not the District as a
whole. Funds are accounting devices the District uses to keep track of specific sources
of funding and spending on particular programs:

Some funds are required by State law and by bond covenants.

The District establishes other funds to control and manage money for
particular purposes (like repaying its long-term debts) or to show that it is
properly using certain revenues (like school lunch and athletics).

The District has one kind of fund:

Governmental funds — Most of the District’s basic services are included in
governmental funds, which generally focus on (1) how cash and other
financial assets that can readily be converted to cash flow in and out and
(2) the balances left at year-end that are available for spending.
Consequently, the governmental funds statements provide a detailed
short-term view that helps you determine whether there are more or fewer
financial resources that can be spent in the near future to finance the
District's programs. Because this information does not encompass the
additional long-term focus of the district-wide statements, we provide
additional information with the governmental funds statements that
explain the relationship (or differences) between them.




Church School
Management’s Discussion and Analysis

Financial Analysis of the District as a Whole

Net Assets

District net assets increased during the fiscal 2007. Depreciation of District
assets, more than $17,830.00, as opposed to new purchases of $17,733.00 also had an
impagct.

Church School

2007

Current and other Assets 3 315,997
Capital Assets, Less Accumulated Depreciation 256,032
Total Assets 3 572,029
Long-Term Debt Outstanding $ 10,000
Other Liabilities 0
Total Liabilities $ 10,000
Net Assets:
Invested in Capital Assets net of Related Debt $ 246,032
Unrestricted 315,997
Total net Assets (deficit) $ 562,029
Changes in Church School Net Assets
_2007
Revenues
Operating Grants 3 19,853

General Revenues

Property Taxes -0
State Aid — Unrestricted 194,531
Other 7,016
Total Revenues 5 221,400
Expenses
Instruction 5 129,946
Support Services 37,848
Other 2212

Business Type Activities

Interest on Long-Term Debt 570
Unallocated Depreciation 17.530
Total Expenses $ 188,106

Increase in Net Assets 5 33,304




District Governmental Activities

The District revenues exceeded expenditures by $33,746.02 during the fiscal
year 2006-2007, helping the District remain in relatively good financial shape.

The District accepts students under the "Schools of Choice” option available to
students in the State of Michigan. During this year the District enrolled additional
students through this option. These additional enrollments increased the
District's state aid allowance under Section 20. This additional funding helped to
minimize the amount of operational funds needed from accumulated fund equity
to meet current operating expenses.

The District will continue to accept “Schools of Choice” students in an effort to
maintain current programming.

Financial Analysis of the District’s Funds

The District's excess of revenues for the year over expenditures was not
unanticipated. Steps were taken to reduce expenditures, but with the State revenues
lower due to declining enrollment and lack of Schooi Aide increases it made it a difficult
year.

General Fund and Budget Highlights

During the 2007 fiscal year the original District budgets were amended several
times to reflect the changes that had an impact on the District.

Initial budget amendments took place in the fall of the year and reflected the
awareness of settled contracts, actual student counts, and the impact of staffing
changes. Additional amendments reflected state pro-ration of the District foundation
grant as well as better information on utilities, snow removal and the other District
expenditures, which vary depending on the year. The final budget amendment
anticipated a surplus of slightly more than $20,168.00. Final figures show that amount
increased $26,746.02.

Capital Assets
The district made capital purchases of $17,733.00 during the year.

Long-Term Debt

At year-end the District continued to have $10,000.00 in general obligation bonds
outstanding. This amount was $10,000.00 less than fiscal 2006,




Church School
Management’s Discussion and Analysis

Factors Bearing on the District’s Future

At the time these financial statements were prepared and audited the District was
aware of several areas that could have a major impact on the 2006-2007 fiscal year, and
subsequent years.

The State of Michigan has finalized the student foundation allowance for the
2006-2007 year. This is a increase in funding, foillowing three consecutive years
of flat revenue growth in the foundation allowance. Because the Michigan
economy is still unstable, it is uncertain whether or not the State will be able to
meet the funding level.

The District will continue to seek and accept “Schools of Choice” students in
order to have a funding base, which will allow it to continue as a separate entity.

