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Part 1

AUTHORIZATION AND OBJECTIVES

Section 1.01. Authorization.

This financial and operating plan, including the academic and
educational plan, for the School District of the City of Muskegon
Heights is required by Section 18 of the Local Government and
School District Fiscal Accountability Act, 2011 PA 4, MCL 141.1501
to 141.1531. A financial and operating plan for a school district must
provide for all of the following:

(a). Conducting all aspects of the operations of the school
district within the resources available according to a
revenue estimate produced by the emergency manager
for the school district.

(b). The payment in full of the scheduled debt service
requirements on all bonds, notes, and municipal
securities of the school district and all other uncontested
legal obligations of the school district.

(c). The modification, rejection, termination, and renegotiation
of contracts pursuant to Section 19 of the Local
Government and School District Fiscal Accountability Act,
2011 PA 4, MCL 141.1519.

(d). The timely deposit of required payments to the pension
fund for the school district or in which the local
government participates.

(e). An academic and educational plan.

(f). Any other actions considered necessary by the Manager
in the Manager’s discretion to achieve the objectives of
the financial and operating plan, alleviate the financial
emergency, and remove the local government from
receivership.
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Section 1.02. Objectives.

This financial and operating plan for the School District of the City of
Muskegon Heights has both of the following objectives:

(a). Assuring that the School District of the City of Muskegon
Heights is able to cause to be provided a system of free
public elementary and secondary schools and other
public educational services to residents of the School
District.

(b). Assuring the fiscal accountability of the School District of
the City of Muskegon Heights.

Section 1.03. Deficit Elimination Plan.

As authorized by the Act, this financial and operating plan also shall
serve as a deficit elimination plan for the School District of the City of
Muskegon Heights otherwise required by law for the School District, if
approved for that purpose by the State Superintendent of Public
Instruction.
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Part 2

DEFINITIONS

Section 2.01. Definitions.

As used in this financial and operating plan:

(a). “Academic Plan” means the academic and educational plan for
the District required under the Act and included in this Plan.

(b). “Act” means the Local Government and School District Fiscal
Accountability Act, 2011 PA 4, MCL 141.1501 to 141.1531.

(c). “Board” means the school board of the District.

(d). “Code” means The Revised School Code, 1976 PA 451, MCL
380.1 to 380.1852.

(e). “District” means the School District of the City of Muskegon
Heights.

(f). “Manager” means the emergency manager for the District
appointed under the Act.

(g). “Plan” means this financial and operating plan for the District.

(h). “State Superintendent” means the State Superintendent of
Public Instruction.

(i). “System” means the Muskegon Heights Public School
Academy System described in Part 5.

(j). “Treasurer” means the State Treasurer.

Section 2.02. Singular or Plural Terms.

Every word or defined term in this Plan importing the singular number
only may extend to and embrace the plural number, and every word
or defined term importing the plural number may be applied and
limited to the singular number.
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Section 2.03. References to Statutes.

A reference to a statute or portion of a statute in this Plan shall be
deemed to include the latest amendments to the statute or portion of
a statute.

Section 2.04. Catchlines.

The catch line heading of any section of this Plan shall not be
deemed to be a part of the section or the Plan, or be used to construe
the section more broadly or narrowly than the text of the section
would indicate, but shall be deemed to be inserted for purposes of
convenience.
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Part 3

FINANCIAL STATUS

Section 3.01. Review Team and District Financial Status.

On April 2, 2012, a financial review team for the District, appointed
under the Act, issued a report (attached as Appendix A) detailing
financial conditions within the District indicative of a financial
emergency, including, without limitation, all of the following:

(a). FY 2011 Deficit. According to the District’s FY 2011 fiscal
year financial audit, the District’s cumulative general fund
deficit increased by 102%, from $4,195,864 to $8,472,543
as of June 30, 2011. The one-year increase in the
District’s cumulative general fund deficit resulted from
general fund expenditures and transfers out exceeding
general fund revenues by $4,276,679.

(b). Projected FY 2012 Deficit. For the fiscal year ending
June 30, 2012, the District is projected to close the fiscal
year with a negative general fund balance of $9,442,778.

(c). Declining Pupil Enrollment. The District’s pupil enrollment
decreased by 34.3% from 2,142 pupils in FY 2006 to
1,408 pupils in FY 2011. This decline in the number of
pupils had a corresponding negative impact on the
District’s general fund revenue, with general fund revenue
declining 27.3% from $24,224,178 in FY 2006 to
$17,600,387 in FY 2011.

(d). State Aid Intercepts. On August 1, 2011, the District
signed documents related to a $7.9 million state aid note,
which included a provision requiring the State Treasurer
to intercept a portion of the District’s state aid payments
beginning in February 2012 to help ensure the timely
repayment of the note by the District. The intercepts will
continue through July 2012 in the amount of $113,678.46,
approximately 12% of each state aid payment to the
District. In addition to the partial intercepts, 100% of the
District’s August 2012 state aid payment will be
intercepted. Even after the intercepts, the District will owe



Page 7

approximately $6.3 million on its state aid note, which is
due August 20, 2012.

(e). Additional Obligations. As of November 30, 2011, the
District was approximately $1.4 million in arrears to the
Michigan Public School Employees Retirement System.

(f). Request for Financial Assistance. By letter dated
December 7, 2011, the Board requested that “the
Michigan Department of Education assist the District in
facilitating the appointment of an Emergency Manager
under Public Act 4 of 2011.” The review team noted, “[i]t
is noteworthy in this regard that School Board members
apparently considered the financial conditions of the
School District to be so dire that no real attempt was
made by them even after the Review Team was
appointed to devise a consent agreement nor actively
lobby for consideration of a consent agreement by the
Review Team.”

(g). Survival of District. The Review Team also noted that
“the severity of the financial emergency is such that the
Review Team cannot assure you that the School District
can survive as a standalone entity.”

Section 3.02. Annual Audit for District.

In developing this Plan, the Manager has reviewed the most recent
annual audit for the District for the fiscal year ending June 30, 2011,
and relied upon information included in that audit’s Report on
Financial Statements (attached as Appendix B), including, without
limitation, all of the following:

(a). Negative Net Assets. As of June 30, 2011, the total
liabilities of the District exceeded the total assets of the
District by $8,196,667.

(b). Declining General Fund Balance. The District’s general
fund balance decreased by $4,276,679 in FY 2011,
resulting in a general fund deficit of $8,472,453 as of June
30, 2011.
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(c). Continuing Declining Enrollment. The District continues
to experience declining enrollment.

(d). Continuing Retirement System Cost Increases. The
employer contribution rate mandated by the Office of
Retirement Services and payable by the District continues
to increase at a substantial rate. In October 2011, the
rate increases from 20% to 24.46% for employees hired
before July 1, 2010 and 23.23% for employees hired after
July 1, 2010.

(e). Short-Term Debt. As of June 30, 2011, the total
outstanding short-term debt of the District, consisting
entirely of state aid anticipation notes, totaled $8,525,000.

(f). Long-Term Obligations. The total outstanding long-term
obligations of the District totaled $26,937,309, as of June
30, 2011. Long-term obligations of the District included
2006 General Obligation Refunding Bonds, 0% 2007
Energy Conservation Improvement Bonds, Durant
obligations payable in annual installments to the extent of
annual state school aid appropriations, payments to the
School Bond Loan Fund, payments to the School Loan
Revolving Fund, Education Interconnection and
Consortium Financing, compensated absences, and early
retirement obligations.

Section 3.03. Projected Pupil Enrollment.

If the District were to continue to provide public educational services
in a manner generally consistent with District activities in FY 2012,
the Manager projects that pupil enrollment will continue to decline to
1,200 pupils for FY 2013.

Section 3.04. Projected Net Assets from Operating Results.

If the District were to continue to provide public educational services
in a manner generally consistent with District activities in FY 2012,
the Manager projects total District revenue to decline to $12,245,220
in FY 2013. The Manager projects total expenses for the District in
FY 2013 to total $14,959,890, assuming that the District continues to
provide public educational services in a manner generally consistent
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with District activities in FY 2012. These projections result in a
projected operating deficit of $2,714,670 in FY 2013 and a cumulative
fund deficit of $14,480,903, a projected 23% increase in total debt
from FY 2012.

Section 3.05. Outstanding Liabilities.

The outstanding liabilities of the District as of May 23, 2012 total
$4,382,660.20 and are detailed in Appendix C. In addition, the
District will owe approximately $6.3 million on its state aid note, which
is due August 20, 2012.

Section 3.06. Impact of Projections.

Based upon Sections 3.03 to 3.05, if in FY 2013 the District were to
continue to provide public educational services in FY 2013 in a
manner generally consistent with District activities in FY 2012, the
District’s cumulative deficit would increase by $2,714,670 from
$11,766,233 to $14,480,903.

To avoid any further increase in the deficit in FY 2013, the District
could reduce salaries by 35% and impose mandatory caps on health
insurance ($5,500/single, $11,000/double, and $15,000/family). As a
result, the average salary of a teacher in the District would fall to
$34,490, but the outstanding deficit of $11,766,233 million would
remain unresolved. The District’s outstanding deficit cannot be
eliminated even if the District reduced employment expenditures to
zero.

To operate in FY 2013 without increasing the District’s cumulative
deficit, the District would be required to reduce all discretionary non-
payroll expenditures by 20% and reduce salaries by 29%. Even with
those reductions, the District’s cumulative $11,766,233 deficit would
remain unresolved.

To serve the District’s projected student population in FY 2013, 51
general fund teachers and 18 special education teachers would be
required. Assuming an average teacher salary of $56,060 (without
wage concessions), to operate in FY 2013 without increasing the
District’s cumulative deficit, the District would have to eliminate 51
teaching positions, resulting in only 13 general fund teachers and 5
special education teachers to serve 1,200 students. That results in a
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student to teacher ratio of 81 to 1 for general fund teachers and 26 to
1 for special education teachers. If such a reduction were to occur,
the District’s cumulative deficit of $11,766,233 would remain
unresolved.

Given the foregoing, the Manager concludes that the District cannot
continue to provide public educational services in FY 2013 in manner
that is generally consistent with District activities in FY 2012 while
also satisfying the objectives identified in Section 1.02. The District’s
current financial condition prevents the District from being able to
continue current public educational services to District residents for
another school year. The District lacks the financial resources to both
satisfy existing financial obligations and to pay for the District’s on-
going direct provision of public educational services. Meeting the
dual objectives of assuring the provision of a system of free public
elementary and secondary schools to residents of the District while
also assuring the District’s financial accountability requires the
consideration of alternative structures for the delivery of public
educational services to District residents.
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Part 4

CONSIDERATION OF ALTERNATIVES

The Manager considered several alternatives to address the cumulative
and operating deficit that currently exist in the District. The Manager also
considered alternatives with the greatest potential to provide a quality
standard of education for students in Muskegon Heights. Alternatives
detailed in this Part were considered and evaluated in terms of meeting the
objectives for the District detailed in Section 1.02.

A major factor in evaluating alternatives is the limited amount of time
available to prepare for the school year that begins in September 2012, the
feasibility of restructuring the district’s debt, and maximizing the use of
state aid and other revenue to support a quality educational program for
current and future students within the District.

Section 4.01. Consolidation.

Two or more school districts may consolidate under Part 9 of the
Code (attached as Appendix D). This consolidation process may be
initiated by 10 or more registered voters in each of the school districts
or by the boards of the school districts. The State Superintendent
must approve any consolidation proposal. If a proposal is approved,
the question of uniting the districts to form one district must be
submitted to voters in each district at an election held on the same
date. Voters in each school district must approve consolidation for
the districts to be unified. An approved consolidation takes effect on
July 1 after the election. A consolidated district may only assume the
bonded indebtedness of another school district if approved by voters
in each district.

The Manager determines that consolidation of the District with one or
more other school districts is not a viable option for achieving the
objectives for the District detailed in Section 1.02 for the following
reasons:

(a). Mandatory timelines included in Part 9 of the Code cannot
be met in advance of the 2012-2013 school year,
resulting in the inability to assure the provision of public
educational services to the residents of the District in the
2012-2013 school year.
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(b). There is no indication of any interest on the part of an
another school district in consolidating with the District
and there is no certainty or indication of any likelihood
that voters in another school district would vote to
consolidate with the District given the financial emergency
in the District.

(c). While Part 9 of the Code authorizes a consolidated school
district to assume the bonded indebtedness of the District,
assumption of other outstanding obligations of the District
is not authorized.

(d). Creation of a new consolidated school district would
eliminate the ability of the Manager to utilize the
provisions of the Act to address the District’s financial
emergency.

