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LETTERHEAD OF INDEPENDENT AUDITOR 

 

 

Independent Auditor’s Report 

 

 

To the Board of Directors 

Cardinal Charter School 

Dogwood, North Carolina 

 

 
We have audited the accompanying financial statements of the governmental activities, the business-type 

activities, each major fund, and the aggregate remaining fund information of the Cardinal Charter School, 

North Carolina,  as of and for the year ended June 30,2011 which collectively comprise of the Cardinal 

Charter School’s basic financial statements as listed in the table of contents.  These financial statements 

are the responsibility of the Cardinal Charter School’s management.  Our responsibility is to express an 

opinion on these financial statements based on our audit.   

 

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 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 opinion. 

 

In our opinion, based on our audit, the financial statements referred to above present fairly, in all material 

respects, the respective financial position of the governmental activities, the business-type activities, each 

major fund, and the aggregate remaining fund information of the Cardinal Charter School, North Carolina 

as of June 30,2011, and the respective changes in financial position and cash flows1, where applicable, 

thereof for the year then ended in conformity with accounting principles generally accepted in the United 

States of America. 

 

In accordance with Government Auditing Standards, we have also issued our report dated [date of report] 

on our consideration of Cardinal Charter School’s internal control over financial reporting and our tests of 

its compliance with certain provisions of laws, regulations, contracts and grants.  The purpose the 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 read in conjunction with this report in considering the results of our 

audit. 
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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 performed for the purpose of forming an opinion on the financial statements that 

collectively comprise the basic financial statements of the Cardinal Charter School, North Carolina.  The 

combining and individual fund statements, budgetary schedules and other schedules, as well as the 

accompanying schedule of expenditures of federal and State awards as required by U.S. Office of 

Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit 

Organizations, and the State Single Audit Implementation Act, are presented for purposes of additional 

analysis and are not a required part of the basic financial statements.  The combining and individual fund 

statements, budgetary schedules, other schedules and the accompanying schedule of expenditures of 

federal and State awards has been subjected to the auditing procedures applied in the audit of the basic 

financial statements and, in our opinion, is fairly stated, in all material respects, in relation to the basic 

financial statements taken as a whole.  

 

 [Signature] 

[Date] 

 

 
 
 

 

 

 

 

Note to preparer:  See Section 27-A of the Audit Manual for Governmental Audits in North Carolina 

for various opinion letter examples.  Please note that the opinion letter above was adjusted for the 

Cardinal Charter School which has one discretely presented component unit (100% of opined unit) 

audited by another auditor.   
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Management’s Discussion and Analysis  
 Cardinal Charter School 

June 30, 2011 
 
 
 
As management of the Cardinal Charter School, we offer readers of the Cardinal Charter 
School’s financial statements this narrative overview and analysis of the financial activities 
of the Cardinal Charter School for the fiscal year ended June 30, 2011.  We encourage 
readers to read the information presented here in conjunction with additional information 
that we have furnished in the School’s financial statements, which follow this narrative.  
 
Financial Highlights 
 

• The assets of the Cardinal Charter School exceeded its liabilities at the close of the 
fiscal year by $475,693 (net assets).   

• The government’s total net assets increased by $28,305, primarily due to increases in 
the business-type activities net assets.  

• As of the close of the current fiscal year, the Cardinal Charter School’s governmental 
funds reported combined ending fund balances of $63,599, an increase of $ 15,596 in 
comparison with the prior year.   

• Enrollment continues to increase at the School, rising by 19 students this past year, 
an 11% increase.  

• The Cardinal Charter School’s total debt increased by $393,561 during the current 
fiscal year.  The key factor in this increase was the new capital lease entered into by 
the School for the lease purchase of a new building.  The total lease amount is 
$400,000. 

 
 

Overview of the Financial Statements 
 
This discussion and analysis is intended to serve as an introduction to Cardinal Charter 
School’s basic financial statements.  The School’s basic financial statements consist of three 
components; 1) government-wide financial statements, 2) fund financial statements, and 3) 
notes to the financial statements (see Figure 1). The basic financial statements present two 
different views of the School through the use of government-wide statements and fund 
financial statements.  In addition to the basic financial statements, this report contains other 
supplemental information that will enhance the reader’s understanding of the financial 
condition of the Cardinal Charter School. 
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Required Components of Annual Financial Report 

Figure 1 
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Basic Financial Statements 
 
The first two statements (Exhibits 1 and 2) in the basic financial statements are the 
Government-wide Financial Statements.  They provide both short and long-term 
information about the School’s financial status.  
 
The next statements (Exhibits 3 through 7) are Fund Financial Statements.  These 
statements focus on the activities of the individual parts of the School’s government.  These 
statements provide more detail than the government-wide statements.  There are two parts to 
the Fund Financial Statements:  1) the governmental funds statements; and 2) the proprietary 
fund statements.   
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The next section of the basic financial statements is the notes.  The notes to the financial 
statements explain in detail some of the data contained in those statements.  After the notes, 
supplemental information is provided to show details about the School’s individual funds.  
Budgetary information for the School also can be found in this section of the statements.  
 
 
Government-wide Financial Statements  
 
The government-wide financial statements are designed to provide the reader with a broad 
overview of the School’s finances, similar in format to a financial statement of a private-
sector business.  The government-wide statements provide short and long-term information 
about the School’s financial status as a whole.  
 
The two government-wide statements report the School’s net assets and how they have 
changed.  Net assets are the difference between the School’s total assets and total liabilities.  
Measuring net assets is one way to gauge the School’s financial condition.   
 
The government-wide statements are divided into two categories:  1) governmental 
activities; and 2) business-type activities.  The governmental activities include most of the 
School’s basic functions such as instructional services and business services.  State, county, 
and federal funds provide virtually all of the funding for these functions.  The business-type 
activities are those services for which the School charges its students and other customers to 
provide.  These include the Food Service and Child Care services offered by the Cardinal 
Charter School.   
 
The government-wide financial statements are on Exhibits 1 and 2 of this report.  
 
Fund Financial Statements 
 
The fund financial statements provide a more detailed look at the School’s most significant 
activities.  A fund is a grouping of related accounts that is used to maintain control over 
resources that have been segregated for specific activities or objectives.  The Cardinal 
Charter School, like all other governmental entities in North Carolina, uses fund accounting 
to ensure and reflect compliance (or non-compliance) with finance-related legal 
requirements, such as the General Statutes or the School’s budget ordinance.  All of the 
funds of Cardinal Charter School can be divided into two categories:  governmental funds 
and proprietary funds. 
 
Governmental Funds – Governmental funds are used to account for those functions 
reported as governmental activities in the government-wide financial statements.  Most of 
the School’s basic services are accounted for in governmental funds.  These funds focus on 
how assets can readily be converted into cash flow in and out, and what monies are left at 
year-end that will be available for spending in the next year.  Governmental funds are 
reported using an accounting method called modified accrual accounting that provides a 
short-term spending focus.  As a result, the governmental fund financial statements give the 
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reader a detailed short-term view that helps him or her determine if there are more or less 
financial resources available to finance the School’s programs.  The relationship between 
government activities (reported in the Statement of Net Assets and the Statement of 
Activities) and governmental funds is described in a reconciliation that is a part of the fund 
financial statements.   
 