Contacting the District's Financial Management

This financial report is designed to provide our citizens, taxpayers, customers
and investors and creditors with a general overview of the District’s finances and to
demonstrate the District's accountability for the money it receives. If you have questions
about this report or need additional information, contact in writing the Business Office,
Church School, 2927 Crockard Road, Bad Axe, Ml 48413.




Church School

Statement of Net Assets

June 30, 2007

Assets

Current Assets
Cash and Investmenis 3
Taxes and Accounts Recaivable

281,963.81
34,032.95

Total Current Assets

315,996.76

Non Current Assets

Land 1,000.00
Building 42,223.00
Bullding Additions 137,135.00
Site Improvements 33,858.00
Computers, Furniture and Equipment 179,951.00
Less Accumulated Depreciation (138,235.00)
Net Property and Equipment 256,032.00
Total Non Current Assets 256,032.00
Total Assets 3 §72,028.76

Liabilities and Net Assets

Current Liabilities
Current Portion of Bonds Payable

10,000.00

Total Current Liabilities

10,000.00

Non Current Liabilities

Total Liabilities

10,000.00

Net Assets
Invested in capital assets net of related debt 246,032.00
Unrestrictad 315,896.76
Total Net Assets —__ 5B2038.76

10

The accompanying notes are an integral part of the financial statements.




Church School

Statement Of Activities
For the Year Ended June 30, 2007

Governmental Activites

Program Revenues

Governmental Activities

Instruction 5 12004564 $
Support Services 37,848.13
Other 84.45
Food Services 2,127.35
Interest an Bonds 570.00
Unallocated Depreciation 17,530.00

Net (Expense)

Revenue and

Program Charges for Operating Changes in Net
Functions/Programs Expenses Services Grants Assets

0.00 $ 206600 $  (127,879.64)
0.00 0.00 (37,848.13)
0.00 0.00 (84.45)
0.00 54.00 (2,073.35)
0.00 0.00 (570.00)
0.00 17,733.00 203.00

Total Governmental Activities $ 18810557 &

000 & 19.853.00 (168,252.57}

General Revenues
Investment Eamings
State Sources
HISD Special Education Allocation
Other
Total General Revenues
Change in Net Assets (Deficit)
Net Assets Beginning of Year

Net Assets End of Year

4,208.83
194,531.11
1,859.53
957.14

201,556.61

' 33,304.04

572472

£ 56202876

The accompanying nates are an integral part of the financial statements.

11




Church School

Balance Sheet
Governmental Funds
June 30, 2007

Other Nonmajor Governmental Funds

Total
General Capital Debt Service Trust Governmental
Fund Projects Fund Eunds
Fund
Assets
Cash and Investments § 27890660 § 0.00 % 3,057.21 &% 000 3 281,963.81
State Aid Receivable 34,032.95 0.00 0.00 0.00 34,032.95
Total Assets $_ 31293955 § 000 § 305721 § 000 § _ 315996.76

Liabilities and Fund Equitv
Liabilities

Fund Equity
Unreserved 312,939.55 0.00 3,057.21

0.00

315,996.76

Total Fund Equity 312,939.55 0.00 3,057.24

0.00

315,896.76

Total Liabilities and Fund Equity 3 81293955 § 0.00 $ 305721 §

0.00

315996.76

Total Governmental Fund Balances
Amounts reported for governmental
activities in the statement of net assets
are different because
Capital assets used in governmentai
activities are not reported in the funds
The cost of the capital assets are
Less Accumulated Depreciation

long-Term Liabilities are not due and
payable in the current period and are
not reported in the funds

Bonds Payable

Net Assets of Governmental Activities

The accompanying notes are an integral part of the financial statements,
12

3 562,028.76

315,996.76

394,267.00
{138,235.00)

{10,000.00)




Church School
Statement of Revenues, Expenditures and Changes in Fund Balances

Governmental Funds
For the Year Ended June 30, 2007

Other Nonmajor
Governmental Funds

Total
General Capital Governmental
Fund Projects Debt Service Funds
Revenues

Federal Sources 18,853.00 0.00 0.00 19,853.00
State Sources 194,531.11 0.00 0.00 194,531.11
Special Education 1,859.53 0.00 0.00 1,859.53
Interest 4,199,356 0.00 9.47 4,208.83
Miscellaneous 857.14 0.00 0.00 857.14