Section 4.02. Annexation.

A school district may annex another school district under Part 10 of
the Code (attached as Appendix E), if the board of the annexing
district adopts a resolution approving the annexation and a majority of
voters in the district to be annexed approve the annexation at an
election. Outstanding indebtedness of the annexed district becomes
the liability of the annexing district.

The Manager determines that annexation of the District by another
school district is not a viable option for achieving the objectives for
the District detailed in Section 1.02 for the following reasons:

(a). Mandatory timelines included in Part 10 of the Code
cannot be met in advance of the 2012-2013 school year,
resulting in the inability to assure the provision of primary
and secondary educational services to the residents of
the District in the 2012-2013 school year.

(b). There is no indication of any interest on the part of an
another school district in annexing the District and there is
no certainty or indication of any likelihood that voters in
the District would vote to approve the annexation by
another school district.
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(c). Another school district is unlikely to be willing to assume
the financial obligations of the District given the financial
emergency in the District.

(d). Annexation of the District would eliminate the ability of the
Emergency Manager to utilize the provisions of the Act to
address the District’s financial emergency.

Section 4.03. Division by Annexation and Transfer.

Under Part 10a of the Code (attached as Appendix F), a school
district may be divided by annexation by another school district of a
part of the original school district’s area consisting of not less than
50% of the dividing school district’s assessed value. The remaining
area of the dividing school district is then transferred to one or more
school districts contiguous to the dividing school district. Division by
annexation and transfer requires the approval of the boards of the
dividing school district, the annexing school district, and the school
district accepting transferred property. The dividing school district
and the annexing school district must obtain approval from the State
Superintendent. Voters in the dividing district and each school district
receiving 25% or more of the state equalized value of the dividing
school district must approve the division at an election. The boards
of each of the districts involved and the State Superintendent must
find that the division, annexation, and transfer are in the best interests
of the education of the pupils within the affected school districts.
Assets and liabilities of a dividing district become the assets and
liabilities of the annexing district. Any employment contracts in effect
at the time of the election remain in effect for the duration of the
contract and certain employee rights under 1937 (Ex Sess) PA 4,
MCL 37.71 to 38.191, are preserved.

The Manager determines that division of the District by annexation
and transfer is not a viable option for achieving the objectives for the
District detailed in Section 1.02 for the following reasons:

(a). Mandatory timelines included in Part 10a of the Code
cannot be met in advance of the 2012-2013 school year,
resulting in the inability to assure the provision of public
educational services to the residents of the District in the
2012-2013 school year.
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(b). There is no indication of any interest on the part of
another school district in annexing the District or receiving
portions of the District by transfer and there is no certainty
or indication of any likelihood that voters in the District
would vote to approve the division.

(c). Another school district is unlikely to be willing to assume
the financial obligations of the District given the financial
emergency in the District.

(d). There is no certainty that annexation and transfer would
be in the best interests of pupils in all affected districts.

(e). Division of the District by annexation and transfer would
eliminate the ability of the Manager to utilize the
provisions of the Act to address the District’s financial
emergency.

Section 4.04. Transfer of District Territory.

An intermediate school district may detach territory from one school
district and attach the territory to another school district if requested
by the board of an affected school district or if petitioned by 2/3 of the
owners and residents of property in an affected area under Part 11 of
the Code (attached as Appendix G). An intermediate school district
considering a transfer must consider the welfare of each affected
pupil. Action of an intermediate school district is subject to appeal by
the State Superintendent, who also must consider the welfare of
affected pupils.

The Manager determines that the transfer of territory of the District to
another school district is not a viable option for achieving the
objectives for the District detailed in Section 1.02 for the following
reasons:

(a). Mandatory timelines included in Part 11 of the Code
cannot be met in advance of the 2012-2013 school year,
resulting in the inability to assure the provision of public
educational services to the residents of the District in the
2012-2013 school year.
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(b). There is no indication of any interest on the part of
another school district in receiving portions of the District
by transfer and there is no certainty or indication of any
likelihood that voters in the District would vote to approve
the division.

(c). The requirement for approval of any transfer by an
intermediate school district with the right of appeal to the
State Superintendent introduces further elements of
uncertainty.

(d). Another school district is unlikely to be willing to assume
any financial obligations of the District given the financial
emergency in the District.

(e). Division of the District by annexation and transfer would
reduce the ability of the Manager to utilize the provisions
of the Act to address the District’s financial emergency.

Section 4.05. Bankruptcy.

Under Section 23 of the Act, if, in the judgment of the Manager, no
reasonable alternative to rectifying the financial emergency in the
District exists, the Manager may recommend to the Governor and the
State Treasurer that the District be authorized to initiate bankruptcy
proceedings under Title 11 of the United States Code, 11 USC 101 to
1532. The recommendation must include: (a) a determination that
no feasible financial plan can be adopted to satisfactorily rectify the
District’s financial emergency in a timely manner; or (b) a
determination that a financial and operating plan for the district in
effect for at least 180 days cannot be implemented as written or be
amended in a manner to satisfactorily rectify the financial emergency
in a timely manner. If the Governor approves of initiating bankruptcy
proceedings, the Manager may proceed under Title 11 on behalf of
the District as a debtor.

The Manager determines that the initiation of bankruptcy proceedings
under the Act is not a viable option for achieving the objectives for the
District detailed in Section 1.02 for the following reasons:
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(a). The requirements under the Act for requesting the
initiation of bankruptcy proceedings cannot currently be
satisfied.

(b). An alternative to bankruptcy for rectifying the financial
emergency exists and is described in Part 5.

(c). Initiation of bankruptcy proceedings could have negative
financial consequences for the District, other school
districts, local governments, and the State of Michigan.
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Part 5

ESTABLISHING THE
MUSKEGON HEIGHTS PUBLIC SCHOOL ACADEMY SYSTEM

Section 5.01. Public School Academy System Option.

After considering and rejecting various alternatives under Part 4, the
Manager has decided to discontinue the direct provision of public
educational services by the District at the end of the 2011-2012
school year. On July 9, 2012, the Manager issued Order 2012-9,
authorizing the issuance of a charter for a public school academy to
operate one or more public schools in a unified system of public
schools to be known as the Muskegon Heights Public School
Academy System. Public educational services will be provided
through the System for residents of the District and residents of other
school districts beginning in the 2012-2013 and for the duration of the
financial emergency in the District. The District is authorized under
Part 6A of the Code to grant a charter for the System as a public
school academy.

The Manager believes establishment of the System offers several
benefits to the District. First, public educational services will continue
to be provided to District residents. Second, the District can continue
in its legal form and pay the accumulated debt obligations of the
District, including the repayment of any state aid note advances or
emergency loans from the State. Instead of reorganization or
possible bankruptcy as described in Part 4, the System will afford the
District and residents of Muskegon Heights an opportunity to return
responsibility for the direct provision of public educational services to
the District once the District’s obligations are fully satisfied and the
financial emergency is rectified. Third, the District has the ability to
assure the delivery of a high quality education for District residents by
appointing and overseeing the System’s board of directors and
managing the System’s compliance with its contract issued by the
District, the Code, and other applicable law. Fourth, the Code
authorizes the District to include on the System’s board of directors
persons involved in the local community. Fifth, under state law,
district employees and labor organizations may apply to organize and
provide public educational services through the System. Sixth,
former District employees interested in working in the System can be
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provided an opportunity to interview with the System or any
educational service provider utilized by the System.

Section 5.02. Application Process.

To use the chartering process and select a person or entity to
establish and provide public educational services through the
System, the Manager issued a request for applications for interested
persons or entities. After selecting an applicant, the Manager
appointed a board of directors for the System under Order 2012-8
and issued a contract to the System’s board of directors under Order
2012-9. The contract provides for the lease of District property to the
System.

Section 5.03. Agreement with System.

Under Section 1228 of the Code, a school district may enter into an
intergovernmental agreement with a public school academy for the
public school academy to provide services to the school district or
pupils of the school district. After establishing the System, the
Manager issued Order 2012-10 approving an intergovernmental
agreement between the District and the System, effective July 9,
2012, to assure the continued provision of public educational services
to residents of the District. Under the intergovernmental agreement,
any obligation of the District to provide public educational services to
residents of the District or within the geographic boundaries of the
District is assumed by the System. If an obligation to provide public
educational services is within the scope of the contract initially issued
to the System on July 9, 2012, the public educational services will be
provided by the System under the contract. If an obligation to provide
public educational services is not within the scope of the contract, the
public educational services will be provided by the System under the
intergovernmental agreement.

Section 5.04. Financing the System.

To assure that the System has the financial resources necessary to
deliver public educational services to residents of the District,
beginning in the 2012-2013 school year, the System will be eligible to
receive aid under The State School Aid Act of 1979, 1979 PA 94,
MCL 388.1601 to 388.1896, including, but not limited to, the state
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maximum public school academy foundation allowance and federal
aid. The District will not receive a state foundation allowance and will
not provide financing for the provision of educational services by the
System.

Section 5.05. Academic and Educational Plan.

The establishment of the System, the contract granting a charter to
the System, and the agreement with the System under Section 5.03,
including, but not limited to, included educational goals and
programs, curricula, methods of pupil assessment, school
improvement plans developed by the System, and measures to
assure compliance with state and federal academic requirements
included within those documents constitute the Manager’s academic
and educational plan for the District. The State Superintendent has
assisted the State Treasurer in reviewing this component of the Plan.
The contract for the System has been filed with the State
Superintendent and addresses issues relating to curriculum and other
academic matters. The provision of public educational services to
residents of the District through the contract, along with the
intergovernmental agreement with the System dated July 9, 2012,
constitutes the academic and educational plan for the District.
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Part 6

DISTRICT ACTIVITIES

Section 6.01. Limited District Activities.

Beginning with the 2012-2013 school year, the System will assume
responsibilities relating to the provision of public educational services
to residents of the District. Remaining activities of the District will be
conducted within the resources available to the District and will be
limited to the following functions and responsibilities:

(a). Assuring the timely payment of financial obligations of the
District, including, but not limited to, bonded indebtedness
of the District, including any emergency loans from the
State.

(b). Levying and collecting District taxes.

(c). Budgeting for the District.

(d). Overseeing the activities of the System as an authorizer
of a public school academy under Part 6a of the Code.

(e). Performing functions of the District relating to school
elections.

(f). Exercising functions and responsibilities of the Manager
relating to the District under the Act.

Section 6.02. Debt Service Obligations.

The Manager will assure the payment in full of the scheduled debt
service requirements on all bonds, notes, and securities of the District
and other uncontested legal obligations for the District, including, but
not limited to, any emergency loans. The source of funds for
satisfying these obligations will include taxes authorized by the
electors of the District and taxes authorized by Section 1211 of the
Code.
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Section 6.03. Pension Fund Payments.

The Manager will assure the timely deposit of any required District
payments to the Michigan Public School Employees’ Retirement
System under The Public School Employees Retirement Act of 1979,
1980 PA 300, MCL 38.1301 to 38.1467.

Section 6.04. District Staffing Levels.

The Manager may issue an order establishing staffing levels for the
District consistent with this Plan. The Manager also may contract for
the provision of any remaining services retained by the District under
Section 6.01.

Section 6.05. District Reorganization.

The Manager may issue an order establishing, consolidating, or
eliminating departments of the District and transferring functions
within the District consistent with this Plan.

Section 6.06. Projected Revenue and Expenditures.

The Manager will regularly update the State Treasurer on projected
revenue and expenditures of the District consistent with this Plan.
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Part 7

IMPLEMENTATION

Sec. 7.01. Public Informational Meeting.

In compliance with Section 18(4) of the Act, the Manager conducted a
public informational meeting on the Plan and any modifications to the
Plan at 5:30 p.m. on Wednesday May 30, 2012 at the following
location:

Muskegon Heights High School Auditorium
2441 Sanford Street
Muskegon Heights, MI 49444

Sec. 7.02. Reexamination of Plan.

This Plan will be reexamined at least every 6 months by the Manager
and the Treasurer, or his or her designee.

Sec. 7.03. Modification of Plan.

The Manager may from time to time modify this Plan as the Manager
determines necessary to advance the objectives of this Plan. If the
Manager reduces revenue estimates for the District, the Manager will
modify the plan to conform to the revised revenue estimates. Prior to
implementing any modification, the Manager will first notify the
Treasurer and the State Superintendent.

Sec. 7.04. Issuance of Orders.