The Cardinal Charter School adopts an annual budget for each of its funds, although it is not 
required to do so by the General Statutes.  Because the budget is not legally required by the 
Statutes, the budgetary comparison statements are not included in the basic financial 
statements, but are part of the supplemental statements and schedules that follow the notes.  
The budget is a legally adopted document that incorporates input from the faculty, 
management, and the Board of Directors of the School in determining what activities will be 
pursued and what services will be provided by the School during the year.  It also authorizes 
the School to obtain funds from identified sources to finance these current period activities.  
The budgetary statement provided for each of the funds demonstrates how well the School 
has complied with the budget ordinance and whether or not the School has succeeded in 
providing the services as planned when the budget was adopted.   
 
Proprietary Funds – Cardinal Charter School has two proprietary funds, both of which are 
enterprise funds.  Enterprise Funds are used to report the same functions presented as 
business-type activities in the government-wide financial statements.  Cardinal Charter 
School uses enterprise funds to account for its school food service and child care functions.   
 
Notes to the Financial Statements – The notes provide additional information that is 
essential to a full understanding of the data provided in the government-wide and fund 
financial statements.  The notes to the financial statements begin on page 35-H-29 of this 
report.  
 
Government-Wide Financial Analysis 
 
As noted earlier, net assets may serve over time as one useful indicator of a school’s 
financial condition.  The assets of Cardinal Charter School exceeded liabilities by $475,693 
as of June 30, 2011.  As of June 30, 2010, the net assets of Cardinal Charter School stood at 
$447,388.  The School’s net assets increased by $28,305 for the fiscal year ended June 30, 
2011, compared to an increase of $15,360 in 2010. One of the largest portions (84.01%) 
reflects the School’s investment in capital assets (e.g. land, buildings, machinery, and 
equipment), less any related debt still outstanding that was issued to acquire those items.  
Cardinal Charter School uses these capital assets to provide services to its students; 
consequently, these assets are not available for future spending.  Although Cardinal Charter 
School’s investment in its capital assets is reported net of the outstanding related debt, the 
resources needed to repay that debt must be provided by other sources, since the capital 
assets cannot be used to liquidate these liabilities.  An additional portion of the School’s net 
assets (<1%) represents resources that are subject to external restrictions on how they may 
be used.  The remaining balance of $75,092 is unrestricted.  In 2010, the amount of net 
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assets invested in capital assets net of related debt was $412,909, with restricted assets 
standing at $500.  The remaining $33,979 was unrestricted net assets for that year.  
 
 

The Cardinal Charter School’s Net Assets 

Figure 2 
 

2011 2010 2011 2010 2011 2010

Current and other assets 194,555$       146,552$       24,178$         3,078$           218,733$       149,630$       
Capital assets 914,783         566,936         33,541           26,150           948,324$       593,086         

Total assets 1,109,338$    713,488$       57,719$         29,228$         1,167,057$    742,716$       

Long-term liabilities outstanding 575,785$       180,177$       1,643$           -$                   577,428$       180,177$       
Other liabilities 107,823         107,212         6,113             7,939             113,936         115,151$       

Total liabilities 683,608$       287,389$       7,756$           7,939$           691,364$       295,328$       

Net Assets:

Invested in capital assets net of   
related debt 366,045$       386,759$       33,541$         26,150$         399,586$       412,909$       
Restricted 1,015             500                -                     -                     1,015             500                
Untrestricted 58,670           38,840           16,422           (4,861)            75,092           33,979           

Total Net Assets 425,730$       426,099$       49,963$         21,289$         475,693$       447,388$       

TotalBusiness-type ActivitiesGovernmental Activities

 
Several particular aspects of the School’s financial operations positively influenced the total 
unrestricted governmental net assets: 
 

• The School adopted an annual budget for all funds except the Clubs and Activities 
Fund.  The School’s performance was measured using these budgets on a monthly 
basis, allowing changes in spending as needed to stay within the budget.   

 
• The School applied for and was awarded several Federal grants to assist with the 

expenses of meeting the education needs of extremely academically gifted children.  
 

• With an 11 percent increase in the student population, funding increased 
proportionately.  
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Cardinal Charter School Changes in Net Assets 
Figure 3 

 
 

 
 
 
 
 
 
 
 
 
 

*Note to preparer:  The expense line for Ancillary Services is included here for illustrative 
purposes only.  Many charter schools have expenses that fall under this category.  If your school 
does not, however, please remove this line from the statement.   

Governmental Business-type
Activities Activities

2011 2010 2011 2010 2011 2010

Revenues:
Program revenues:

Charges for services -$                -$                68,669$      60,115$       68,669$       60,115$      
Operating grants and contributions 46,125        40,051        46,351        40,252         92,476         80,303        
Capital grants and contributions -                 -                  934             -                  934             -                  

General revenues: -                  -                  
County, State, and Federal funds 500,472      446,421      -                 -                  500,472       446,421      

Grants and contributions not restricted -                  -                  
 to specific programs 7,725          6,875          -                 -                  7,725           6,875          
Other 16,087        14,317        -                 -                  16,087         

Total revenues 570,409      507,664      115,954      100,367       686,363       593,714      

Expenses:
Instructional services 464,536      415,829      -                 -                  464,536       415,829      
System-wide support services 84,385        75,103        -                 -                  84,385         75,103        
Ancillary services* -                 -                  -                  -                  
Non-programmed charges 5,685          5,060          -                 -                  5,685           5,060          
School food service -                 -                  83,026        80,893         83,026         80,893        
Child care -                 -                  14,254        12,686         14,254         12,686        
Interest on long-term debt 6,172          3,100          -                 6,172           3,100          

Total expenses 560,778      499,092      97,280        93,579         658,058       592,671      

Increase in net assets before transfers 9,631          8,572          18,674        6,788           28,305         15,360        

Transfers (10,000)       (8,000)         10,000        8,000           -                  -                  

Increase in net assets (369)            572             28,674        14,788         28,305         15,360        
Net assets, July 1 426,099      425,527      21,289        6,501           447,388       432,028      

Net assets, June 30 425,730$    426,099$    49,963$      21,289$       475,693$     447,388$    

Total
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Governmental activities:  Governmental activities decreased the School’s net assets by 
$369.   
 
Business-type activities:  Business-type activities increased the Cardinal Charter School’s 
net assets by $28,674, accounting for 100% of the total growth in the school’s net assets.  
Key elements of this increase are as follows: 
 

• By adopting a budget for each of the enterprise funds that comprise the business-type 
activities, the Board is able to monitor the School’s revenues and expenditures and 
adjust their estimates as needed during the year.   

• The School received $46,351 of federal reimbursement funds in the School Food 
Service Fund this past year.  

 
 
Financial Analysis of the School’s Funds 
 
As noted earlier, the Cardinal Charter School uses fund accounting to ensure and 
demonstrate compliance with finance-related legal requirements. 
 
Governmental Funds.  The focus of the Cardinal Charter School’s governmental funds is 
to provide information on near-term inflows, outflows, and balances of usable resources.  
Such information is useful in assessing the Cardinal Charter School’s financing 
requirements.  Specifically, unreserved fund balance can be a useful measure of a 
government’s net resources available for spending at the end of the fiscal year.   
 
The general fund is the chief operating fund of the Cardinal Charter School.  At the end of 
the current fiscal year, unreserved fund balance of the General Fund was $54,084, while 
total fund balance reached $62,584.   
 