Total Revenues 221,400.14 0.00 9.47 221.409.61
Expenditures
Instruction 128,945.64 0.00 0.00 129,945.64
Suppoert Services ' 37.848.13 0.00 0.00 37,848.13
Food Services 2,127.35 0.00 0.00 2,127.35
Other 0.00 0.00 84.45 84.45
Principal Payments 0.00 0.00 10,000.00 10,000.00
Interest and Fees 0.00 0.00 570.00 570.00
Capital Qutlay 17,733.00 0.00 0.00 17,733.00
Total Expenditures 187.654.12 0.00 10,654.45 198,308.57
Excess of Revenues over Expenditures 33,746.02 0.00 {10,644.98) 23,101.04
Other Financing Sources (Uses)
Operating Transfers in 0.00 0.00 7,000.00 7,000.00
Operating Transfers out {7.000.00) 0.00 0.00 {7.000.00)
Total Other Financing Sources (Uses) (7,000.00) 0.00 7,000.00 0.00
Excess of Revenues and Other
Over{Under)Expenditures and Other Us 26,746.02 0.00 {3,644.98) 23,101.04
Fund Balance at Beginning of Year 286,193.53 0.00 6.702.19 292,895.72

Fund Balance at End of Year & 31203955 § Qoo & 305721 § 31599676

The accompanying notes are an integral part of the financial statements,
13




Church School
Reconciliation of the Statement of Revenues, Expenditures and Changes
in Fund Balances of Governmental Funds to the Statement of Activities
For the Year Ended June 30, 2007

Net Change in Fund Balances Total Governmental Funds $§ 2310104

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

Governmental funds report capital outlays.as expenditures in the year incurred
and depreciation is recared for assets in the statement of activities

Depreciation Expense {17,530.00)
Capital Outlay 17,733.00

Accrued Interest on bonds is recorded in the statement of activities when incurred
it is not recorded in governmental funds until it is paid

Proceeds and repayments of principal on long-term debt are revenues and
expenditures in the government funds, but not in the statement of activities

Principal Repayment

10,000.00

Change in Net Assets of Governmental Activities 5 33,304.04

The accompanying notes are an integral part of the financial statements,
14




Church School

Notes to the Financial Statements
June 30, 2007

Note 1 - Summary of Significant Accounting Policies:

The basic financial statements of the Church School have been prepared in conformity with accounting
principles generally accepted in the United States of America (GAAP) as applied to government units. The
Governmental Accounting Standards Board (GASB,) is the accepted standard-setting body for establishing
governmental accounting and financial reporting principles. The more significant of the District's accounting
policies are described below.

A. Reporting Entity

The Church School (the "District") is governed by the Church School Board of Education (the "Board"),
which has responsibility and control over all activities related to public school education within the District. The
District receives funding form local, state, and federal government sources and must comply with all of the
requirements of these funding source entities. However, the District is not included in any other governmental
reporting entity and defined by the accounting principles generally accepted in the United States of America.
Board members are elected by the public and have decision-making authority, the power to designate
management, the ability to significantly influence operations, and the primary accountability for fiscal matters.
In addition, the District's reporting entity does not contain any component units as defined in Governmental
Accounting Standards Board Statements No. 14 and 39.

B. Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the statement of
activities) report information on ail of the non-fiduciary activities of the District. For the most part, the effect of
inter fund activity has been removed from these statements. The government-wide financial statements
categorize primary activities as either governmental or business type. All of the District's activities are
classified as 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 or segment. Program revenues include 1 ) charges paid by recipients who purchase, use or
directly benefit from goods or services by a given function or segment and 2) grants and contributions that are
restricted to meeting the operational or capital requirements of a particular function or segment. State
Foundation Aid, certain revenue from the intermediate school district and other unrestricted items are not
included as a program revenues but instead as general revenues.