As authorized under Section 17 of the Act, the Manager will issue to
the appropriate elected and appointed officials and employees,
agents, and contractors of the District the orders the Manager
considers necessary for the timely and satisfactory implementation of
this Plan.

Sec. 7.05. Submission of Plan.

This Plan was developed after consultation with the State Treasurer
and the State Superintendent and is submitted to the State Treasurer
as required by Section 18 of the Act. A copy of this Plan will be





APPENDIX A

Report of the Muskegon Heights School District Financial Review Team



 

 

DATE: April 2, 2012  

  

TO: Governor Snyder 

  

FROM: Muskegon Heights School District Financial Review Team: 

Frederick Headen 

David Martell 
Dale Nesbary 
Doug Ringler 

Thomas F. Saxton 

Brom Stibitz 
John VanWyck 

Carol Wolenberg 

  

SUBJECT: Report of the Muskegon Heights School District Financial Review Team  

 

On March 2nd, 7th, 20th and April 2nd, 2012, Muskegon Heights School District Financial Re-

view Team members met and reviewed information relevant to the financial condition of the School 

District. Based upon those reviews, the Review Team concludes, in accordance with Section 13(4)(d) 

of Public Act 4 of 2011, the Local Government and School District Fiscal Accountability Act, that a 

local government financial emergency exists within the Muskegon Heights School District, and that 

no satisfactory plan exists to resolve that emergency. Therefore, the Review Team recommends 

the appointment of an emergency manager. 
 

I. Background 
 

A. Preliminary Review 

 

On December 19, 2011, the Michigan Department of Education commenced a preliminary review of 

the finances of the Muskegon Heights School District to determine whether or not probable finan-

cial stress existed. Section 12(1) of the Act permits a preliminary review to be conducted if one, or 

more, of the conditions enumerated therein occurs.  The preliminary review of the Muskegon 

Heights School District resulted from the condition enumerated in subdivisions (a) and (r) of Sec-

tion 12(1) having occurred within the School District.
1
  

                                                 
1
 Subdivision (a) provides that “[t]he governing body or the chief administrative officer of a local government re-

quests a preliminary review under this act.  The request shall be in writing and shall identify the existing or antici-

pated financial conditions or events that make the request necessary.” Subdivision (r) provides that “[t]he existence 

of other facts or circumstances that in the state treasurer’s sole discretion for a municipal government are indicative 

of municipal financial stress, or, that in the superintendent of public instruction’s sole discretion for a school district 

are indicative of school district financial stress.” 

 

RICK SNYDER 

GOVERNOR  

 
STATE OF MICHIGAN 

DEPARTMENT OF TREASURY 

LANSING  

ANDY DILLON 

STATE TREASURER 



Governor Snyder 

April 2, 2012 
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For the purposes of preliminary reviews, the Department of Education developed six critical fac-

tors to determine if a finding of probable financial stress was warranted. Those factors are: 

 

1. A school district has a deficit for three or more consecutive years, including the current year. 

 

2. A school district’s existing deficit is greater than $1,000,000. 

 

3. A school district’s existing deficit is greater than 15 percent of general fund revenues, exclud-

ing incoming transfers. 

 

4. A fiscal review by a program office of the Michigan Department of Education, or an external 

auditor, reveals one or more material internal control weaknesses as evidenced by notes or find-

ings in the financial audit related to any of the following: 

 

(a) A lack of written policies and procedures or a failure to follow the written policies and proce-

dures.  

 

(b) Poor cash management.  

 

(c) A failure to provide personnel activity reports for employees paid with federal funds. 

 

(d) A history of spending outside of appropriations established by the local school board, in 

violation of Public Act 2 of 1968, Uniform Budgeting and Accounting Act. 

 

(e) The use of grant funds on unallowable expenditures.  

 

(f) Going concern issue, or qualified financial audit opinions, or both. 

 

5. A school district shows unsatisfactory progress in eliminating a deficit, which was determined 

by identifying one or more of the following conditions: 

 

(a) A deficit increase from the previous year. 

 

(b) Lack of cooperation from school district officials in submitting deficit information (i.e., late 

submission of deficit elimination plans, delinquent return of phone calls or correspondence 

relating to deficit elimination plans, and chronic late submission of monthly budgetary 

control reports). 
 
(c) A history of supplying the Department with deficit elimination plan information which ei-

ther was inaccurate or inconsistent with actual revenues and expenditures at year end. 

 

6.  The failure by a school district to comply with bond or note covenants or to make pension fund 

deposits. 
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Based upon the foregoing six critical factors, the preliminary review found, or confirmed, the fol-

lowing for the Muskegon Heights School District: 

 

 The School District ended fiscal year 2006 with a $0.9 million deficit. The deficit persisted in 

each of subsequent fiscal years, with School District officials projecting that the School Dis-

trict will remain in a deficit condition for fiscal years 2012 through 2015.   

 The School District had a cumulative general fund deficit of $8,472,543 as of June 30, 2011. In 

addition, the cumulative general fund deficit exceeded $1.0 million since the 2009 fiscal year.   

 The fund balance of the School District, expressed as a percentage of general fund revenues, was 

a negative 48 percent as of June 30, 2011. This negative percentage exceeded the negative 15 

percent threshold at which the Department attaches concern.  

 The financial audit report of the School District for the 2011 fiscal year included 11 findings of 

material weaknesses, significant deficiencies, or noncompliance, compared to the financial au-

dit report of the School District for the 2010 fiscal year which included four findings of sig-

nificant deficiencies.  

 The School District demonstrated unsatisfactory progress in eliminating it cumulative general 

fund deficit. The deficit has increased from $0.9 million at June 30, 2006, to $8.5 million at 

June 30, 2011.  

 The School District was approximately $1.4 million in arrears to the Public School Employees 

Retirement Service through November 2011.  

In addition to the foregoing preliminary review findings, the Michigan Department of Education 

gave consideration to the following information:  

 The School District experienced cash-flow stress despite having received approximately $7.9 mil-

lion through the Michigan Department of Treasury for cash flow purposes.  

 The School District had been the subject of an ongoing investigation by the Michigan State Po-

lice related to the possible misuse of federal Title I funds.  

 The School District and its staff had been unable to agree upon concessions.  

 The most recent financial audit report and comprehensive financial report of the School District 

were not submitted to the Department of Education by the statutory due date of November 15, 

2011. As a result, the Department withheld the December 20, 2011 State school aid payment. 

The State school aid payment was released when the reports subsequently were submitted.  

 

Based upon the preliminary review, the Superintendent of Public Instruction concluded and re-

ported to the Governor on January 10, 2012, that probable financial stress existed in the Muskegon 

Heights School District and recommended the appointment of a financial review team.   
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B. Review Team Findings  

 

On January 31, 2012, the Governor appointed an eight-member Financial Review Team.  The Re-

view Team convened on March 2nd, 7th, 20th, and April 2nd, 2012.  

 

1. Conditions Indicative of a Financial Emergency 

 

The Review Team found, or confirmed, the existence of the following conditions based upon in-

formation provided by School District officials, or the School District’s audit firm, or other rele-

vant sources:  

 

 According to the School District’s 2011 fiscal year financial audit, the School District’s cu-

mulative general fund deficit increased by 102 percent, from $4,195,864 (as restated) as of June 

30, 2010 to $8,472,543 as of June 30, 2011. The one-year increase in the School District’s cu-

mulative general fund deficit resulted from general fund expenditures and transfers out exceed-

ing general fund revenues by $4,276,679.   
 

 Since at least the 2006 fiscal year, the School District has not had a positive year-end fund balance 

in its general fund.  Based upon information on file with the Michigan Department of Education, 

the negative year-end general fund balance during these years has ranged from $900,378 for the 

2006 fiscal year to a projected $9,442,788 for the current fiscal year which ends on June 30, 2012. 
  

 Financial audit reports for the School District for its last three fiscal years reflect the follow-

ing variances between general fund revenues and expenditures, as initially budgeted and as a-

mended, versus general fund revenues and expenditures actually realized:   

 

 2008-09 % 2009-10 % 2010-11 % 
       

Revenues       
       

Original $22,481,370  $21,964,880  $19,743,100  

Final $22,481,370  $21,048,383  $20,007,464  

Actual $22,770,560  $20,437,910  $17,784,569  
       

Variance $289,190 1.29 ($610,473) (2.9) ($2,222,895) (11.1) 
       

Expenditures       
       

Original $22,481,370  $21,949,880  $23,230,460  

Final $22,481,370  $23,781,642  $21,950,437  

Actual $23,608,408  $23,032,858  $22,061,248  
       

Variance ($1,127,038) (5.01) $748,784 3.15 ($110,811) (0.50) 
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The numbers suggest a mixed picture. There are instances where actual revenue exceeded fi-

nally budgeted revenue (i.e., fiscal year 2009) and actual expenditures were less than finally 

budgeted expenditures (i.e., fiscal year 2010). However, instances of the opposite also are re-

flected where actual revenue was less than final budgeted revenue (i.e., fiscal years 2010 and 

2011) and expenditures exceeded final budgeted expenditures (i.e., fiscal years 2009 and 2011).  
 

 As depicted below, the School District’s pupil enrollment decreased by 34.3 percent, from 2,142 

pupils for the 2006 fiscal year to 1,408 pupils for the 2012 fiscal year. The decline in the number 

of pupils in the School District has had a corresponding impact upon the general fund revenues 

available as school funding continues to be based upon the number of pupils. 
 

Fiscal Year  Pupil Count General Fund Revenue 
   

2006 2,142 $24,224,178 

2007 2,046 $22,032,907 

2008 1,909 $21,701,821 

2009 1,820 $22,033,838 

2010 1,599 $19,894,627 

2011 1,537 $17,784,577 

2012 1,408 $17,600,387 
 

 Pursuant to documents School District officials signed on August 1, 2011, related to a $7.9 mil-

lion State aid note for the School District, the Department of Treasury was required to inter-

cept a portion of the School District’s State aid payments beginning in February 2012 in order to 

help ensure the timely repayment by the School District of that State aid note.  The intercepts are 

a direct result of the School District’s loss of students and associated State aid. These intercepts 

will continue through July of 2012, in the amount of $113,678.46 (approximately 12 percent) 

from each State aid payment. These partial intercepts will be in addition to a 100 percent inter-

cept of the School District’s August 2012 State aid payment, which also is required pursuant to 

the August 1, 2011 documents. Even after the intercepts, the School District still will owe ap-

proximately $6.3 million on its State aid note which is due August 20, 2012.  

  

2. Review Team Meetings
2
  

 
On March 2, 2012, Review Team members Frederick Headen, Dale Nesbary, Doug Ringler, Thomas 

F. Saxton, Brom Stibitz, and John VanWyck met with Brian McFarren, of the certified public ac-

counting firm Brickley Delong, P.C.   

                                                 
2
 On February 9, 2012, the Ingham County Circuit Court issued injunctive relief based upon a verbal ruling from the 

bench that review teams appointed pursuant to Public Act 4 of 2011, the Local Government and School District Fis-

cal Accountability Act, are public bodies for purposes of Public Act 267 of 1976, the Open Meetings Act. On Feb-

ruary 29, 2012, the court issued an order for declaratory judgment and injunctive relief to the same effect. As a 

result, all meetings of this Review Team were conducted in public. The ruling by the court currently is on appeal.  
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On March 7, 2012, Review Team members Frederick Headen, David Martell, Dale Nesbary, Doug  

Ringler, Carol Wolenberg, and John VanWyck conducted a series of interviews in the School District  

with David L. Sipka, Muskegon Intermediate School District (and interim Muskegon Heights School 

District) Superintendent; Marios Demetriou, Muskegon Area Intermediate School District Deputy 

Superintendent (and interim Muskegon Heights School District Finance Director); Sue McCarty, 

School District Human Resources Manager; Joy Robinson, President, Muskegon Heights Educa-

tion Association; Krista Abbott, Director, Michigan Education Association (Uniserv); William 

Kuiper, Michigan Education Association; Dave Neifer, Title I Director; Avery Burrel, School 

Board President; Ron Jenkins, School Board Vice President; Franklin Brewer, School Board Sec-

retary; Ivory Morris, School Board Treasurer; and School Board members Nathaniel Johnson, 

Kassandra Kitchen, and Trinell Scott.  

 

On March 20, 2012, the Review Team discussed in detail the various statutory conclusions provided 

in Section 13(4) of the Act and, after deliberation and public comment, concluded that a financial 

emergency existed in the School District.  