At June 30, 2011, the governmental funds of Cardinal Charter School reported a combined 
fund balance of $63,599, a 307.8 percent increase over last year.   
 
Proprietary Funds.  The School’s proprietary funds provide the same type of information 
found in the government-wide statements but in more detail.  Unrestricted net assets of the 
School Food Service Fund at the end of the fiscal year amounted to $11,488.  The total 
growth in net assets for the School Food Service fund was $23,548.  Other factors 
concerning the finances of this fund have already been addressed in the discussion of the 
School’s business-type activities.   
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Capital Asset and Debt Administration 
 
Capital assets.  The Cardinal Charter School’s investment in capital assets for its 
governmental and business–type activities as of June 30, 2011, totals $948,324 (net of 
accumulated depreciation).  These assets include a building, equipment and furniture, and 
electronic equipment.  
 
The major capital asset transaction during the year includes the following addition: 
 

• The School entered into a capital lease for a new building in which to hold classes, 
total lease purchase price of $400,000. 

 
 

Cardinal Charter School’s Capital Assets 
(Net of Depreciation) 

Figure 3 

 
Additional information on the School’s capital assets can be found in note III.A.2. of the 
Basic Financial Statements.   
 
 
Long-term Debt.  As of June 30, 2011, the Cardinal Charter School had total debt 
outstanding of $573,738.  The debt consists of a $25,000 line of credit with Cardinal Bank 
and $548,783 of capital lease debt.   

 

Governmental Business-type
Activities Activities

2011 2010 2011 2010 2011 2010

Land 9,000$         -$                -$                -$                9,000$        -$                

Buildings 396,667       -                 -                -                396,667    -                 

Furniture and 
office equipment 495,867       552,103       23,841        15,827        519,708      567,930      

-                 
Electronic 
equipment 13,249         14,833         9,700          10,323        22,949        25,156        

Total 914,783$     566,936$     33,541$      26,150$      948,324$    593,086$    

Total
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Cardinal Charter School’s Outstanding Debt 
Note Payable and Capital Leases 

Figure 4 

 
The Cardinal Charter School’s total debt increased by $393,561 during the past fiscal year, 
solely due to the $400,000 in capital lease financing issued for the lease purchase of a new 
building.   
 
 
Economic Factors  
 
The following key economic indicators reflect the growth and prosperity of the School: 
 

• The low unemployment rate (4.9%) in the tri-county area has increased revenues in 
the three counties and contributed to the increased funding to all public schools in 
the area, including charter schools.   

• Cutbacks in federal funding to education in general have resulted in a reduction of 
federal revenue for the School of 5 percent over the next year.  

• The high growth rate (20%) of the tri-county area should increase the number of 
students in the School over the next 3 years.  The School estimates growth in 
enrollment to continue at a 10 – 15 percent increase each year for the next three 
years.   

 
 
Requests for Information 
 
This report is designed to provide an overview of the School’s finances for those with an 
interest in this area.  Questions concerning any of the information found in this report or 
requests for additional information should be directed to the Finance Officer, Cardinal 
Charter School, 500 Dogwood Lane, Dogwood, NC  00000, telephone (919) 800-9000.   

Governmental Business-type
Activities Activities Total

2011 2010 2011 2010 2011 2010

Line of Credit 25,000$     25,000$     -$            -$            25,000$         25,000$            
Capital leases 548,738     155,177     -              -              548,738         155,177            
Total long term obligations 573,738$   180,177$   -$            -$            573,738$       180,177$          
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Exhibit 1

Governmental 
Activities

Business-type 
Activities Total

ASSETS
Cash and cash equivalents 91,584$               5,387$                 96,971$               
Due from other governments 94,471                 11,832                 106,303               
Receivables (net) -                       5,340                   5,340                   
Internal balances* -                       -                       -                       
Inventories 500                      1,619                   2,119                   
Prepaid items 8,000                   -                       8,000                   
Capital assets (Note 1):

Land 9,000                   -                       9,000                   
Other capital assets, net of 
depreciation 905,783               33,541                 939,324               

Total capital assets 914,783               33,541                 948,324               
Total assets 1,109,338            57,719                 1,167,057            

LIABILITIES
Accounts payable and accrued 
expenses 4,500                   5,413                   9,913                   

Accrued salaries and wages payable 90,652                 700                      91,352                 
Unearned revenue 1,804                   -                       1,804                   
Due to other governments 9,000                   -                       9,000                   
Accrued interest payable 1,867                   -                       1,867                   
Long-term liabilities:

Due within one year 52,472                 387                      52,859                 
Due in more than one year 523,313               1,256                   524,569               

Total liabilities 683,608               7,756                   691,364               

NET ASSETS 
Invested in capital assets, net of 
related debt 366,045               33,541                 399,586               
Unrestricted 59,685                 16,422                 76,107                 
Total net assets 425,730$            49,963$              475,693$             

Note to preparer: The Internal Balances line is shown for illustrative purposes.  If the unit of 
government has funds due to and from the governmental activities and the business-type 

activities these balances should be reported on the Internal Balances line.  

The Cardinal Charter School
Statement of Net Assets

June 30, 2011

Primary Government
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Exhibit 2
The Cardinal Charter School

Statement of Activities
For the Year Ended June 30, 2011

Functions/Programs Expenses
Charges for 

Services
Operating Grants and 

Contributions
Primary government:
Governmental Activities:

Instructional services 464,536$             -$                  22,657$                         
System-wide support services 84,385                 -                    22,357                           
Ancillary services -                       -                    -                                 
Non-programmed charges 5,685                   -                    1,111                             
Interest on long-term debt 6,172                   -                    

Total governmental activities 560,778               -                    46,125                           

Business-type activities:
School food service 83,026                 50,223              46,351                           
Child care 14,254                 18,446              -                                 

Total business-type activities 97,280                 68,669              46,351                           
Total primary government 658,058$            68,669$           92,476$                        

General revenues:
Unrestricted county appropriations 
Unrestricted State appropriations
Unrestricted Federal appropriations 
Donations - general
Investment earnings, unrestricted
Miscellaneous, unrestricted

Transfers
Total general revenues, special items, and transfers
Change in net assets

Net assets-beginning
Net assets-ending

Program Revenues

Revised 5/2011 35-H-19



Exhibit 2

Capital Grants 
and Contributions

Governmental 
Activities

Business-type 
Activities Total

-$                       (441,879)$            -$                     (441,879)$            
-                         (62,028)                -                       (62,028)                
-                         -                       -                       -                       
-                         (4,574)                  -                       (4,574)                  
-                         (6,172)                  -                       (6,172)                  
-                         (514,653)              -                       (514,653)              

-                         -                       13,548                 13,548                 
934                        -                       5,126                   5,126                   
934                        -                       18,674                 (40,403)                
934$                      (514,653)             18,674               (2,268,238)          

125,000               -                       125,000               
347,531               -                       347,531               
27,941                 -                       27,941                 
7,725                   -                       7,725                   

-                       -                       -                       
16,087                 -                       16,087                 

(10,000)                10,000                 -                       
514,284               10,000                 524,284               

(369)                     28,674                 28,305                 
426,099               21,289                 447,388               
425,730$            49,963$              475,693$             

  

Primary Government
Net (Expense) Revenue and Changes in Net Assets

Revised 5/2011 35-H-20
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Exhibit 3