In the government-wide statement of net assets, the governmental activities column (a) is presented
on a consolidated basis, (b) and is reported on a full accrual, economic resource basis, which recognizes all
long-term assets and receivables as well as long-term debt and obligations. The District's net assets are
reported in three parts - invested in capital assets, net of related debt; restricted net assets; and unrestricted
net assets.

The District first utilizes restricted resources to finance qualifying activities.

16




Church School

Notes to the Financial Statements
June 30, 2007

The government-wide statement of activities reports both the gross and net cost of each of the
District's functions. The functions are also supported by general government revenues (property taxes,
certain intergovernmental revenues, fines, permits and charges, etc.) The statement of activities reduces
gross expenses by related program revenues and operating grants. Program revenues must be directly
associated with the function. Operating grants include operating-specific and discretionary (either operating
or capital) grants.

The net costs (by function) are normally covered by general revenue (property taxes, state sources,
intermediate district sources, interest income and other revenues.)

The District does not allocate indirect costs.

This government-wide focus is more on the sustain ability of the District as an entity and the change in
the District's net assets resulting from the current year's activities.

Separate financial statements are provided for governmental funds and fiduciary funds, even though
the latter are excluded from government-wide financial statements. Major individual governmental funds are
reported as separate columns in the fund financial statements.

Governmental Funds

Governmental funds are those funds through which most school district functions typically are
financed. The acquisition, use and balances of the school district's expendable financial resources and the
related current liabilities are accounted for through governmental funds.

The District reports the following major governmental fund:

The general fund is the District's primary operating fund. It accounts for all financial resources
of the District, except those required to be accounted for in another fund.

C. Measurement Focus, Basis of Accounting and Basis of Presentation
Accrual Method

The government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting, as are the fiduciary fund financial statements. Revenues are
recorded when earned and expenses are recorded when a liability is incurred, regardless of the timing of
related cash flows. Property taxes are recognized as revenues in the year for which they are levied. Grants
and similar items are recognized as revenue as soon as all eligibility requirements imposed by the provider
have been met.

16
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Notes to the Financial Statements
June 30, 2007

Modified Accrual Method

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as soon as they
are both measurable and available. Revenues are considered to be available when they are collectible within
the current period or soon enough thereafter to pay liabilities of the current period. For this purpose, the
District 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, as well as expenditures related to compensated absences and claims
and judgments, are recorded only when payment is due.

Property taxes, state and federal aid and interest associated with the current fiscal period are all
considered to be susceptible to accrual and so have been recognized as revenues of the current fiscal period.
All other revenue items are considered to be measurable and avaiiable only when cash is received by the
District.

State Revenue

The state of Michigan utilizes a foundation grant approach which provides for a specific annual amount
of revenue per pupil based on a statewide 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 year ended June 30, 2007, the foundation allowance was based
on pupil membership counts taken in February and September of 2003

The state portion of the foundation is provided primarily by a state education property tax millage of 6
mills and an allocated portion of state sales and other taxes. The local portion of the foundation is funded
primarily by non-homestead property taxes which may be levied at a rate of up to 18 mills. The State revenue
is recognized during the foundation period and is funded through payments from October 2003 to August
2004. Thus, the unpaid portion at June 30th is reported as due from other governmental units.

The District 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
governmental 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.

17




Church School
Notes to the Financial Statements
June 30, 2007

D. Other Accounting Policies
Cash and equivalents include amounts in demand deposits and certificates of deposit.

The District reports its investments in accordance with GASB State No. 31, Accounting and Financial
Reporting for Certain Investments and for External Investment Pools. Under these standards, certain
investments are valued at fair value as determined by quoted market prices, or by estimated fair values when
quoted market prices are not available. The standards also provide that certain investments are valued at
cost (or amortized cost) when they are of a short-term duration, the rate of return is fixed, and the District
intends to hold the investment until maturity. Accordingly, investments in banker acceptances and commercial
paper are recorded at amortized cost.