 

3. Other Considerations 

 

While the Review Team gave serious consideration to all of the statutory conclusions provided in 

Section 13(4) of the Act, the Review Team concluded that a financial emergency existed, that no 

satisfactory plan exists to resolve the emergency, and that appointment of an emergency manager 

should be recommended.  This conclusion was reached for several reasons.   

 

First, the School District has experienced turnover in at least two key positions.  As noted earlier, 

the Intermediate School District Superintendent presently has been serving as the interim Superin-

tendent for the School District since January of this year. In addition, the Intermediate School Dis-

trict Deputy Superintendent has been serving as the interim Finance Director for the School District. 

Given their detailed involvement in the day-to-day operations of the School District, these two 

officials likely possess the most comprehensive understanding of the School District’s financial con-

dition of anyone associated with the School District. Therefore, it was significant that both offi-

cials expressed to the Review Team their unequivocal opinion that an emergency manager would 

be necessary.   

 

Second, by letter dated December 7, 2011, the School Board requested that “the Michigan Depart-

ment of Education assist the District in facilitating the appointment of an Emergency Manager 

under Public Act 4 of 2011.” It is noteworthy in this regard that School Board members appar-

ently considered the financial condition of the School District to be so dire that no real attempt 

was made by them even after the Review Team was appointed to devise a consent agreement nor 

actively to lobby for consideration of a consent agreement by the Review Team. 
3
  

                                                 
3 At the March 7, 2012 site visit, the Review Team determined that five School Board members had voted in favor 

of the request that an emergency manager be appointed, one School Board member had voted against it, and one 

School Board member had been absent. On March 7, several School Board members who voted in favor of the request 
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Finally, during the March 7, 2011, site visit, several School Board members expressed the need for 

them to impose more stringent monitoring over School District’s administration. However, the actual 

experience of School Board members in carrying out such monitoring is untested.  Therefore, ap-

pointment of an emergency manager may allow the School Board to establish and refine its mon-

itoring role, and under the tutelage of an emergency manager, better prepare itself for a transition 

back to an effective Superintendent-School Board relationship once the financial condition of the 

School District has been stabilized.   
 

C. Conclusion and Recommendation 

 

Based upon the foregoing meetings and review, the Review Team confirms the findings of the 

preliminary review, concludes that a local government financial emergency exists within the Mus-

kegon Heights School District, and that no satisfactory plan exists to resolve the emergency. 

Therefore, the Review Team recommends the appointment of an emergency manager.  

 

II. Section 13(3) Requirements 
 
Section 13(3) of Act 4 requires that this report include the existence or an indication of the likely oc-

currence of any of the conditions set forth in subdivisions (a) through (l).
4
 The conditions in subdi-

visions (b)(iii), (e), and (f) of Section 13(3) exist or are likely to occur, as follows: 

                                                                                                                                                             
clarified their position as not favoring such an appointment, but concluding that one was necessary.  We concur. 

Indeed, the severity of the financial emergency is such that the Review Team cannot assure you that the School Dis-

trict can survive as a standalone entity. 
 
4 Subdivisions (a) through (l) of Section 13(3) of the Act provide as follows: 
 

(a) A default in the payment of principal or interest upon bonded obligations, notes, or other mu-

nicipal securities for which no funds or insufficient funds are on hand and, if required, segregated 

in a special trust fund. 

 

(b) Failure for a period of 30 days or more beyond the due date to transfer 1 or more of the follow-

ing to the appropriate agency: 

 

(i) Taxes withheld on the income of employees. 

 

(ii) For a municipal government, taxes collected by the municipal government as agent for another 

governmental unit, school district, or other entity or taxing authority. 

 

(iii) Any contribution required by a pension, retirement, or benefit plan. 

 

(c) Failure for a period of 7 days or more after the scheduled date of payment to pay wages and 

salaries or other compensation owed to employees or benefits owed to retirees. 

 

(d) The total amount of accounts payable for the current fiscal year, as determined by the state fi-

nancial authority’s uniform chart of accounts, is in excess of 10% of the total expenditures of the 

local government in that fiscal year. 
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 As previously noted, the School District was approximately $1.4 million in arrears to the Public 

School Employees Retirement System through November 2011. (Section 13(3)(b)(iii)). 

 The School District had a general fund deficit of $8,472,543 as of June 30, 2011, which was not 

eliminated within the two-year period preceding the end of the fiscal year of the School District 

during which this Review Team report is received. (Section 13(3)(e)). 

 

 The School District is projecting a cumulative general fund deficit of $9,442,788 for the current 

fiscal year which ends on June 30, 2012, which would exceed 5 percent of the $17,600,387 in 

budgeted revenues for the general fund. 

 

III. Review Team Report Transmittal Requirements 

 

Section 13(3) of Act 4 also requires that a copy of this report be transmitted to Interim Superintendent 

David Sipka, the Muskegon Heights Board of Education, the Speaker of the House of Representa-

tives, and the Senate Majority Leader.  

 

 

cc: David L. Sipka, Interim Superintendent  

Muskegon Heights Board of Education   

James Bolger, Speaker of the House of Representatives 

Randy Richardville, Senate Majority Leader 

                                                                                                                                                             
 

(e) Failure to eliminate an existing deficit in any fund of the local government within the 2-year 

period preceding the end of the local government’s fiscal year during which the review team re-

port is received. 

 

(f) Projection of a deficit in the general fund of the local government for the current fiscal year in 

excess of 5% of the budgeted revenues for the general fund. 

 

(g) Failure to comply in all material respects with the terms of an approved deficit elimination plan 

or an agreement entered into pursuant to a deficit elimination plan. 

 

(h) Existence of material loans to the general fund from other local government funds that are not 

regularly settled between the funds or that are increasing in scope. 

 

(i) Existence after the close of the fiscal year of material recurring unbudgeted subsidies from the 

general fund to other major funds as defined under government accounting standards board princi-

ples. 

 

(j) Existence of a structural operating deficit. 

 

(k) Use of restricted revenues for purposes not authorized by law. 

 

(l) Any other facts and circumstances indicative of local government financial stress or financial 

emergency. 
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This section of Muskegon Heights Public Schools’ annual report represents an overall review of 
the school district’s financial activities for the fiscal year ended June 30, 2011.  Please review in 
conjunction with the financial statements and notes to the financial statements to enhance an 
understanding of the district’s financial performance. 
 
The Governmental Accounting Standards Board (GASB) in their Statement No. 34 Basic 
Financial Statements adopted this reporting model – and Management Discussion and Analysis 
(MD&A) – for State and Local Governments issued in June of 2000. Certain comparative 
information between the current year and the prior year is required to be presented in the 
MD&A.   
 
Overview of the Financial Statements 
 
This annual report consists of four parts: (1) management’s discussion and analysis, 
(2) independent auditors’ report, (3) the basic financial statements, and (4) required 
supplementary information. The financial statements include notes that explain information in 
the statements by providing detailed data. These statements are followed by a section of required 
supplementary information that further explains and supports the financial statements, utilizing a 
comparison to the district’s budget for the year.  Additionally, the basic financial statements also 
include two kinds of statements that present different views of the district.   
 
District-wide Financial Statements 
 
The district-wide financial statements are full accrual basis statements that provide information 
about the district’s overall financial status. They are used to help determine whether or not the 
district is better off, or worse off, as the result of the year’s activities. The Statement of Net 
Assets reports all of the district’s assets and liabilities, both short-term and long-term, whether 
they are “currently available” or not. Capital assets and long-term obligations of the district are 
reported in this statement. All of the current year’s revenues and expenses are accounted for in 
the Statement of Activities, regardless of when cash is received or paid. 
 
The two district-wide statements report the district’s net assets and how they have changed. Net 
assets – the difference between the district’s assets and liabilities – are used to measure the 
district’s financial position. 
 

• Over time, increases or decreases in net assets are an indicator of whether the district’s 
financial position is improving or deteriorating.    

 
• To assess the district’s overall health, you need to consider additional non-financial 

factors such as changes in the district’s property tax base, the quality of the education 
provided, and the condition of the district’s buildings. 
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In district-wide statements, the district’s activities are classified as governmental activities. This 
includes most of the district’s basic services, such as regular and special education, food service, 
athletics, transportation, and administration. Property taxes, state aid, and state and federal grants 
finance most of these services. 
 
Fund Financial Statements  
 
The fund financial statements focus on individual parts of the district, while reporting the 
district’s operations in more detail than the district-wide statements. The fund level statements 
are reported on a modified accrual basis. Only those assets that are “measurable” and 
“currently available” are reported. Liabilities are recognized to the extent that they are paid with 
current financial resources. 
 
Fund statements are formatted to comply with the legal requirements of the Michigan 
Department of Education’s “Accounting Manual.” In the State of Michigan, the district’s major 
instructional and instructional support activities are reported in the General Fund. Additional 
activities are reported in their relevant funds including: Food Service, Debt Service, Capital 
Projects, and Fiduciary Funds.  
 
In fund financial statements, capital asset purchases are reported as expenditures in the year of 
acquisition. No asset is reported. The issuance of debt is recorded as a financial resource. The 
current year’s payments of principal and interest on long-term obligations are recorded as 
expenditures.  Future year’s debt obligations are not recorded.  

 
 

Financial Analysis of the District as a Whole 
 
Figure A-1 shows a condensed breakdown of the net assets.   The decrease in current assets 
stems from increased cash and cash equivalents, reduced accounts receivable, and reduced 
receivables from other governmental units when compared to the 2009/10 school year.  The 
decrease in capital assets can be attributed to depreciation expense incurred during the 2010/11 
school year.   
 
The increase in total liabilities stems from additional state aid loan borrowing.  This borrowing 
was necessary due to the recognition of lower student enrollment at the beginning of the school 
year and an increase in retiree legacy costs.  In addition, Michigan Public School Employees 
Retirement System (MPSERS) contributions increased significantly, as well as district-paid 
contributions toward current employee healthcare and other necessary operational expenses.  
Please refer to the “General Fund Budgetary Highlights” section of this report for further 
explanation of these costs.  
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June 30, 2011 June 30, 2010

Current Assets $ 5,370,340     $ 5,421,245       
Capital Assets, net 25,355,530   26,359,054     
Other Non Current Assets 1,060,891     912,308          
    Total Assets 31,786,761   32,692,607     

Current Liabilities 13,979,794   9,955,861       
Non Current Liabilities 26,003,634   26,692,181     
     Total Liabilities 39,983,428   36,648,042     

Net Assets  
     Invested in Capital Assets, 2,277,308     2,621,744       
           net of related debt
     Restricted for:
          Debt Service 991,620          881,795          
     Unrestricted (11,465,595)    (7,458,974)      

     Total Net Assets $ (8,196,667)      $ (3,955,435)      

Figure A-1
Condensed Statement of Net Assets

Governmental Activities

 
 
The district’s net assets also reflect investment in capital assets (e.g., land, buildings and 
improvements, and furniture and equipment), less any related debt used to acquire those assets 
that are still outstanding. The district uses these capital assets to provide services to students; 
consequently, these assets are not available for future spending. Although the district’s 
investment in capital assets is reported net of related debt, it should be noted that the resources 
needed to repay the debt must be provided from other sources, since the capital assets themselves 
cannot be used to liquidate these liabilities.  
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Figure A-2 provides the detail behind the changes in the district’s net assets. Revenues classified 
under “charges for services” include amounts received for special education transportation and 
other receipts from those who have benefited from the related programs.  Revenue generated 
from operating grant and contribution activities decreased due to lower district participation in 
those activities.  Downward adjustments in unrestricted grants and contributions were the result 
of lower student enrollment.   

Total expenses decreased due to staff retirement, staff layoffs, and increased contracted staffing.  
 
 

 

For the Periond Ending:  June 30,     2011     2010

Revenues
Program Revenues

Charges for  Services $ 465,683 $ 478,800
Operating Grants and contributions 7,476,410 9,815,218

General Revenues
Property taxes 2,926,825 3,036,505
Unrestricted grants and contributions 9,908,512 10,070,016
Other 25,930 23,114
Total revenues 20,803,360 23,423,653

Expenses
Instruction 12,415,852 12,836,169
Support services 8,765,663 9,495,104
Community services 1,234,905 1,377,881
Food services 1,123,551 1,177,598
Athletics 368,649 377,368
Interest on long-term debt 1,115,088 1,136,927

Total expenses 25,023,708 26,401,047

Other changes
 Depreciation and amortization (20,884) (20,884)

Increase (decrease) in net assets  (4,241,232)  (2,998,278)

Beginning net assets (deficit) (3,955,435) (957,157)

Ending net assets (deficit) $ (8,196,667) $ (3,955,435)

Figure A-2
Statement of Net Assets from Operating Results

   Governmental Activities
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A substantial portion (68%) of the district’s General Fund revenue is received from State 
sources. This means that the financial stability of the district rests primarily with the economic 
health of the State of Michigan and level of student enrollment. Figure A-3 depicts the General 
Fund breakdown of the sources of revenue for the district. 
 