Major Funds
Total Non-major 

Funds

General
State Public 

School

Total 
Governmental 

Funds
ASSETS
Cash and cash equivalents 90,569$               -$                  1,015$               91,584$               
Due from other funds -                       9,000                -                     9,000                   
Due from other governments 5,747                   84,724              4,000                 94,471                 
Prepaid items 8,000                   -                    -                     8,000                   
Inventories 500                      -                    -                     500                      
Total assets 104,816$            93,724$           5,015$               203,555$            

LIABILITIES AND FUND BALANCES
Liabilities:

Accounts payable and accrued 
liabilities 4,500$                 -$                  -$                   4,500$                 
Accrued salaries and wages 
payable 2,232                   84,724              3,696                 90,652                 
Note payable - Cardinal Bank 25,000                 25,000                 
Due to other governments -                       9,000                -                     9,000                   
Due to other fund 9,000                   -                    -                     9,000                   
Unearned revenue 1,500                   -                    304                    1,804                   

Total liabilities 42,232                 93,724              4,000                 139,956               

Fund balances:
Nonspendable:

Inventories 500                      -                    -                     500                      
Prepaid items 8,000                   -                    -                     8,000                   

Assigned: -                    -                     -                       
Clubs and Activities -                       1,015                 

Unassigned: 54,084                 -                    54,084                 
Total fund balances 62,584                 -                    1,015                 63,599                 

Total liabilities and fund balances 104,816$            93,724$           5,015$               

914,783               

-                       

(552,652)              
Net assets of governmental activities 425,730$            

, g p y
accrued interest, are not due and payable in the 
current period and therefore are not reported in the 
funds (Note 5).

Amounts reported for governmental activities in the 
statement of net assets (Exhibit 1) are different 

Capital assets used in governmental activities are 
not financial resources and therefore are not 
reported in the funds.
Liabilities for earned but deferred revenues in fund 
statements.

The Cardinal Charter School, North Carolina
Balance Sheet

Governmental Funds
June 30, 2011

Revised 5/2011 35-H-23



Exhibit 4

Major Funds
Total Non-

major Funds

General
State Public 

School

Total 
Governmental 

Funds
REVENUES
State of North Carolina 17,500$           347,136$       -$                  364,636$             
Carolina County 125,000           -                 -                    125,000
U.S. Government 27,941             -                 29,020              56,961
Contributions and donations 7,000               -                 725                   7,725
Other 15,321             -                 766                   16,087

Total revenues 192,762           347,136         30,511              570,409               

EXPENDITURES
Current:

Instructional services 60,196             327,136         25,552              412,884
System-wide support services 59,442             9,981             3,414                72,837
Non-programmed charges 4,574               19                  1,092                5,685

Capital outlay: 409,000           -                 -                    409,000
Debt service:

Principal 31,439             -                 -                    31,439
Interest and other charges 5,561               -                 -                    5,561

Total expenditures 570,212           337,136         30,058              937,406               
Excess (deficiency) of revenues 
over expenditures (377,450)          10,000           453                   (366,997)              

OTHER FINANCING SOURCES (USES)
Transfers to other funds -                   (10,000)          -                    (10,000)
Note payable issued 25,000             25,000
Capital lease obligations issued 400,000           -                 -                    400,000

Total other financing sources  (uses) 425,000           (10,000)          -                    415,000               
Net change in fund balance 47,550             -                 453                   48,003                 

Fund balances-beginning 15,034             -                 562                   15,596
Fund balances-ending 62,584$          -$              1,015$              63,599$              

The Cardinal Charter School
Statement of Revenues, Expenditures, and Changes in Fund Balance

Governmental Funds
For the Year Ended June 30, 2011
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Exhibit 5

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

Net changes in fund balances - total governmental funds 48,003$         
Change in fund balance due to change in reserve for inventory -                

Governmental funds report capital outlays as 
expenditures. However, in the Statement of Activities 
the cost of those assets is allocated over their estimated 
useful lives and reported as depreciation expense.  This 
is the amount by which capital outlays exceeded 
depreciation in the current period 347,847         

Revenues in the statement of activities that do not 
provide current financial resources are not reported as 
revenues in the funds.
  Amount of donated assets -                    

Difference in accrued investment income and income 
reported in fund statements -                    

The issuance of long-term debt provides current 
financial resources to governmental funds, while the 
repayment of the principal of long-term debt consumes 
the current financial resources of governmental funds.  
Neither transaction has any effect on net assets.  Also, 
governmental funds report the effect of issuance costs, 
premiums, discounts and similar items when debt is first 
issued, whereas these amounts are deferred and 
amortized in the statement of activities.  This amount is 
the net effect of these differences in the treatment of 
long-term debt and related items. (393,561)       

Difference in accrued interest payable and interest 
expensed on fund statements (611)              

Some expenses reported in the statement of activities 
do not require the use of current financial resources 
and, therefore, are not reported as expenditures in 
governmental funds.

Compensated absences (2,047)           
Loss on disposal of assets -                    

Total changes in net assets of governmental activities (369)$            

The Cardinal Charter School
Statement of Revenues, Expenditures, and Changes in Fund Balance

Governmental Funds
For the Year Ended June 30, 2011
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Exhibit 6

Major Fund Non-major Fund
School Food 

Service Child Care Total
ASSETS
Current assets:

Cash and cash equivalents 3,172$                 2,215$                 5,387$                 
Due from other governments 11,132                 700                      11,832                 
Receivables (net) 2,800                   2,540                   5,340                   
Inventories 1,419                   200                      1,619                   

Total current assets 18,523                 5,655                   24,178                 

Noncurrent assets:
Capital assets:

Furniture and office equipment, net 19,541                 800                      20,341                 
Food service equipment 3,500                   -                       3,500                   
Computer equipment, net 9,500                   200                      9,700                   

Total noncurrent assets 32,541                 1,000                   33,541                 
Total assets 51,064$              6,655$                57,719$               

LIABILITIES
Current liabilities:

Accounts payable and accrued
 expenses 5,392$                 721$                    6,113$                 
Due to other funds -                       -                       -                       

Total current liabilities 5,392                   721                      6,113                   

Long-term liabilities:
Due within one year 387                      -                       387                      
Due in more than one year 1,256                   -                       1,256                   

Total long-term liabilities 1,643                   -                       1,643                   
Total liabilities 7,035                   721                      7,756                   

NET ASSETS
Invested in capital assets, net of related 
debt 32,541                 1,000                   33,541                 

11,488                 4,934                   16,422                 
Total net assets 44,029$              5,934$                49,963$               

Enterprise Funds

The Cardinal Charter School
Statement of Net Assets

Proprietary Funds
June 30, 2011
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Exhibit 7

Major Fund Non-major Fund
School Food 

Service Child Care Total
OPERATING REVENUES
Food sales 50,223$               -$                     50,223$               
Child care fees -                       18,446                 18,446                 

Total operating revenues 50,223                 18,446                 68,669                 

OPERATING EXPENSES
Food cost:

Purchase of food 45,899                 -                       45,899                 
Donated commodities -                       -                       -                       

Salaries and benefits 11,859                 11,727                 23,586                 
Indirect costs 113                      144                      257                      
Materials and supplies 153                      517                      670                      
Depreciation 950                      773                      1,723                   
Contracted services 23,970                 1,093                   25,063                 
Other 82                        -                       82                        
  Total operating expenses 83,026                 14,254                 97,280                 

Operating income (loss) (32,803)                4,192                   (28,611)                