State statutes authorize the District to invest in bonds and other direct and certain indirect obligations
of the U.S. Treasury; certificates of deposit, savings accounts, deposit accounts, or depository receipts of a
bank, savings and loan association, or credit union, which is a member of the Federal Deposit Insurance
Corporation, Federal Savings and Loan Insurance Corporation, or National Credit Union Administration,
respectively; in commercial paper rated at the time of purchase within the three highest classifications
established by not less than two standard rating services and which matures not more than 270 days after the
date of purchase. The District is also authorized to invest in U.S. Government or federal agency obligation
repurchase agreements, bankers' acceptances of U.S. banks, and mutual funds composed of investments as
outlined above.

Property Taxes

Property taxes levied by the District are collected by various municipalities and periodically remitted to
the District. The taxes are levied and become a lien as of July 1 and December 1 and are due upon receipt of
the billing by the taxpayer and become a lien on the first day of the levy year.
Inventories and Prepaid ltems

Inventories are valued at the lower of cost (first-in, first-out) or market. Inventories in the special
revenue funds consisting of expendable supplies held for consumption, are recorded as expenditures when

consumed rather than when purchased. Certain payments to vendors reflect costs applicable to future
accounting periods and are recorded as prepaid expenditures.
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Church School

Notes to the Financial Statements
June 30, 2007

Receivables and Payables

Activity between funds that are representative of lending/borrowing arrangements outstanding at the
end of the fiscal year are referred to as either "due to/from other funds" (i.e., the current portion of inter fund
loans) or "advances tofform other funds" (i.e., the non-current portion of inter fund loans). All other
outstanding balances between funds are reported as "due to/from other funds.”

All receivables, including property taxes receivable, are shown net of an allowance for uncollectible's.
Capital Assets

Capital assets purchased or acquired are capitalized at historical cost or estimated historical cost.
Donated fixed assets are valued at their estimated fair market value on the date received.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially
extend assets lives are not capitalized. Improvements are capitalized and depreciated over the remaining
useful lives of the related fixed assets.

Depreciation on all assets is provided on the straight-line basis over the estimated useful lives as
follows:

Buildings and Additions 20 - 40 years
Furniture and other Equipment 5-15 years

The District’s capitalization policy is to capitalize individual amounts exceeding $1,500. Group
purchases are evaluated on a case-by-case basis.

Compensated Absences

The District's policies generally provide for granting vacation and sick leave with pay. The current and
long-term liability for compensated absences is reported on the government-wide financial statements. A
liability for these amounts, including related benefits, is reported in governmental funds only if they have
matured, for example, as a result of employee leave, resignations or retirements.

Long-term Obligations

In the government-wide financial statements, long-term debt and other long-term obligations are
reported as liabilities on the statement of net assets. Bond premiums and discounts, as well as issuance
costs and the difference between the re acquisition price and the net carrying amount of the old debt, are
deferred and amortized over the life of the bonds using the straight line method over the term of the related
debt.

In the fund financial statements, governmental fund types recognize bond premiums and discounts, as
well as bond issuance costs during the current period. The face amount of debt issued is reported as other
financing sources. Premiums received and debt issuances are reported as other financing sources while
discounts on debt issuances are reported as other financing uses. Issuance costs, whether or not withheld
form the actual debt proceeds received, are reported as debt service expenditures.
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Notes to the Financial Statements
June 30, 2007

Use of Estimates

The process of preparing financial statements in conformity with accounting principles generally
accepted in the United States of America requires the use of estimates and assumptions regarding certain
types of assets, liabilities, revenues, and expenditures. Such estimates primarily relate to unsettled
transactions and events as of the date of the financial statements. Accordingly, upon settlement, actual
results may differ from estimated amounts.

Note 2 - Stewardship, Compliance and Accountability:

Budgets are adopted on a basis consistent with accounting principles generally accepted in the United
States of America. Annual appropriated budgets are adopted for the general, special revenue and debt
service funds.

The District follows these procedures in establishing the budgetary data reflected in the financial
statements:

1. The Superintendent submits to the School Board a proposed operating budget for the fiscal year
commencing on July 1. The operating budget includes proposed expenditures and the means of financing
them. The level of control for the budgets is at the functional ievel as set forth and presented as required
supplementary information.