 
 
 

 
Fig. A-3
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Figure A-4 depicts 66% of the district’s General Fund resources are spent on instruction and 
pupil support services.  Another 12% is spent on administrative and business services necessary 
to efficiently operate the district, while 15% is spent for building operation and maintenance, 
including utilities, custodial services and transportation.  The final 7% is spent on community 
and other support services. 

 
 

Figure A-4 
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Financial Analysis of the District’s Funds 
 

The General Fund fund balance decreased by $4,276,679 during the 2010/11 fiscal year, 
resulting in a fund deficit of $8,472,543 at year-end. The primary operational reasons for the 
deficit increase are detailed in the aforementioned “Financial Analysis of the District as a 
Whole” section of this document. 
 
 

General Fund Budgetary Highlights 
 
The Uniform Budget Act of the State of Michigan requires that the local Board of Education 
approve the original budget for the upcoming fiscal year prior to July 1, the start of the fiscal 
year. As a matter of practice, the district can amend its budget during the school year. These 
revisions are designed to address unexpected changes in revenues and expenditures that may or 
may not occur during the school year.  During fiscal year 2011, a budget amendment was 
approved by the board of education in March of 2011. 
 
 
Original Budget v. Amended Budget 

Revenues 

• State source revenue was downward adjusted for lower than expected pupil count and 
reduced At-Risk funding. 

• Federal source revenue was adjusted upward for the Edujobs grant, State Stabilization 
grant, and unspent federal carry-over from FY 2009-10. 

 

Expenditures 

• Basic program expenditures were adjusted downward for mid-year employee lay-offs and 
retirements. 

• Added needs expenditures were adjusted downward for mid-year employee lay-offs and 
reduced supplemental education related teaching expenses. 

• Adult and continuing education expenditures were upward adjusted for additional adult 
education staff. 

• Pupil support expenditures downward adjusted for a reduction in behavior specialist 
positions. 

• Instructional staff expenditures were reduced for lower projected Title I-A and II-A 
expenditures. 

• School administration expenditures were upward adjusted for higher potential principal 
transition costs.
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• Business expenditures were downward adjusted for lower projected State Aid Note 
interest costs. 

• Central support expenses were adjusted downward for reductions in Title II-A staff 
training. 

• Outgoing transfers and other transactions were upward adjusted for greater projected 
food service transfers. 

 
 
Amended Budget v. Actual Results 

Revenues 
 

• Local source revenue was lower than anticipated due to prior period revenue adjustments. 

• Federal source revenue was lower than projected due to disallowed federal costs, deferred 
revenue, and unused federal award allocations. 

 

Expenditures 

 

• Basic program expenditures were higher than projected due to greater basic program 
teacher costs. 

• Added needs expenditures were lower due to lower actual added needs teacher costs. 

• Adult and continuing education teaching costs were lower than projected. 

• Instructional staff costs were higher because of greater than expected program director 
costs. 

• General administration costs were greater than expected because of higher legal and audit 
fees. 

• School administration transition costs were lower than projected. 

• Business service costs were greater than projected due to higher contracted service, 
equipment, and interest costs. 

• Operations and maintenance costs exceeded budget due to higher utility costs. 

• Pupil transportation costs were less than projected due to lower actual bus driver costs. 

• Athletic program costs were higher than projected due to greater coaching costs. 

• Community service costs were lower than projected due to reductions in Workfirst and 
Head Start expenditures  

• Outgoing food service transfers were lower than projected due to greater operational 
efficiencies within the food service program. 
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Capital Assets and Debt Administration 
 
Capital Assets – At June 30, 2011, the district had over $25 million in net capital assets, 
including land, buildings, furniture and equipment as shown below.  The primary reason for the 
decrease in capital asset value is contributable to depreciation. 

 

2011 2010

Land $ 1,475,734 $ 1,475,734
Land Improvements 169,829 147,685
Buildings and Improvements 22,993,965 23,933,837
Equipment 678,219 780,233
Vehicles 37,783 21,565
         Total $ 25,355,530 $ 26,359,054

 
More detailed information about capital assets can be found in Note D of these financial 
statements. 
 
Debt Administration – At June 30, 2011, the district had $26.9 million in general obligation 
bonds and other long-term debt outstanding as shown below.   
 

2011 2010

2006 Building General Obligation Bonds 20,126,093 20,865,968
0% 2007 Energy Conservation Improvement Bonds 3,149,000 3,149,000
Durant Bond Obligations 109,105  159,971
School Bond Loan Fund 2,577,624  2,450,880
School Loan Revolving Fund 639,805 616,459
Education Interconnection and Consortium Financing 8,784 13,175
Early Retirement Incentives and
    Compensated Absences 326,898 366,985

                    Total $ 26,937,309 $ 27,622,438
  

 
More detailed information about long-term debt can be found in Note H of these financial 
statements. 
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Currently Known Facts, Decisions, and Conditions 
Affecting the 2011/12 Fiscal Year 

 
 

• The district continues to experience declining enrollment 
• Muskegon Heights Public Schools (MHPS) is currently in the process of renegotiating its 

major labor contracts.  In addition, the district has sent out requests for proposals for 
clerical, custodial/maintenance, and transportation services 

• The district is working with the Michigan Department of Education (MDE) and 
Muskegon Area Intermediate School District (MAISD) to eliminate its budget deficit 

• The Office of Retirement Services (ORS) mandated employer contribution rate continues 
to increase at a substantial rate.  In October 2011, the rate increases from 20% to 24.46% 
for employees hired before July 1, 2010 and 23.23% for employees hired after July 1, 
2010.  For fiscal year 2011/12, the State of Michigan has funded an estimated $132 per 
pupil to assist MHPS in offsetting this additional cost 

• Health insurance premium rates continue to substantially increase 
 
 

Requests for Information 
 
This financial report is designed to provide the district’s citizens, taxpayers, parents, students, 
investors and creditors with a general overview of the district’s finances, and to show how the 
district is accountable for the money it receives. Questions concerning any of the information 
provided in this report, or requests for additional financial information should be addressed to 
Dr. Dana M. Bryant, Superintendent, Muskegon Heights Public Schools, 2603 Leahy Street, 
Muskegon Heights, MI  49444, telephone number (231) 830-3221.  
 



BRICKLEY DELONG 
CERTIFIED PUBLIC ACCOUNTANTS 

 

678 Front Ave., NW Suite 230 316 Morris Ave., Suite 500, P.O. Box 999 907 S. State St., P.O. Box 331 
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PHONE (616) 742-1300 PHONE (231) 726-5800 PHONE (231) 873-1040 
FAX (616) 742-1318 FAX (231) 722-0260 FAX (231) 873-0602 
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INDEPENDENT AUDITORS’ REPORT 
 
 

December 28, 2011 
 
 
Board of Education 
School District of the City of Muskegon Heights 
Muskegon Heights, Michigan 
 
We have audited the accompanying financial statements of the governmental activities, each major fund, and 
the aggregate remaining fund information of the School District of the City of Muskegon Heights (the School 
District), as of and for the year ended June 30, 2011, which collectively comprise the School District’s basic 
financial statements as listed in the table of contents.  These financial statements are the responsibility of the 
School District of the City of Muskegon Heights’ management.  Our responsibility is to express opinions 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 the financial statements are free of material misstatement.  An 
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements.  An audit also includes assessing the accounting principles used and the significant estimates 
made by management, as well as evaluating the overall financial statement presentation.  We believe that our 
audit provides a reasonable basis for our opinions. 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the respective 
financial position of the governmental activities, each major fund, and the aggregate remaining fund 
information of the School District of the City of Muskegon Heights, as of June 30, 2011, and the respective 
changes in financial position for the year then ended in conformity with accounting principles generally 
accepted in the United States of America. 
 
As discussed in Note B, the School District has a deficit in the General Fund. 
 
In accordance with Government Auditing Standards we have also issued our report dated December 28, 2011, 
on our consideration of the School District of the City of Muskegon Heights’ internal control over financial 
reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant 
agreements and other matters.  The purpose of that report is to describe the scope of our testing of internal 
control over financial reporting and compliance and the results of that testing and not to provide an opinion on 
the internal control over financial reporting or on compliance.  That report is an integral part of an audit 
performed in accordance with Government Auditing Standards and should be considered in assessing the 
results of our audit. 

 
 



BRICKLEY DELONG  
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Board of Education 
December 28, 2011  
Page 2 
 
 
Accounting principles generally accepted in the United States of America required that the management’s 
discussion and analysis, budgetary comparison information and schedule of funding progress on pages i - x 
and 30 - 31 be presented to supplement the basic financial statements.  Such information, although not part 
of the basic financial statements, is required by the Governmental Accounting Standards Board, who 
considers it to be an essential part of financial reporting for placing the basic financial statements in an 
appropriate operational, economic, or historical context.  We have applied certain limited procedures to the 
required supplementary information in accordance with auditing standards generally accepted in the United 
States of America, which consisted of inquiries of management about the methods of preparing the 
information and comparing the information for consistency with management’s responses to our inquiries, 
the basic financial statements, and other knowledge we obtained during our audit of the basic financial 
statements.  We do not express an opinion or provide any assurance on the information because the limited 
procedures do not provide us with sufficient evidence to express an opinion or provide any assurance. 
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Governmental 
activities

CURRENT ASSETS
Cash and cash equivalents 501,110$          
Investments 654,000            
Receivables 307,530            
Due from other governmental units 3,878,531         
Inventories 29,169              

Total current assets 5,370,340         

NONCURRENT ASSETS
Restricted cash 645,202            
Capital assets, net

Nondepreciable 1,475,734         
Depreciable 23,879,796       

Bond issuance costs, net 305,935            
Note and interest receivable 109,754            

Total noncurrent assets 26,416,421       

Total assets 31,786,761       

CURRENT LIABILITIES
State aid loan 8,525,000         
Accounts payable and accrued liabilities 3,824,371         
Due to other governmental units 696,748            
Bonds and other obligations, due within one year 933,675            

Total current liabilities 13,979,794       

NONCURRENT LIABILITIES
Bonds and other obligations, less amounts due within one year 26,003,634       

Total liabilities 39,983,428       

NET ASSETS (DEFICIT)
Invested in capital assets, net of related debt 2,277,308         
Restricted for debt service 991,620            
Unrestricted (11,465,595)      

Total net assets (deficit) (8,196,667)$      

LIABILITIES AND NET ASSETS (DEFICIT)

ASSETS

 
 
 
 
 
 
The accompanying notes are an integral part of this statement. 
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Net (Expense)
Revenue and
Changes in
Net Assets

Charges for Operating grants Governmental
Functions/Programs Expenses services and contributions activities
Governmental activities

Instruction 12,415,852$      1,643$        2,832,763$      (9,581,446)$    
Support services 8,765,663          265,025      2,421,193        (6,079,445)      
Community services 1,234,905          51,671        1,178,112        (5,122)             
Food services 1,123,551          86,121        1,037,029        (401)                
Athletics 368,649             61,223        -                       (307,426)         
Interest on long-term debt 1,115,088          -                  7,313               (1,107,775)      
Unallocated amortization 20,884               -                  -                       (20,884)           

Total governmental activities 25,044,592$     465,683$    7,476,410$     (17,102,499)  

General revenues
Property taxes  2,926,825        
Grants and contributions not restricted to specific programs 9,908,512        
Investment earnings 12,452             
Miscellaneous 13,478             

Total general revenues 12,861,267      

Change in net assets (4,241,232)      

Net assets (deficit) at beginning of year (3,955,435)

Net assets (deficit) at end of year (8,196,667)$   

Program Revenue

 
 
 
 
The accompanying notes are an integral part of this statement.
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General Fund
1999 Capital 

Projects Fund

2007 Energy 
Conservation 

Bond Retirement 
Fund

Other 
governmental 

funds

Total 
governmental 

funds
ASSETS

Cash and cash equivalents 483,000$               3,750$                   14,346$                 14$                        501,110$               
Investments 654,000                                              -                              - -                             654,000                 
Receivables 305,588                                              -                              - 1,942                     307,530                 
Due from other governmental units 3,816,524                                           -                              - 62,007                   3,878,531              
Due from other funds -                                                   5,075                              - 748,918                 753,993                 
Inventories 22,612                                                -                              - 6,557                     29,169                   
Restricted cash and cash equivalents -                                                          -                   645,202 -                             645,202                 

Total assets 5,281,724$           8,825$                  659,548$              819,438$              6,769,535$           

LIABILITIES AND FUND BALANCES
Liabilities

State aid loan 8,525,000$            -$                           -$                           -$                           8,525,000$            
Accounts payable 675,937                                              -                              - 333,314                 1,009,251              
Accrued liabilities 2,667,231                                           -                              - 643                        2,667,874              
Due to other governmental units 696,748                                              -                              - -                             696,748                 
Due to other funds 753,993                                              -                              - -                             753,993                 
Deferred revenue 435,358                                              -                              - 6,163                     441,521                 

Total liabilities 13,754,267            -                             -                             340,120                 14,094,387            

Fund balances (deficit)
Nonspendable

Inventories 22,612                   -                             -                             6,557                     29,169                   
Restricted for

Debt service -                             -                                               659,548 479,318                 1,138,866              
Capital projects -                             8,825                     -                             -                             8,825                     

Unassigned (8,495,155)             -                             -                             (6,557)                    (8,501,712)             

Total fund balances (deficit) (8,472,543)             8,825                     659,548                 479,318                 (7,324,852)             

Total liabilities and fund balances 5,281,724$           8,825$                  659,548$              819,438$              6,769,535$           

 
The accompanying notes are an integral part of this statement. 
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Total fund balance (deficit)—governmental funds (7,324,852)$      

Amounts reported for governmental activities in the Statement of Net Assets 
are different because:

Capital assets used in governmental activities are not current financial resources and
are not reported in the governmental funds.