NONOPERATING REVENUES (EXPENSES)
Federal reimbursements 46,351                 -                       46,351                 

Total nonoperating revenue 
(expenses) 46,351                 -                       46,351                 

Income (loss) before 
contributions and transfers 13,548                 4,192                   17,740                 

Capital contributions -                       934                      934                      
Transfers from other funds 10,000                 -                       10,000                 

Change in net assets 23,548                 5,126                   28,674                 
Total net assets-beginning 20,481                 808                      21,289                 
Total net assets-ending 44,029$              5,934$                49,963$               

Enterprise Funds

The Cardinal Charter School
Statement of Revenues, Expenses, and Changes in Fund Net Assets

Proprietary Funds
For the Year Ended June 30, 2011
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Exhibit 8

Major Fund Non-major Fund
School Food 

Service Child Care Total

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from customers 37,207$             15,206$                52,413$         
Cash paid for goods and services (62,951)             (1,854)                   (64,805)          
Cash paid to employees for services (10,093)             (11,827)                 (21,920)          

Net cash provided (used) by operating activities (35,837)             1,525                    (34,312)          

CASH FLOWS FROM NONCAPITAL 
FINANCING ACTIVITIES
Federal reimbursements 46,351               -                            46,351           

CASH FLOWS FROM CAPITAL AND RELATED 
FINANCING ACTIVITIES
Capital contributions -                        934                       934                
Acquisition of capital assets (8,287)               (827)                      (9,114)            

Net cash (used) by capital and related financing 
activities (8,287)               107                       (8,180)            

Net increase (decrease) in cash and cash 
equivalents 2,227                 1,632                    3,859             

Balances-beginning 945                    583                       1,528             
Balances-ending 3,172$              2,215$                  5,387$          

Reconciliation of operating income to net cash 
provided by operating activities

Operating income (32,803)$           4,192$                  (28,611)$        
Adjustments to reconcile operating income to net 
cash provided by operating activities:

Depreciation 950                    773                       1,723             
Salaries paid by special revenue fund 10,000               -                            10,000           

Changes in assets and liabilities:
Increase in due from other governments (8,573)               (700)                      (9,273)            
Increase in accounts receivable (2,800)               (2,540)                   (5,340)            
Increase in inventory (785)                  (200)                      (985)               
Increase (decrease) in accounts payable and 
accrued liabilities (1,949)               100                       (1,849)            
Increase in salaries and wages payable 123                    (100)                      23                  

(3,034)               (2,667)                   (5,701)            
Net cash provided by operating activities (35,837)$          1,525$                  (34,312)$       

The Cardinal Charter School

Enterprise Funds

For the Year Ended June 30, 2011
Proprietary Funds

Statement of Cash Flows

Revised 5/2011 35-H-19
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The Cardinal Charter School, North Carolina 
 

Notes to the Financial Statements 
 

For the Fiscal Year Ended June 30, 2011 
 
 
I. Summary of Significant Accounting Policies 
 
The accounting policies of the Cardinal Charter School, North Carolina (School) conform to 
generally accepted accounting principles (GAAP) as applicable to governments.  Charter schools 
are established by non-profit entities.  Because of the authority of the State Board of Education 
(SBE) to unilaterally abolish a school with all the assets reverting to a local education agency, 
the charter schools in North Carolina follow the governmental reporting model, as used by local 
education agencies.  The following is a summary of the more significant accounting policies: 
 
A. Reporting Entity 
 
The Cardinal Charter School is a public school operated by a local non-profit corporation, 
serving approximately 100 students.  The School operates under an approved charter received 
from the SBE, and applied for under the provisions of General Statute (G.S.) 115C-238.29B.  
G.S. 115C-238.29F(f)(1) states that a charter school shall be subject to the audit requirements 
adopted by the SBE, which includes the audit requirements established by G.S. 115C-447 of the 
School Budget and Fiscal Control Act (SBFCA).  G.S. 115C-447 also requires financial 
statements to be prepared in accordance with GAAP.  
 
 
B. Basis of Presentation 
 
Government-wide Statements: The statement of net assets and the statement of activities display 
information about the School. These statements include the financial activities of the overall 
government. Eliminations have been made to minimize the double counting of internal activities. 
These statements distinguish between the governmental and business-type activities of the 
School. Governmental activities generally are financed through intergovernmental revenues, and 
other non-exchange transactions. Business-type activities are financed in whole or in part by fees 
charged to external parties. 
 
The statement of activities presents a comparison between direct expenses and program revenues 
for the different business-type activities of the School and for each function of the School’s 
governmental activities. Direct expenses are those that are specifically associated with a program 
or function and, therefore, are clearly identifiable to a particular function. Indirect expense 
allocations that have been made in the funds have been reversed for the statement of activities. 
Program revenues include (a) fees and charges paid by the recipients of goods or services offered 
by the programs and (b) grants and contributions that are restricted to meeting the operational or 
capital requirements of a particular program. Revenues that are not classified as program 
revenues are presented as general revenues. 
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Fund Financial Statements: The fund financial statements provide information about the 
School’s funds. Separate statements for each fund category – governmental and proprietary – 
are presented. The emphasis of fund financial statements is on major governmental and 
enterprise funds, each displayed in a separate column. All remaining governmental and 
enterprise funds are aggregated and reported as non-major funds. 
 

Proprietary fund operating revenues, such as charges for services, result from exchange 
transactions associated with the principal activity of the fund. Exchange transactions are those in 
which each party receives and gives up essentially equal values. Nonoperating revenues, such as 
subsidies and investment earnings, result from non-exchange transactions or ancillary activities. 
 

The School reports the following major governmental funds: 
 
General Fund. The General Fund is the general operating fund of the School.  The General Fund 
accounts for all financial resources except those that are required to be accounted for in another 
fund. 
 
State Public School Fund. The State Public School Fund includes appropriations from the 
Department of Public Instruction for specific operating needs of the public school system and is 
reported as a special revenue fund. 
 
 
The School reports the following major enterprise fund: 
 
School Food Service Fund. The School Food Service Fund is used to account for the food 
service program within the school system. 
 
C. Measurement Focus and Basis of Accounting 
 

Government-wide and Proprietary Fund Financial Statements. The government-wide and 
proprietary fund financial statements are reported using the economic resources measurement 
focus. The government-wide and proprietary fund financial statements are reported using the 
accrual basis of accounting. Revenues are recorded when earned and expenses are recorded at 
the time liabilities are incurred, regardless of when the related cash flows take place. Non-
exchange transactions, in which the School gives (or receives) value without directly receiving 
(or giving) equal value in exchange, include grants and donations. Revenue from grants and 
donations is recognized in the fiscal year in which all eligibility requirements have been 
satisfied. 
 

Governmental Fund Financial Statements. Governmental funds are reported using the current 
financial resources measurement focus and the modified accrual basis of accounting. Under this 
method, revenues are recognized when measurable and available. The School considers all 
revenues reported in the governmental funds to be available if the revenues are collected within 
sixty days after year-end. These could include federal, State, and county grants, and some 
charges for services.  Expenditures are recorded when the related fund liability is incurred, 
except for principal and interest on general long-term debt, claims and judgments, and 
compensated absences, which are recognized as expenditures to the extent they have matured. 
General capital asset acquisitions are reported as expenditures in governmental funds. Proceeds 
of general long-term debt and acquisitions under capital leases are reported as other financing 
sources. 
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Under the terms of grant agreements, the School funds certain programs by a combination of 
specific cost-reimbursement grants and general revenues. Thus, when program expenses are 
incurred, there are both restricted and unrestricted net assets available to finance the program. It 
is the School’s policy to first apply cost-reimbursement grant resources to such programs, and 
then general revenues.  
 