2. Public hearings are conducted to obtain taxpayer comments.

3. Prior to July 1, the budget is legally adopted by School Board resolution pursuant to the Uniform
Budgeting and Accounting Act (P.A. 621 of 1978). The Act requires that the budget be amended prior to the
end of the fiscal year when necessary to adjust appropriations if it appears that revenues and other financing
sources will be less than anticipated or so that expenditures will not be in excess of original estimates.
Expenditures shall not be made or incurred, unless authorized in the budget, in excess of the amount
appropriated. Violations, if any, are noted in the required supplementary information section.

4. The Superintendent is authorized to transfer budgeted amounts between major expenditure
functions within any fund; however, these transfers and any revisions that alter the total expenditures of any
fund must be approved by the School Board.

5. Formal budgetary integration is employed as a management control device during the year for the
general, special revenue and debt service funds.

6. The budget was amended during the year with supplemental appropriations, the last one approved
prior to June 30, 2007. The District does not consider these amendments to be significant.
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Notes to the Financial Statements
June 30, 2007

Note 3 - Cash and Investments:

Deposits

The District's cash accounts consist of various interest bearing checking and savings accounts. At
year-end, the carrying amount of the District's deposits was $209,498.44 and the bank balance was
$209,498.44.

Investments

State statutes authorize the District to invest in obligations of the U.S. Treasury and U.S. agencies,
deposit agreements with federally insured financial institutions within the State of Michigan, high grade
commercial paper, repurchase obligations of the U.S. government and U.S.agencies, banker's acceptances of
U.S. banks and mutual funds comprises of the above authorized investments. As of June 30, 2007, the
District investments consisted of certificates of deposit which the carrying amount and the bank balance was
$72,465.37.

The total District cash and investments amounted to $281 ,963.81 as of June 30, 2007 and
$209,498.44 was covered by Federal Depository Insurance.

Note 4 - Employee Retirement System - Defined Benefit Plan:

Plan Description - The District contributes to the statewide Michigan Public School Employees'
Retirement System (MPSERS), a cost sharing multiple-employer defined benefit pension plan administered by
the nine member board of the MPSERS. The MPSERS provides retirement benefits and post retirement
benefits for health, dental and vision. The MPSERS was established by Public Act 136 of 1945 and operated
under the provisions of Public Act 300 of 1980, as amended. The MPSERS issues a publicly available
financial report that includes financial statements and required supplementary information for MPSERS. That
report may be obtained by writing to Michigan Public School Employees Retirement System, P.O. Box 30028,
Lansing, Michigan 48909 or by calling (517) 322-6000.

Funding Policy - Member Investment Plan (MIP) members enrolled in MIP prior to January 1, 1990
contribute a permanently fixed rate of 3.9% of gross wages. The MIP contribution rate was 4.0% from
January 1, 1987, the effective date of the MIP, until January 1, 1990 when it was reduced to 3.9%. Members
first hired January 1, 1990 or later and returning members who did not work between January 1, 1987 through
December 31, 1989 contributed at the following graduated permanently fixed contribution rate: 3% of the first
$5,000; 3.6% of $5,001 through $15,000; 4.3% of all wages over $15,000.

Basic Plan members make no contributions. For a fimited period ending December 31, 1992, an
active Basic Plan member could enroll in the MIP by paying the contributions that would have been made had
enroliment occurred initially on January 1, 1987 or on the date of hire, plus interest. MIP contributions at the
rate of 3.9% of gross wages begin at enrollment. Market rate interest is posted to member accounts on July
1st on all MIP monies on deposit for 12 months. If a member leaves MPSERS service and no pension is
payable, the member's accumulated contribution plus interest, if any, are refundable.
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Notes to the Financial Statements
June 30, 2007

The 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 rates for the year ended June 30, 2007 were 12.99% of payroll through September 30, 2003 and 12.99%
effective October 1, 2003. The contribution requirements of plan members and the District are established
and may be amended by the MPSERS Board of Trustees. The District contributions to MPSERS for the year
ended June 30, 2007 were $15,824.55.

The District is not responsible for the payment of retirerent benefits which is the responsibility of the
State of Michigan.