Cost of capital assets 42,937,106$      
Accumulated depreciation (17,581,576)     25,355,530      

Bond issuance costs are not capitalized and amortized in the governmental funds.
Bond issuance costs 398,504            
Accumulated amortization (92,569)            305,935           

Other long-term note and interest receivable in governmental activities is not
reported in the governmental funds. 109,754           

Accrued interest in governmental activities is not reported in the governmental funds. (147,246)          

Deferred revenue reported on the balance sheet that does not provide current financial 
resources is not reported as revenue in the governmental funds. 441,521           

Long-term obligations in governmental activities are not due and payable in the current 
period and are not reported in the governmental funds. (26,937,309)     

Net assets (deficit) of governmental activities in the Statement of Net Assets (8,196,667)$      

 
 
 

 
The accompanying notes are an integral part of this statement. 
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General Fund
1999 Capital 

Projects Fund

2007 Energy 
Conservation 

Bond Retirement 
Fund

Other 
governmental 

funds

Total 
governmental 

funds
REVENUES

Local sources
Property taxes 1,350,638$           -$                           -$                          1,576,187$           2,926,825$           
Investment earnings 1,571                   89                        10,645                 147                      12,452                 
Fees and charges 325,221               -                            -                           86,121                 411,342               
Other 722,647               -                            -                           -                           722,647               

Total local sources 2,400,077            89                        10,645                 1,662,455            4,073,266            

State sources 12,015,636 -                            -                           105,445               12,121,081          
Federal sources 3,368,856 -                            -                           983,904               4,352,760            

Total revenues 17,784,569          89                        10,645                 2,751,804            20,547,107          

EXPENDITURES
Current

Instruction 11,557,817          -                            -                           -                           11,557,817          
Support services 8,726,326            -                            -                           -                           8,726,326            
Community services 1,209,273            -                            -                           -                           1,209,273            
Food services -                           -                            -                           1,058,493            1,058,493            
Athletics 292,526               -                            -                           -                           292,526               

Debt service
Principal -                           -                            -                           810,866               810,866               
Interest and other charges -                           -                            157                      953,844               954,001               

Capital projects -                             100,748                 -                             -                             100,748                 

Total expenditures 21,785,942          100,748               157                      2,823,203            24,710,050          

Excess (deficiency) of revenues over (under) expenditures (4,001,373)             (100,659)                10,488                   (71,399)                  (4,162,943)             

OTHER FINANCING SOURCES (USES)
Transfers in -                             -                             224,494                 65,313                   289,807                 
Transfers out (275,306)                -                             -                             (14,501)                  (289,807)                

Total other financing sources (uses) (275,306)                -                             224,494                 50,812                   -                             

Net change in fund balances (4,276,679)             (100,659)                234,982                 (20,587)                  (4,162,943)             

Fund balances (deficit) at beginning of year, as restated (4,195,864)             109,484                 424,566                 499,905                 (3,161,909)             

Fund balances (deficit) at end of year (8,472,543)$           8,825$                   659,548$               479,318$               (7,324,852)$           

 
The accompanying notes are an integral part of this statement. 
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Net change in fund balances (deficit)—total governmental funds (4,162,943)$     

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

Governmental funds report outlays for capital assets and bond issuance costs as expenditures;
in the Statement of Activities these costs are depreciated and amortized over their estimated 
useful lives, respectively.

Depreciation and amortization expense (1,199,372)$   
Capital outlay 174,964       (1,024,408)     

Receipts of principal on notes receivable is revenue in the governmental funds, 
but the receipt reduces notes receivable in the Statement of Net Assets. (50,866)          

Interest income on notes receivable is recorded in the Statement of Activities
when earned, but is not reported in governmental funds until received. (303)               

Revenue reported in the Statement of Activities that does not provide current financial 
resources are not reported as revenue in the governmental funds. 307,423          

Repayment of principal on long-term obligations is an expenditure in the governmental funds,
but the repayment reduces long-term obligations in the Statement of Net Assets. 795,132          

Interest expense on long-term obligations is recorded in the Statement of Activities when incurred, 
but is not reported in governmental funds until paid. (145,354)        

Compensated absences and early retirement incentives are reported on the accrual method in the 
Statement of Activities and reported as expenditures when financial resources are used in the 
governmental funds. 40,087            

Change in net assets (deficit) of governmental activities (4,241,232)$    

 
 
 

The accompanying notes are an integral part of this statement. 
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Agency 
funds

ASSETS
Cash and cash equivalents 31,285$      

 
LIABILITIES

Accounts payable 7,924$       
Deposits held for others 23,361        

31,285$     

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The accompanying notes are an integral part of this statement. 
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NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 
 The financial statements of the School District of the City of Muskegon Heights (School District) have been 

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

 
 Reporting Entity 
 The School District is governed by an elected seven-member Board of Education (Board), which has 

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

 
 District-wide and Fund Financial Statements 
 
 District-wide Financial Statements 
 The primary focus of district-wide financial statements is on the sustainability of the School District as an 

entity and the change in the School District’s net assets resulting from the current year’s activities.  The 
district-wide financial statements (i.e., the Statement of Net Assets and the Statement of Activities) report 
information on all of the non-fiduciary activities of the School District.  For the most part, the effect of 
interfund activity has been removed from these statements.  The district-wide financial statements categorize 
primary activities as either governmental or business type.  All of the School District’s activities are classified 
as governmental activities. 

 
 In the district-wide Statement of Net Assets, the governmental activities column (a) is presented on a 

consolidated basis and (b) is reported on a full accrual, economic resource basis, which recognizes all 
long-term assets and receivables as well as long-term debt and obligations.  The School District’s net assets 
are reported in three parts – invested in capital assets, net of related debt; restricted net assets; and unrestricted 
net assets. 

 
 The Statement of Activities demonstrates the degree to which the direct expenses of a given function or 

segment are offset by program revenues.  The School District first utilizes restricted resources to finance 
qualifying activities.  Direct expenses are those that are clearly identifiable with a specific function or 
segment.  Program revenues include 1) charges paid by recipients who purchase, use or directly benefit from 
goods or services by a given function or segment and 2) grants and contributions that are restricted to meeting 
the operational or capital requirements of a particular function or segment.  Property taxes, unrestricted state 
aid, and other unrestricted items are not included as program revenues but instead as general revenues. 

 
 The district-wide Statement of Activities reports both the gross and net cost of each of the School District’s 

functions.  The functions are also supported by general revenues (property taxes, certain intergovernmental 
revenues and charges, etc.).  The Statement of Activities reduces gross expenses by related program revenues 
and operating grants.  Program revenues must be directly associated with the function.  Operating grants 
include operating-specific and discretionary (either operating or capital) grants. The School District does not 
allocate indirect costs. 
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NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued 
 
 District-wide and Fund Financial Statements—Continued 
 
 Fund financial statements  
 Fund financial statements are provided for governmental funds and fiduciary funds, even though the latter are 

excluded from district-wide financial statements.  Major individual governmental funds are reported as 
separate columns in the fund financial statements. 

 
 In the fund financial statements, when expenditures are incurred in governmental fund types for purposes for 

which both restricted and unrestricted (committed, assigned, or unassigned) amounts are available, it is the 
School District’s policy to consider that restricted amounts have been reduced first. When an expenditure is 
incurred for purposes for which amounts in any of the unrestricted fund balance classifications could be used, 
it is the School District’s policy that committed amounts would be reduced first, followed by assigned 
amounts and then unassigned amounts. 

 
 Governmental funds 
 Governmental funds are those funds through which most School District functions typically are financed.  

The acquisition, use and balances of the School District’s expendable financial resources and the related 
current liabilities are accounted for through governmental funds. 

 
 The School District reports the following major governmental funds: 
 

• The General Fund is the School District’s primary operating fund.  It accounts for all financial 
resources of the School District, except those required to be accounted for in another fund. 

• The 1999 Building Capital Projects Fund accounts for the use of the proceeds from the 1999 
School Building and Site Bonds.  The Bonds were approved for issuance on March 9, 1999 and 
may be used for school building and site purposes. 

• The 2007 Energy Conservation Bond Retirement Fund accounts for the resources accumulated 
and payments made for principal and interest of the 2007 Energy Conservation bonds. 

 
 The other nonmajor governmental funds are reported within the following types: 
 

• The special revenue funds account for revenue sources that are legally restricted to expenditures for 
specific purposes (not including expendable trusts or major capital projects).  The School District 
accounts for its food service activities in the school service special revenue funds. 

• The debt service funds account for the resources accumulated and payments made for principal 
and interest on long-term general obligation debt of governmental funds. 

• The capital projects funds account for the financial resources to be used for the acquisition of 
fixed assets or construction of major capital projects. 

 
 Fiduciary funds 
 Fiduciary funds account for assets held by the School District in a trustee capacity or as an agent on behalf of 

others.  Trust funds account for assets held by the School District under the terms of a formal trust agreement.  
Fiduciary funds are not included in the district-wide statements. 

 
• The agency fund is custodial in nature and does not present results of operations or have a 

measurement focus.  Agency funds are accounted for using the modified accrual basis of accounting.  
This fund is used to account for assets that the School District holds for others in an agency capacity 
(primarily student activities). 
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NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued 
 
 Measurement Focus, Basis of Accounting and Basis of Presentation 
 
 Accrual Method 
 The district-wide financial statements are reported using the economic resources measurement focus and the 

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

 
 Modified Accrual Method 
 Governmental fund financial statements are reported using the current financial resources measurement focus 

and the modified accrual basis of accounting.  With this measurement focus, operating statements present 
increases and decreases in net current assets, and unreserved fund balance is a measure of available spendable 
resources.  Revenues are recognized as soon as they are both measurable and available.  Revenues are 
considered to be available when they are collectible within the current period or soon enough thereafter to pay 
liabilities of the current period.  For this purpose, the School District considers revenues to be available if they 
are collected within 60 days of the end of the current fiscal period.  Expenditures generally are recorded when 
a liability is incurred, as under accrual accounting.  However, debt service expenditures, as well as 
compensated absences and claims and judgments, are recorded only when payment is due. 

 
 Property taxes, unrestricted state aid, intergovernmental grants, and interest associated with the current fiscal 

period are all considered to be susceptible to accrual and have been recognized as revenues of the current 
fiscal period.  All other revenue items are considered to be measurable and available only when cash is 
received by the School District. 

 
 State Revenue 
 The State of Michigan utilizes a foundation grant approach which provides for a specific annual amount of 

revenue per pupil based on a statewide formula.  The Foundation is funded from state and local sources.  
Revenues from state sources are primarily governed by the School Aid Act and the School Code of Michigan.  
The Michigan Department of Education administers the allocation of state funds to school districts based on 
information supplied by the school districts.  For the year ended June 30, 2011, the foundation allowance was 
based on pupil membership counts taken in February and September of 2010. 