All governmental and business-type activities and enterprise funds of the School follow FASB 
Statements and Interpretations issued on or before November 30, 1989, Accounting Principles 
Board Opinions, and Accounting Research Bulletins, unless those pronouncements conflict with 
GASB pronouncements. 
 
D. Budgetary Data 
 
Annual budgets are adopted for all funds, except for the chess, drama, and debate clubs and 
cardinal athletics.  All budgets are prepared using the modified accrual basis of accounting. 
 
The governing board has voluntarily established the policy, as a sound business practice, that 
expenditures may not exceed appropriations, for all of the School’s funds, based on the adopted 
budget and subsequent amendments.  During the year, several amendments to the original budget 
were necessary, the effects of which were not material.  The budget presented in the 
supplemental data represents the budget of the School at June 30, 2011.  All appropriations lapse 
at year end. 
 

 
 
E. Assets, Liabilities, and Fund Equity 
 
1. Deposits and Investments 
 
All deposits of the School are made in a local bank, whose accounts are FDIC insured.  Also, the 
School has established time deposit accounts such as NOW and SuperNOW accounts, money 
market accounts, and certificates of deposit.   
 
 
 

Because charter schools are not required by the General Statutes to adopt an annual 
budget, some variation exists regarding the basis on which the schools develop their 
budgets.  If a School adopts an annual budget by fund, or adopts a fund budget for only 
some of the School’s funds, the budget to actual statements should be prepared on a fund 
basis.  If however, the School adopts a unit-wide budget, the budget to actual statement 
would reflect all revenues and expenditures as measured against the estimated revenue and 
appropriations for the School.  
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2. Cash and Cash Equivalents 
 
The School pools money from several funds to facilitate disbursement and investment and to 
maximize investment income.  Therefore, all cash and investments are essentially demand 
deposits and are considered cash and cash equivalents. 
 
3. Inventories and Prepaid Items 
 
The inventories of the School are valued at cost, and the School uses the first-in, first-out (FIFO) 
flow assumption in determining cost.  Governmental fund inventories consist of supplies and are 
recorded as expenses when consumed.  Proprietary fund inventories consist of food and supplies 
and are recorded as expenses when consumed.  
 
Certain payments to vendors reflect costs applicable to future accounting periods and are 
recorded as prepaid items. 
 
4. Capital Assets 
 
The School's capital assets are recorded at original cost.  Donated assets are listed at their 
estimated fair value at the date of donation. The total of these estimates is not considered large 
enough that any errors would be material when capital assets are considered as a whole. 
 
It is the policy of the School to capitalize all capital assets costing more than $5,000 with an 
estimated useful life of two or more years.  In addition, other items which are purchased and 
used in large quantities such as student desks and office furniture are capitalized. Improvements 
are capitalized and depreciated over the remaining useful lives of the related capital assets. All 
depreciable assets are depreciated using the straight-line method of depreciation.  The cost of 
normal maintenance and repairs that do not add to the value of the asset or materially extend 
asset lives are not capitalized. 
 
Capital assets are depreciated over the following estimated useful lives: 
 

 Years 
Buildings 50 
Furniture and office equipment 10 
Food service equipment 5
Electronic equipment 3

 
5.  Long-term obligations 
 
In the government-wide financial statements, and proprietary fund types in the fund financial 
statements, long-term debt and other long-term obligations are reported as liabilities in the 
applicable governmental activities, business-type activities, or proprietary fund-type statement of 
net assets. 
 
In the fund financial statements, governmental fund types report the face amount of debt issued 
as other financing sources. 
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8. The governmental fund balance sheet includes a reconciliation between fund balance - 
total governmental funds and net assets – governmental activities as reported in the 
government-wide statement of net assets.  The net adjustment of $362,131consists of 
several elements as follows:   

 
 

DESCRIPTION AMOUNT
  
Capital assets used in governmental activities are not financial resources 
are therefore not reported in the funds (total capital assets on government-
wide statement in governmental activities column).

 
$1,046,860

  
Less accumulated depreciation (132,077)
  
Liabilities that, because they are not due and payable in the current period, 
do not require current resources to pay and are therefore not reported in the 
fund statements: 

 

     Bonds, leases, and installment financing     (548,738)
     Compensated absences (2,047)
     Accrued interest payable (1,867)
Total adjustment $362,131
 
 
F. Revenues, Expenditures, and Expenses 
 
1. Funding 
 
The Cardinal Charter School is funded by the State Board of Education, receiving (i) an amount 
equal to the average per pupil allocation for the average daily membership (ADM) from the local 
school administrative unit allotments in which the school is located (i.e. Carolina County Board 
of Education) for each child attending the School except for the allocation for children with 
special needs and (ii) an additional amount for each child attending the School who is a child 
with special needs [G.S. 115C-238.29H(a)].  Additionally, the appropriate local school 
administrative unit(s) transfers to the School, for each student who resides in the local 
administrative unit and attends the charter school, an amount equal to the per pupil local current 
expense appropriation to the respective local school administrative unit for the fiscal year. [G.S. 
115C-238.29H(b)].  For the fiscal year ended June 30, 2011, the Cardinal Charter School 
received funding from the Boards of Education for Carolina County, Dogwood County and Old 
Pine County.  
 
Furthermore, Cardinal Charter School has received donations of cash and/or equipment from 
private organizations.  The cash has been used for the purchase of new equipment for the 
School’s facilities. 
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2. Reconciliation between government-wide and fund statements  
 
The governmental fund statement of revenues, expenditures, and changes in fund balance is 
followed by a reconciliation between the change in fund balance –governmental activities 
and the change in net assets – governmental funds as reported on the government-wide 
statement of activities.  The net difference of $(48,372) between the two amounts consists of 
the following elements: 
 

DESCRIPTION AMOUNT
  
Capital outlay expenditures recorded in the fund statements but capitalized as 
assets on the statement of activities. 

419,078

  
Depreciation expense that is recorded on the statement of activities but not in 
the fund statements. 

(71,231)

  
New debt issued during the year is recorded as a source of funds on the fund 
statements but has no effect on the statement of activities, only the statement of 
net assets. 

(400,000)

  
Principal payments on debt owed are recorded as a use of funds on the fund 
statements but again affect only the statement of net assets in the government-
wide statements. 

6,439

  
Expenses reported on the statement of activities that do not require the use of 
current resources to pay are not recorded as expenditures in the fund statements. 

 

     Difference in interest expense between fund statements (modified accrual) 
and government-wide statements (full accrual).

(611)

     Compensated absences are accrued in the government-wide statements but 
not in the fund statements, as they do not use current resources.  

