Management Discussion and Analysis

Cardinal Charter School

June 30, 2011


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. 
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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 $      

Total Business-type Activities Governmental Activities

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.
Required Components of Annual Financial Report

Figure 1
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Detail

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.  

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 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 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
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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. 

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 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.  

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.  
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.  
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Sheet1

										Governmental				Business-type

										Activities				Activities				Total

										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
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Sheet1

				Governmental				Business-type

				Activities				Activities				Total

				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
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Sheet1

		Carolina County's Outstanding Debt

		General Obligation and Revenue Bonds

				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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				Governmental Activities				Business-type Activities				Total

				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