 
 The state portion of the foundation is provided primarily by a state education property tax millage of 6 mills 

and an allocated portion of state sales and other taxes.  The local portion of the foundation is funded primarily 
by non-homestead property taxes which may be levied at a rate of up to 18 mills.  The state revenue is 
recognized during the foundation period and is funded through payments from October 2010 to August 2011.  
Thus, the unpaid portion at June 30, 2011 is reported as due from other governmental units. 

 
 The School District also receives revenue from the state to administer certain categorical education programs.  

State rules require that revenue earmarked for these programs be used for its specific purpose.  Certain 
governmental funds require an accounting to the state of the expenditures incurred.  For categorical funds 
meeting this requirement, funds received, which are not expended by the close of the fiscal year are recorded 
as deferred revenue.  Other categorical funding is recognized when the appropriation is received. 
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NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued 
 
 Other Accounting Policies 
 
 Deposit and Investments 
 Cash and cash equivalents include cash on hand, demand deposits and short-term investments with a maturity 

of three months or less when acquired.  Pooled investment income is generally allocated to each fund using a 
weighted average of balances for the principal. 

 
 The School District reports its investments in accordance with GASB Statement No. 31, Accounting and 

Financial Reporting for Certain Investments and for External Investment Pools.  Under this standard, certain 
investments are valued at fair value as determined by quoted market prices or by estimated fair values when 
quoted market prices are not available.  The standard also provides that certain investments are valued at cost 
(or amortized cost) when they are of a short-term duration, the rate of return is fixed, and the School District 
intends to hold the investment until maturity.   

 
 State statutes authorize the School District to invest in bonds and other direct and certain indirect obligations 

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

 
 Interfund Receivables and Payables 

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

 Property Taxes 
 Property taxes levied by the School District are collected by various municipalities and periodically remitted 

to the School District.  The taxes are levied as of July 1 and December 1 and are due upon receipt of the 
billing by the taxpayer and become a lien on the first day of the levy year.  The actual due dates are 
September 14 and February 14, after which time the bills become delinquent and penalties and interest may 
be assessed by the collecting entity. 

 
 Inventories 
 Food service inventory is valued at the lower of cost (first-in, first-out) or market.  The inventory is 

expendable supplies held for consumption and is recorded as expenditures when consumed rather than when 
purchased.  Inventories for commodities are recorded as revenue when utilized. 

 
 Prepaid Items 
 Payments made to vendors for services that will benefit periods beyond the fiscal year end are recorded as 

prepaid items using the consumption method.  A current asset for the prepaid amount is recorded at the time 
of the purchase and an expenditure is reported in the year in which services are consumed. 
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NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued 
 
 Other Accounting Policies—Continued 
 
 Restricted Assets 
 Assets are reported as restricted when limitations on their use change the normal understanding of the 

availability of the asset.  Such constraints are either imposed by creditors, contributors, grantors, or laws of 
other governments or imposed by enabling legislation.  Restricted assets include bond proceeds to be used for 
capital construction. 

 
 Capital Assets 
 Capital assets purchased or acquired are capitalized at historical cost or estimated historical cost.  Donated 

fixed assets are valued at their estimated fair market value on the date received.  Capital assets are defined by 
the School District as assets with an initial cost of more than $5,000 and an estimated useful life in excess of 
one year.  The costs of normal maintenance and repairs that do not add to the value of the asset or materially 
extend assets lives are not capitalized.  Improvements are capitalized and depreciated over the remaining 
useful lives of the related fixed assets.  The School District does not have infrastructure-type assets. 

 
 Depreciation is provided on the straight-line basis over the following useful lives: 
 
  Land improvements 10-15 years 

 Buildings and improvements 15-40 years 
  Equipment 5-10 years 

Vehicles 10 years 
   
 Land and certain land improvements are deemed to be inexhaustible capital assets, as the economic benefit or 

service potential is used up so slowly that the estimated useful life is extraordinarily long.  These 
inexhaustible assets are not depreciated. 

 
 Compensated Absences 
 The liability for compensated absences reported in the district-wide statement consists of unpaid, accumulated 

sick leave balances.  The liability has been calculated using the vesting method, in which leave amounts for 
both employees who are currently eligible to receive termination payments and other employees who are 
expected to become eligible in the future to receive such payments upon termination are included.   

 
 For fund financial statements, no compensated absence liability is reported for current employees and a 

compensated absence liability is reported for terminated employees only when the termination date is on or 
before year end. 

 
 Early Retirement Incentives 
 For district-wide financial statements, the liability for early retirement incentives is reported when legally 

enforceable.  For fund financial statements, the liability for early retirement incentives is reported either 1) on 
the due date when there is a specified due date or 2) on the retirement date if it is before year end, when there 
is not a specified legally enforceable due date. 

 Deferred Revenue 
 Deferred revenue arises when assets are recorded before revenue recognition criteria have been satisfied.  

Grants and entitlements received before the eligibility requirements are met are also recorded as deferred 
revenue.  On fund financial statements, receivables that will be collected after the available period are 
reported as deferred revenue. 
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NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued 
 
 Other Accounting Policies—Continued 
 
 Long-term Obligations 
 In the district-wide financial statements, long-term debt and other long-term obligations are reported as 

liabilities in the Statement of Net Assets.  Bond premiums and discounts, as well as issuance cost, are 
deferred and amortized over the life of the bonds using the effective interest method.  Bonds payable are 
reported net of the applicable bond premium or discount.  Bond issuance costs are reported as deferred 
charges and amortized over the term of the related debt. 

 
 In the fund financial statements, governmental fund types recognize bond premiums and discounts, as well as 

bond issuance costs, during the current period.  The face amount of debt issued is reported as other financing 
sources.  Premiums received on debt issuances are reported as other financing sources while discounts on debt 
issuances are reported as other financing uses.  Issuance costs, whether or not withheld from the actual debt 
proceeds received, are reported as debt service expenditures. 

 
 Net Assets in District-wide Financial Statements 
 Net assets represent the difference between assets and liabilities and are segregated into the following 

components: 
 

• Invested in capital assets, net of related debt consists of capital assets, net of accumulated 
depreciation and reduced by outstanding balances for bonds, notes, and other debt that are attributed 
to the acquisition, construction, or improvement of those assets.  Pursuant to the Michigan School 
Accounting Manual Referent Group guidance for Michigan public school districts, School Bond Loan 
Fund and School Loan Revolving Fund debt is not considered to be capital related debt. 

• Restricted net assets result when constraints placed on net asset use are either externally imposed by 
creditors, grantors, contributions, and the like, or imposed by law through constitutional provisions or 
enabling legislation. 

• Unrestricted net assets consist of net assets which do not meet the definition of the two preceding 
categories.  Unrestricted net assets often are designated, to indicate that management does not 
consider them to be available for general operations.  Unrestricted net assets often have constraints on 
resources which are imposed by management, but can be removed or modified. 

 
 Fund Equity in Fund Financial Statements 
 In the fund financial statements, governmental fund balance is presented in five possible categories: 
 

a. Nonspendable—resources which cannot be spent because they are either 1) not in spendable form; or 
2) legally or contractually required to be maintained intact. 

 
b. Restricted—resources with constraints placed on the use of resources which are either 1) externally 

imposed by creditors (such as through debt covenants), grantors, contributors, or laws or regulations 
of other governments; or 2) imposed by law through constitutional provisions or enabling legislation. 

 
c. Committed—resources which are subject to limitations the School District imposes upon its self at its 

highest level of decision making, and that remain binding unless the limitations are removed in the 
same manner. 
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NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued 
 
 Other Accounting Policies—Continued 
 
 Fund Equity in Fund Financial Statements—Continued 
 

d. Assigned—resources neither restricted nor committed for which the School District has a stated 
intended use as established by the Board of Education or a body or official to which the Board of 
Education has delegated the authority to assign amounts for specific purposes. 

 
e. Unassigned—resources which cannot be properly classified in one of the other four categories.  The 

General Fund is the only fund that reports a positive unassigned fund balance amount.  Unassigned 
balances also include negative balances in the governmental funds reporting resources restricted for 
specific programs. 

 Estimates 
 The preparation of financial statements in conformity with generally accepted accounting principles requires 

management to make estimates and assumptions that affect the amounts reported in the financial statements 
and accompanying notes.  Actual results may differ from those estimates. 

 
 
NOTE B—STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY 
 
 Budgets and Budgetary Accounting 
 Budgets are adopted on a basis consistent with accounting principles generally accepted in the United States 

of America.  Annual appropriated budgets are adopted for the General Fund and special revenue funds.  All 
annual appropriations lapse at year end. 

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

statements: 
 

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

2. Public hearings are conducted to obtain taxpayer comments. 
3. Prior to July 1, the budget is legally adopted by Board of Education resolution pursuant to the Uniform 

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

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

5. Formal budgetary integration is employed as a management control device during the year. 

6. The budget is amended during the year with supplemental appropriations, the last one approved prior to 
June 30, 2011.   
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NOTE B—STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY—Continued 
 
 Excess of Expenditures Over Appropriations 
 For the year ended June 30, 2011, expenditures in the General Fund exceeded appropriations in the instruction 

– basic programs function by $381,641, instructional staff function by $77,241, general administration 
function by $85,510, business function by $58,690, operations and maintenance function by $141,957, central 
function by $18,996, and athletics by $27,806.   

 
 Fund Deficits 
 The Michigan State School Aid act states a district receiving money under this act shall not adopt or operate 

under a deficit budget, and shall not incur an operating deficit in a fund during a school fiscal year.  A district 
having an existing deficit or which incurs a deficit shall not be allotted or paid further sums under this act 
until the district submits to the Michigan Department of Education for approval a budget for the current fiscal 
year and a plan to eliminate the deficit not later than the end of the second fiscal year after the deficit was 
incurred.  At June 30, 2011 the General Fund of the District had a deficit of $8,472,543.  This initial budget 
for the fiscal year ending June 30, 2012 shows expenditures and outgoing transfers, exceeding revenues and 
incoming transfers by $1,604,510.  The District continues to work with the Michigan Department of 
Education and is in the process of executing a deficit elimination plan. 

 
 School Bond Construction Compliance 
 The 1999 Building Capital Projects Fund includes capital project activities funded with bonds issued after 

May 1, 1994.  For this capital project, the School District has complied with the applicable provisions of 
§1351(a) of the State of Michigan’s School Code. 

 
 Following is a summary of the revenue and expenditures in the 1999 Building Capital Projects Fund from the 

inception of the fund through June 30, 2011. 

     1999 Building Capital 
        Projects Fund 

 Revenue and bond proceeds   $29,624,297 
 Expenditures    29,615,472 

 
 
NOTE C—DEPOSITS AND INVESTMENTS 
 
 As of June 30, 2011, the School District had the following investments: 
 

 Weighted 
 average  Standard 

 Fair  maturity  & Poor's  
Investment Type  value  (Days)  rating  Percent 

External investment pool 674,289$       52              not rated 51%
U.S. Treasury Obligations - 

State and Local Government Series 654,000         N/A not rated 49%

Total fair value 1,328,289$    100%
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NOTE C—DEPOSITS AND INVESTMENTS—Continued 
 

The School District voluntarily invests certain excess funds in external investment pools (Pools).  The Pools 
are external investment pools of "qualified" investments for Michigan school districts.  The Pools are not 
regulated nor are they registered with the SEC.  The fair value of the School District's investments is the same 
as the value of the Pool shares. 
 
Interest rate risk 
The School District does not have a formal investment policy that limits investment maturities as a means of 
managing its exposure to fair value losses arising from increasing interest rates. 

 
 Credit risk 
 State law limits investments in commercial paper and corporate bonds to the three highest classifications 

issued by nationally recognized statistical rating organizations.  The School District has no investment policy 
that would further limit its investment choices. 

 
 Concentration of credit risk 
 The School District does not have a concentration of credit risk policy.  Concentration of credit risk is the risk 

of loss attributed to the magnitude of the School District investment in a single issuer, by diversifying the 
investment portfolio so that the impact of potential losses from any one type of security or issuer will be 
minimized. 

 
 Custodial credit risk - deposits 
 In the case of deposits, this is the risk that in the event of a bank failure, the School District's deposits may not 

be returned to it.  As of June 30, 2011, $395,202 of the School District's bank balance of $745,711 was 
exposed to custodial credit risk because it was uninsured and uncollateralized.   

   
 Custodial credit risk - investments 
 The School District does not have a custodial credit risk policy for investments.  This is the risk that, in the 

event of the failure of the counterparty, the School District will not be able to recover the value of its 
investments or collateral securities that are in the possession of an outside party. 