(2,047)

  
Total $(48,372)
  

 
 
II. Stewardship, Compliance, and Accountability 
 
A. Significant Violations of Finance-Related Legal and Contractual Provisions 
 
Noncompliance with North Carolina General Statutes 
 
The school, in violation of G.S. 115C-238.29H(a1), purchased a tract of land for $9,000 with 
funds provided by State Board of Education during the year ended June 30,2011.  It is the 
school’s intention to keep the land for future school expansion.  Accordingly, a capital outlay 
and a liability for the $9,000 to be repaid to the State Public School Fund have been recorded in 
the General Fund.  Revenues and expenditures have been reduced by this amount in the State 
Public School Fund, and a receivable from the General Fund and a liability to the State of North 
Carolina have been recorded.   (See the related Note III.C.) 
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Note to preparer: Significant instances of noncompliance with the General Statutes should all be 
disclosed in this section and should include a description of the School’s plan to correct the violation. 
Immaterial instances of noncompliance could be summarized in the management letter. For a charter 
school, budgetary over-expenditures are not statutory violations. See the example below. The auditor 
should consider reporting issues normally disclosed in this section in the management letter. 
 
Contractual Violations 
 
Note to preparer: Significant contractual violations of lease arrangements or other contractual 
agreements should be disclosed in this section along with a corrective action plan. 
 
B. Deficit Fund Balance or Net Assets of Individual Funds 
 
Note to preparer: Individual funds that report deficits in their fund balances or in their net asset totals 
should be disclosed along with a corrective action plan. 

 
 
III. Detail Notes on All Funds 
 
A. Assets 
 
1. Deposits 
 
At June 30, 2011, the School had deposits with banks and savings and loans with a carrying 
amount of $96,871.  The bank balance with the financial institutions was $110,951, which was 
covered by federal depository insurance. The School does not have a deposit policy for custodial 
credit risk. 
 
Cash on hand at the School totaled $100. 
 
 
 
 Note to preparer: As required by GASB 40, any deposit amount beyond the FDIC limit must be 

disclosed as uncollateralized. The School should disclose whether or not their Board has adopted a 
formal policy for any of the different deposit and investments risks it encounters.  In addition, the 
unit may include whether its management follows any internal practices to avoid applicable risks.  
See Note III.A.1 of Carolina County Board of Education for an example when the Board has not 
formally adopted a policy, nor does management have an internal policy. Please see Note III.A.1 of 
City of Dogwood for an example of when no formal policy has been adopted, but there are internal 
management policies in place.  Finally, see Note III.A.1 of Carolina County for an example of a 
formal policy. 
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2. Capital Assets 
 
Capital asset activity for the year ended June 30, 2011, was as follows: 
 
 
 

 
 
Depreciation expense was charged to governmental functions as follows: 
 
Instructional programs 55,135
Supporting services 16,096
 $71,231
 

(continued on the next page)

Beginning
Balances Increases Decreases

Ending
Balances

Governmental activities:
Capital assets not being depreciated:

Land -$              9,000$         -$        9,000$         
Capital assets being depreciated:

Buildings -                400,000       -          400,000       
Furniture and office quipment 607,214        4,278           -          611,492       
Electronic equipment 20,568          5,800           -          26,368         

Total capital assets being depreciated 627,782        410,078       -          1,037,860    
Less accumulated depreciation for:

Buildings -                3,333           -          3,333           
Furniture and office quipment 55,111          60,514         -          115,625       
Electronic equipment 5,735            7,384           -          13,119         
Total accumulated depreciation 60,846          71,231         -          132,077       

Total capital assets being depreciated, net 566,936        905,783       
Governmental activity capital assets, net 566,936$      914,783$     
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B. Liabilities 

 
1. Pension Plan Obligations 
 
a. Retirement Plan 
 
The Cardinal Charter School has adopted a tax deferred annuity retirement plan under Internal 
Revenue Code section 403 (b).  The Cardinal Charter School Retirement Plan (The Plan) is a 
defined contribution plan and is administered by Dogwood Pension Services, Inc.  This plan was 
effective July 1, 2009.  All full-time employees who have reached age 21 are eligible to 
participate in the plan after one year of service to the School.  Cardinal Charter School 
contributes 4% of the annual compensation of each eligible employee.  The employee may make 
voluntary contributions, pursuant to a salary reduction agreement, of a percentage of annual 
compensation not to exceed the limits set by the Internal Revenue Code. 
  

Beginning
Balances Increases Decreases

Ending
Balances

Business-type activities:
Child Nutrition 
Capital assets being depreciated:

Furniture and office equipment 12,066          8,287           -          20,353         
Food service equipment 4,000            -               -          4,000           
Electronic equipment 10,000          -               -          10,000         

Total capital assets being depreciated 26,066          8,287           -          34,353         
Less accumulated depreciation for:

Furniture and office equipment 362               450              -          812              
Food service equipment 250               250              -          500              
Electronic equipment 250               250              -          500              
Total accumulated depreciation 862               950              -          1,812           

Total Child Nutrition capital assets 25,204          32,541         
Other business-type activity programs:
Capital assets being depreciated:

Furniture and office equipment 373               827              -          1,200           
Electronic equipment 573               -               -          573              

Total capital assets being depreciated 946               827              -          1,773           
Less accumulated depreciation for:

Furniture and office equipment -                400              -          400              
Electronia equipment -                373              -          373              
Total accumulated depreciation -                773              -          773              

Total capital assets being depreciated, net 946               1,000           
Business-type activities capital assets, net 26,150$        33,541$       
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At June 30, 2011, all eligible employees of the School were included in the plan.  The Cardinal 
Charter School made all required contributions.  For the year ended June 30, 2011, the pension 
cost to the School was $2,438, with members contributing $3,961.   
 
 

Note to preparer: For charter schools participating in the TSERS, illustrative note disclosures 
for the pension plan and the post-employment retirement benefits may be found in the Carolina 
County Board of Education illustrative financial statements in this audit manual. The current 
level of required contributions for the fiscal year is detailed in a memo issued by the staff of the 
Local Government Commission. 
 
For charter schools providing their own retirement benefits, the preparer should consider what 
information is relevant to the users of the financial statements. This should include but is not 
limited to a description of the type of retirement plan offered, the eligibility requirements, and 
the cost to the school. See GASB Statement No. 27 for guidance on specific disclosure 
requirements.  
 
2. Unearned Revenues 
 

The balance in deferred / unearned revenues at year-end is composed of the following elements: 

 
3. Risk Management 

 

The School is exposed to various risks of losses related to torts; theft of, damage to, and 
destruction of assets; errors and omissions; injuries to employees; and natural disasters.  The 
School maintains general liability and errors and omissions insurance coverage of $1 million per 
occurrence with a commercial carrier. 
 

The School also participates in the Teachers’ and State Employees’ Comprehensive Major 
Medical Plan, a self-funded risk financing pool of the State administered by Blue Cross and Blue 
Shield of North Carolina.  Through the Plan, permanent full-time employees of the School are 
eligible to receive health care benefits up to a $2 million lifetime limit.  In addition, employees 
have the option of receiving health care benefits through one of the available health maintenance 
organizations (HMOs).  The School pays the full cost of coverage for employees enrolled in the 
Comprehensive Major Medical Plan and makes an equal contribution for employees enrolled in 
one of the available HMO plans [G.S.115C-238.29F(e)(4)]. 
 

The School carries commercial coverage for all other risks of loss.  There have been no 
significant reductions in insurance coverage in the prior year, and claims have not exceeded 
coverage in any of the past two fiscal years. 
 

Unearned
Revenue

Prepaid items (General Fund) 1,500$    
Sales tax receivable (Federal Grants Fund) 304         

Total 1,804$    
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The School carries flood insurance through the National Flood Insurance Plan (NFIP).  Because 
the School is in an area of the State that has been mapped and designated an “A” area (an area 
close to a river, lake or stream) by the Federal Emergency Management Agency, the City is 
eligible to purchase coverage of $500,000 per structure through the NFIP.   
 