Other Post employment Benefits - Under the MPSERS' Act, all retirees have the option of continuing
health, dental, and vision coverage.

Note 5 - Transfers:

No Transfers were made.

Note 6 - Long - Term Debt and Loans Payable:

The District issues general obligation bonds to provide funds for the acquisition, construction and
improvement of major capital facilities. General obligation bonds are direct obligations and pledge the full faith
and credit of the District. Long-term obligations currently outstanding are as follows:

2003 School Building and Site Bonds due in annual
installments of $5,000.00 to $10,000.00 through
May 1, 2008 with interest at 2.85% $10,000.00

The annual requirements to amortize the long-term obligations as of June 30, 2007, including interest
of $2707.50, are as follows:

Year Ending ‘
June 30, Total
2008 $ 10,285.00
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Revenues

Federal Sources

State Sources
Special Education
Interest
Miscellaneous

Total Revenues

Expenditures

Instruction
Support Services
Food Service
Capital Outlay

Total Expenditures

Other Financing Sources (Uses)

Operating Transfers in
Operating Transfers out

Excess of Revenues and Other

Over{Under)Expenditures and Other Us $ 4,077.00 §

Excess of Revenues over Expenditures

Total Other Financing Sources (Uses)

Church School

Budgetary Comparison Scheduie

General Fund
For the Year Ended June 30, 2007

General Fund

Variance Variance
Original Actual
Compared to Compared to
Final Final
Original Final Increase Actual Favorable
Budget Budget {Decrease) (Unfavorable)

18,797.00 18,849.00 52.00 18,853.00 4.00
212,769.00 197,618.00 {15,151.00)  194,531.11 (3,086.89)
4,400.00 8,760.00 4,360.00 1,859.53 {6,900.47)
1,500.00 3,500.00 2,000.00 4,199.36 699.36
700.00 700.00 0.00 957.14 257.14
239,166.00 230,427.00 (8.739.00) _ 221.400.14 {9,026.86)

153,527.00 129,080.00 (24,447.00)  129,945.64 (865.64)
62,707.00 45,246.00 (17,461.00)  37,848.13 7,397.87
1,200.00 2,200.00 1,000.00 2,127.35 72.65
17,655.00 17.733.00 78.00 _ 17,733.00 0.00
235,089.00 194,258.00 {40,830.00) _ 187,654.12 6,604.88

4,077.00 36,168.00

32,091.00 33,746.02 (2,421.98)

0.00 0.00 0.00 0.00 0.c0
0.00 (7,000.00) (7,000.00) (7.000.00) 0.00
0.00 (7,000.00) (7,000.00) (7,000.00} 0.00

Fund Balance at Beginning of Year

Fund Balance at End of Year

The accompanying notes are an integral part of the financial statements.
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Revenues
Interest Income
Special Education
Miscellaneous
State School Aid
State Aid - At Risk
Special Education-Headlee
Reap
Milk
Title V
Title Il

Total Revenues

Church School
General Fund
Schedule of Revenues
For the Year Ended June 30, 2007

Budget

3,500.00 3
8,760.00
700.00
187,780.00
7,303.00
2,535.00
17,733.00
50.00
91.00
1,975.00

Actual

Variance

Favorable

(Unfavorable)

4199.36 3
1,859,53
957.14
185,906.41
6,645.26
1,979.44
17,733.00
54.00
91.00
1,875.00

899.36
(6,900.47)
257.14
(1,873.59)
(657.74)
(555.56)
0.00
400
0.00
0.00

8 230.427.00 § 22140014 §

{8.026.86)

The accompanying notes are an integral part of the financial statements.
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Church School General Fund
General Fund