4. Claims and Judgments 
 
At June 30, 2011, the School was a defendant to various lawsuits.  In the opinion of the School’s 
management and the School’s attorney, the ultimate effect of these legal matters will not have a 
material adverse effect on the School’s financial position.   
 
5. Long-Term Obligations 
 
a. Note Payable 
 
On May 31, 2010 a note was obtained from a bank for $25,000 plus interest at prime plus 1%. 
The note plus interest was paid in full on September 15, 2010. On March 18, 2011 another note 
was obtained for $25,000 plus interest at prime plus 2%. The note was obtained for working 
capital. 

 
b. Capital Leases 
 
The School entered into various lease agreements for certain equipment. At the conclusion of 
each of the leases, ownership is transferred to the School.  The lease agreements qualify as 
capital leases for accounting purposes and, therefore, the obligations have been recorded at the 
present value of the future minimum lease payments as of the date of their inception. 
 
The School entered into two capital leases in July, 2008 for school furnishings including desks 
and physical education equipment, as well as electronic equipment such as computers and other 
electronic equipment.  Both capital leases were for four year terms.   
 
In January 2010, the School entered into a capital lease for the school building, for the amount of 
$400,000.  The lease is for a twenty year term, requiring annual payments from $21,296 to 
$25,056. 
 
At June 30, 2011, assets recorded under the capital leases were as follows: 
 

 

Classes of Property Cost
Accumulated
Depreciation

Net Book
Value

Buildings 400,000$           3,333$         396,667$         
Furniture and equipment 200,000             38,142         161,858           
Computer equipment 18,768               11,991         6,777               

Total 618,768$           53,466$       565,302$         
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The following is a schedule of the future minimum lease payments and the net present value of 
the minimum lease payments as of June 30, 2011: 
 

 
c. Changes in General Long-Term Obligations 
 
The following is a summary of changes in the School’s long-term obligations for the fiscal year 
ended June 30, 2011: 

 
C. Interfund Balances and Activity 
 
The composition of interfund balances as of June 30, 2011, is as follows: 
 
Due to the State Public School Fund from the General Fund to repay the fund 
for a tract of land purchased in violation of NCGS 115C-238.29H(a1). $ 9,000
 
 

Year Ending June 30
2012 44,520$             
2013 45,419               
2014 46,328               
2015 48,198               
2016 50,126               
2017-2021 125,633             
2022-2026 127,500             
2027-2030 250,250             
Total minimum lease payments 737,974             
Less: amount representing interest 189,236             
Present value of the minimum lease payments 548,738$           

Governmental activities:
Beginning 
Balance Increases Decreases

Ending     
Balance

Current 
Portion

Note payble - bank 25,000$        25,000$        25,000$        25,000$             25,000$     
Capitalized leases 155,177$      400,000$      6,439$          548,738$           27,272$     
Compensated absences -$              10,700$        8,653$          2,047$               200$          
Total 180,177$      435,700$      40,092$        575,785$           52,472$     

Business-type activities:
Compensated absences -$              2,257$          614$             1,643$               387$          
Total -$              2,257$          614$             1,643$               387$          
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Note to preparer: All interfund transactions throughout the year are considered essential to fair 
presentation at the basic financial statement level and should be included in the notes to the financial 
statements. For interfund transfers, amounts transferred from other funds by individual major fund, 
nonmajor governmental funds in the aggregate, nonmajor enterprise funds in the aggregate, internal 
service funds in the aggregate, and fiduciary fund type; a general description of the principal purposes of 
interfund transfers; and purposes for and amounts of non-routine transfers and/or transfers inconsistent 
with the activities of the fund making the transfers should be disclosed in the notes.  These provisions 
should be applied only to material items. Also, the due to and the due from in this case is to 
illustrate the repayment of the misspent money disclosed in the Stewardship, Compliance, and 
Accountability note. The Special Revenue funds should not be advancing money to other funds 
through the use of due to and due from transactions for routine operational needs. If such 
advances are made, this should be disclosed as a violation of General Statutes. 

 
D. Fund Balance 
 
Cardinal Charter School has a revenue spending policy that provides policy for programs with 
multiple revenue sources.  The Finance Officer will use resources in the following hierarchy: 
federal funds, State funds, local non-School funds, Cardinal Charter School funds.  For purposes 
of fund balance classification expenditures are to be spent from restricted fund balance first, 
followed in-order by committed fund balance, assigned fund balance and lastly unassigned fund 
balance.  The Finance Officer has the authority to deviate from this policy if it is in the best 
interest of the School.  
 
Note to Preparer: Units should modify this language to reflect their own policies. 
 
The following schedule provides management and citizens with information on the portion of 
General fund balance that is available for appropriation.  
 
Total fund balance   $62,584 
 Less:  
 Inventories  500 
Prepaid Items 800
 Appropriated Fund Balance in 2012 budget   
 Remaining Fund Balance   $61,284  

 
Note to Preparer:  The unit is also required to disclose dollar amount of encumbrances for 
all major funds and non-major in aggregate.  Encumbrances under GASB Statement No. 
54 will not be shown on face of statement; however, amounts of significant 
encumbrances must be disclosed for each major fund and in aggregate for non-major 
funds.  Below is example of such disclosure. 
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Encumbrances are amounts needed to pay any commitments related to purchase orders 
and contracts that remain unperformed at year-end. 
 

Encumbrances General Fund Non-Major Funds 
 $10,450 $3,000 

 
 
V. Related Party Transactions 
 
Mr. Paul Smith, a member of the governing board of Cardinal Charter School, also serves as 
principal of the School.  For the fiscal year, Mr. Smith was paid a salary of $5,200 from the 
General Fund and $19,800 from the State Public School Fund. 
 
Note to preparer: Under GAAP, disclose significant transactions with elected officials, 
employees, and related organizations. These GAAP disclosures should include the nature of the 
relationship, a description and the dollar amount of any transaction, the amount(s) due to or from 
the related parties, the fund(s) involved in the transaction, and any other significant details. Other 
types of transactions that might need to be disclosed could include leases of equipment or 
facilities, other types of services, and purchase or sale of capital assets, or loans. 
 
VI. Summary Disclosure of Significant Contingencies 
 
Federal and State Assisted Programs 
 
The School has received proceeds from several federal and State grants.  Periodic audits of these 
grants are required and certain costs may be questioned as not being appropriate expenditures 
under the grant agreements.  Such audits could result in the refund of grant moneys to the grantor 
agencies.  Management believes that any required refunds will be immaterial.  No provision has 
been made in the accompanying financial statements for the refund of grant moneys.   
 
VII. Significant Effects of Subsequent Events 
 
Note to preparer: Events that occur between the end of the period covered by the financial 
statements and the statement issuance date that have a significant effect upon the unit should be 
disclosed. 
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NON-MAJOR FUNDS 
 
 
 
 
 
 
 
Federal Grants Fund -  This fund is used to account for the Federal moneys that are passed 

through the State Department of Public Instruction to the School.  
 
 
 
 
 
 
 
Club and Activities Fund -  This fund is used to account for the funds raised and earned by the 

various clubs and activities, including any athletic teams, that are 
part of the School.  