Schedule of Expenditures
For the Year Ended June 30, 2007

Variance

Budget Actual Favorable
{Unfavorable)
Instruction
Wages 3 49,761.00 g 49,760.00 $ 1.00
Substitute Wages ¥00.00 350.00 350.00
Aide Wages 23,000.00 27,494.58 (4,494.59)
At Risk Wages 7,303.00 7,303.05 {0.05)
Retirement 14,500.00 14,290,07 209.83
FICA 6,500.00 6,225,086 274.94
Worker's Compensation 800.00 188.00 612.00
Unemployment Compensation 350.00 603.01 (253.01)
Employee Benefits 1,500,00 1,500.00 0.00
Contracted Services - Instruction 2,500.00 2,101.66 398.34
Telephone 1,600.00 1,414.38 185.62
Teaching Supplies §,500,00 9,177.44 322,56
Textbooks 9,000.00 7,472.38 1,527.62
Title V Expense 91.00 91.00 0.00
Title 11D Expense 44.00 44,00 0.00
Title Il A Expense 1,931.00 1,931.00 0.00

Total Instruction 128,080.00 129,945.64

(865.64)

Food & Milk Expense 2,200.00 2,127.35

72.65

Total Food Services 2,200.00 2127.35

72,65

Support Services

Special Education

Special Ed - Travel Expenses 257.00 0.00
Special Education - Supplies 129,00 0.00
Special Education - Wages 9,657.00 8,791.06
Special Ed - Employee Benefits 42900 42222
Special Education - Retirement 2,157.00 1,534.48
Special Education - FICA 938.00 667.63

Special Education Supplies 313.00 220,25

257.00
129.00
865.94
6.78
622.52
270.37
83.756

Total Special Education 13,880.00 11,644.64 223535
Administrative
Board Salaries 2,550.00 2,550.00 0.00
Election Workers Salaries 700.00 0.00 700.00
Contracted Services 5,000.00 4,764.78 235,22
Board Supplies 550.00 504.02 45.98
Board Dues & Fees 0.00 51.43 {51.43)

Total Administrative 8,800.00 7,870.23

929.77

Operating and Maintenance

Custodial Salaries 3,500.00 2,555,50
Utilities 1,750.00 1,577.91
Insurance - Property 1,866.00 1,866.00
Insurance - Errors & Omissions 1,300.00 898.00
Contracted Plant Maintenance 3,000.00 2,956.92
Custodial Supplies 750.00 860.54

The accompanying notes are an integral part of the financial statements.
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Church School General Fund
General Fund
Schedule of Expenditures
For the Year Ended June 30, 2007

Budget Actual Favorahle
Heating Qil 3,400.00 3,321.50 78.50
Equipment 2,500.00 2,085.97 414,03
Fieid Trips - TAT Bus 2,000.00 1,744.48 255.52
Field Trips - Private Car 500.00 666.44 -166.44

Total Operating and Maintenance 20,566.00 18,333.26 2,232.74

Total Support Services 45,246.00 37,848.13 7,397.87

Capital Outlay
Reap Expense 17,733.00 17.733.00 0.00

Total Capital Outlay 17,733.00 17,733.00 0.00

Total Expenditures B 19425000 § _ 1876F412 & _ AADARR

The accompanying notes are an integral part of the financial statements.
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Church School
School Bonds
Schedule of Payment Dates, Principal, and Interest Due
June 30, 2007

Payment Principal Interest Interest Total
Date Due Rate Due Payment
05/01/08 10,000.00 2.85% 285.00 10,285.00
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George Zahul, CPA, PC
101 N Port Crescent St
Bad Axe, M| 48413

October 26, 2007

To the School District
Church School
Bad Axe, Ml 48413

The following comments related to situations that came to my attention during the course of
my recent examination of the Church School's financial statements as of and for the year
ended June 30, 2007, and are submitted for your evaluation and consideration. | would like to
emphasize that, since my examination was conducted for the purpose of expressing an
opinion on the previously referred to financial statements, these comments are not necessarily
all inclusive.

1. The School District over-expended in the General Fund in comparison to the budget. This
excess of expenditure over budget amount is in violation of P.A. 621. The Board should
avoid such violations by periodically reviewing actual expenditures and revenues as compared
to budget amounts.

If you would need assistance in implementing the above, | would by happy to assist you.

[ want to take this opportunity to thank the Board for selecting me to do your audit, and | want
to thank the School District Officials for their help and assistance during the audit.

gruly yours,
Georg;?iahul,%ga@‘“’Q

Certified Public Accountant