 
 Foreign currency risk 
 The School District is not authorized to invest in investments which have this type of risk. 
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NOTE D—CAPITAL ASSETS 
 
 Capital asset activity for the year ended June 30, 2011 was as follows: 
 

Balance Balance
July 1, 2010 Additions Deductions June 30, 2011

Capital assets, not being depreciated:
Land 1,475,734$       -$                    -$                 1,475,734$       

Capital assets, being depreciated:
Land improvements 619,178            41,575             -                   660,753            
Buildings and improvements 37,487,569       20,278             -                   37,507,847       
Equipment 2,591,153         82,966             -                   2,674,119         
Vehicles 588,508            30,145             -                   618,653            

Total capital assets, being depreciated 41,286,408       174,964           -                   41,461,372       

Less accumulated depreciation:
Land improvements 471,493            19,431             -                   490,924            
Buildings and improvements 13,553,732       960,150           -                   14,513,882       
Equipment 1,810,920         184,980           -                   1,995,900         
Vehicles 566,943            13,927             -                   580,870            

Total accumulated depreciation 16,403,088       1,178,488        -                   17,581,576       

Total capital assets, being depreciated, net 24,883,320       (1,003,524)      -                   23,879,796       

Capital assets, net 26,359,054$     (1,003,524)$    -$                 25,355,530$     

Depreciation 
Depreciation expense has been charged to functions as follows:

Instruction 903,058$          
Support services 108,617            
Community services 76,123              
Athletics 65,058              
Food services 25,632              

1,178,488$       
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NOTE E—BOND ISSUANCE COSTS 
 
 Bond issuance cost activity for the year ended June 30, 2011 was as follows: 
 

Balance Balance
July 1, 2010 Additions Deductions June 30, 2011

Bond issuance costs 398,504$      -$                -$            398,504$          
Less accumulated amortization 71,685          20,884         -              92,569              

Bond issuance costs, net 326,819$      (20,884)$     -$            305,935$          

Amortization
Amortization expense has been charged as unallocated amortization.

 
NOTE F—INTERFUND RECEIVABLES, PAYABLES AND TRANSFERS 
 
 The composition of interfund balances as of June 30, 2011 is as follows: 
 

Receivable fund Payable fund Amount

1999 Capital Projects Fund General Fund 5,075$        
Other governmental funds General Fund 748,918      

753,993$    

 
 The outstanding balances between funds result mainly from the time lag between the dates that (1) interfund 

goods and services are provided or reimbursable expenditures occur, (2) transactions are recorded in the 
accounting system, and (3) payments between funds are made. 

 
 Interfund Transfers 

 The General Fund transferred $65,313 to the Food Service Fund to finance operations and $209,993 to the 
2007 Energy Conservation Bond Retirement Fund for debt service.  The Energy Conservation Capital 
Projects Fund transferred $14,501 to the 2007 Energy Conservation Bond Retirement Fund for debt service. 
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NOTE G—SHORT-TERM DEBT 

The School District issues State of Michigan school aid anticipation notes to provide short-term operating 
funds.  The notes are obligations of the General Fund, which received the note proceeds, and are backed by 
the full faith, credit and resources of the School District.  The short-term debt activity for the year ended 
June 30, 2011 follows:  

 
Balance Balance

July 1, 2010 Additions Reductions June 30, 2011
State aid anticipation note

2009/2010  0.85% due August 2010 3,600,000$      -$                     3,600,000$      -$                      
2009/2010  0.55% due August 2010 1,750,000        -                       1,750,000        -                        
2010/2011  1.46% due August 2011 -                       1,200,000        -                       1,200,000         
2010/2011  0.80% due August 2011 -                       750,000           -                       750,000            
2010/2011  0.40% due August 2011 -                       6,575,000        -                       6,575,000         

5,350,000$      8,525,000$      5,350,000$      8,525,000$       

 
NOTE H—LONG-TERM OBLIGATIONS 
 
 The School District issues bonds, notes and other contractual commitments to provide for the acquisition, 

construction and improvement of major capital facilities and for the acquisition of certain equipment.  General 
obligation bonds are direct obligations and pledge the full faith and credit of the School District.  Other long-
term obligations include the School Bond Loan Fund, School Loan Revolving Fund and Education 
Interconnection and Consortium Financing Agreement. 

 
 The following is a summary of long-term obligations activity for the School District for the year ended 

June 30, 2011: 
 

Balance Balance Due within
July 1, 2010 Additions Reductions June 30, 2011 one year

Governmental activities
Bonds 24,174,939$   -$                   790,741$        23,384,198$       838,284$      
Other obligations 3,080,514       150,090          4,391              3,226,213           4,391            
Compensated absences 129,985          30,882            29,969            130,898              43,000          
Early retirement obligations 237,000          33,000            74,000            196,000              48,000          

27,622,438$   213,972$       899,101$       26,937,309$       933,675$     

The additions for other obligations represent $126,744 of accrued interest on the School Bond Loan Fund and 
$23,346 of accrued interest on the School Loan Revolving Fund. 
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NOTE H—LONG-TERM OBLIGATIONS—Continued 
 

General obligation bonds consist of the following: 
 

2006 General Obligation Refunding Bond

20,485,000$     

Less issuance discount (95,736)             
Less deferred amount on refunding (263,171)           

0% 2007 Energy Conservation Improvement Bonds

3,149,000         

Durant obligations payable in annual installments 

109,105            

Total bonded debt 23,384,198       

Other obligations

School Bond Loan Fund payable as soon as

2,577,624         

School Loan Revolving Fund payable as soon as

639,805            

Education Interconnection and Consortium Financing

8,784                

Total other obligations 3,226,213         

Compensated absences 130,898            
Early retirement obligations 196,000            

26,937,309$     

annual tax collections exceed annual debt service 
payment requirements or May 2035, whichever is 
sooner; interest payable of  $442,014 is included at 
interest rates ranging from 5.000% to 5.375%

Agreement payable in annual installments of $4,391 
due March 2012 to 2013

payable in annual installments ranging from 
$785,000 to $1,580,000 due May 2012 to 2029; plus 
interest ranging from 3.5% to 5% payable semi-
annually

requiring annual set aside principal installments of 
$209,933 unless a lesser amount will be sufficient to 
pay the bonds as they mature through December 
2022.

of $58,479 including interest at 4.76% due May 2012 
to 2013.  The School District is only obligated to 
make the annual payments to the extent of annual 
State of Michigan state school aid appropriations.

annual tax collections exceed annual debt service 
payment requirements or May 2035, whichever is 
sooner; interest payable of  $59,845 is included at 
interest rates ranging from 3.000% to 4.803%
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NOTE H—LONG-TERM OBLIGATIONS—Continued 
 

The Durant bonds, including interest, were issued in anticipation of payment to the School District as 
appropriated and to be appropriated by the State of Michigan under Section 11g(3) of Act 94 (State Aid 
payments).  The School District has pledged and assigned to the bondholder all rights to these State Aid 
payments as security for the Bond.  The note receivable on the Statement of Net Assets is for the future 
appropriations from the State of Michigan to pay the Durant obligations.  

 
 The annual requirements of principal and interest to amortize the bonded debt, Education Interconnection and 

Consortium Financing Agreement, and early retirement incentives outstanding as of June 30, 2011 follow: 
 

Year ending
June 30, Principal Interest Total

2012 890,675$          884,778$          1,775,453$        
2013 914,214            852,803            1,767,017          
2014 876,000            817,545            1,693,545          
2015 912,000            775,295            1,687,295          
2016 941,000            739,695            1,680,695          

2017-2021 5,275,000         3,080,913         8,355,913          
2022-2026 9,589,000         1,870,802         11,459,802        
2027-2029 4,550,000         413,306            4,963,306          

23,947,889$     9,435,137$       33,383,026$      

 
 

NOTE I—EMPLOYEE BENEFITS 
 
 Employee Retirement System – Defined Benefit Plan 
 
 Plan description 
 The School District contributes to the statewide Michigan Public School Employees’ Retirement System 

(MPSERS), a cost sharing multiple-employer defined benefit pension plan administered by the twelve 
member board of the MPSERS.  The MPSERS provides retirement benefits and post-retirement benefits for 
health, dental and vision.  The MPSERS was established by Public Act 136 of 1945 and operated under the 
provisions of Public Act 300 of 1980, as amended.  The MPSERS issues a publicly available financial report 
that includes financial statements and required supplementary information for MPSERS.  That report may be 
obtained by writing to or calling: 

 

 Office of Retirement Systems 
  Michigan Public School Employees Retirement System 
  P.O. Box 30171 
  Lansing Michigan 48909-7671 
  1-800-381-5111 
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NOTE I—EMPLOYEE BENEFITS—Continued 
  

Employee Retirement System – Defined Benefit Plan –Continued 
 
 Funding policy 
 Member Investment Plan (MIP) members enrolled in MIP prior to January 1, 1990 contribute a permanently 

fixed rate of 3.9 percent of gross wages.  The MIP contribution rate was 4.0 percent from January 1, 1987, the 
effective date of the MIP, until January 1, 1990 when it was reduced to 3.9 percent.  Members first hired 
between January 1, 1990 and June 30, 2008 and returning members who did not work between January 1, 
1987 and December 31, 1989 contribute at the following graduated permanently fixed contribution rates:  3 
percent of the first $5,000; 3.6 percent of $5,001 through $15,000; 4.3 percent of all wages over $15,000.  
Members first hired July 1, 2008, or later including Pension Plus Plan members, contribute at the following 
graduated permanently fixed contribution rates: 3 percent of the first $5,000; 3.6 percent of $5,001 through 
$15,000; 6.4 percent of all wages over $15,000. 

 
 Basic Plan members make no contributions.  For a limited period ending December 31, 1992, an active Basic 

Plan member could enroll in the MIP by paying the contributions that would have been made had enrollment 
occurred initially on January 1, 1987 or on the date of hire, plus interest.  MIP contributions at the rate of 3.9 
percent of gross wages begin at enrollment.  Actuarial rate of interest is posted to member accounts on July 
1st on all MIP monies on deposit for 12 months.  If a member leaves MPSERS service and no pension is 
payable, the member’s accumulated contributions plus interest, if any, are refundable.  

 
Public Act 75 of 2010 requires each actively employed member of MPSERS after June 30, 2010 to contribute 
3 percent (or 1.5 percent) of their compensation to offset employer contributions for health care benefits of 
current retirees. For the school fiscal year that began July 1, 2010, members who were employed by a 
reporting unit and were paid less than $18,000 in the prior school fiscal year and members who were hired on 
or after July 1, 2010, with a starting salary less than $18,000 are required to contribute 1.5 percent of the 
member’s compensation. For each school fiscal year that begins on or after July 1, 2011, members shall 
contribute 3 percent of compensation into the health care funding account.  
 

 The School District is required to contribute the full actuarial funding contribution amount to fund pension 
benefits, plus an additional amount to fund retiree health care benefit amounts on a cash disbursement basis.  
The rates for the year ended June 30, 2011 ranged from 16.94 percent to 20.66 percent of payroll.  The 
contribution requirements of plan members and the School District are established and may be amended by 
the MPSERS Board of Trustees.  The School District contributions to MPSERS for the year ended June 30, 
2011, 2010 and 2009 were approximately $2,082,000, $1,869,000, and $1,960,000 respectively, and were 
equal to the required contribution for those years. 

 
 The School District is not responsible for the payment of retirement benefits which is the responsibility of the 

State of Michigan. 
 
 Other post-employment benefits 
 Under the MPSERS Act, all retirees have the option of continuing health, dental and vision coverage. 
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NOTE I—EMPLOYEE BENEFITS—Continued 
  

Employee Retirement System – Defined Contribution Plan 
 
Public Act 75 of 2010 established the Pension Plus Plan which provides all individuals hired on or after July 
1, 2010, with a combined Defined Benefit and Defined Contribution benefit structure.  Any member of 
MPSERS who became a member of MPSERS on or after July 1, 2010 is a Pension Plus member.  The plan is 
administered by the MPSERS Board of Trustees and the contribution requirements of plan members and the 
School District are established and may be amended by the MPSERS Board of Trustees.   
 
Employees under the Pension Plus Plan are automatically enrolled in the defined contribution component of 
the plan with a default employee contribution rate of 2 percent of the employee’s pay.  Employees may 
increase their personal contribution up to the annual IRS limit or can elect out of contributing.  The School 
District is required to match 50 percent of the employee contribution up to 1 percent of the employee’s pay.  
For the year ended June 30, 2011, School District and employee contributions were approximately $200 and 
$400, respectively. 
 
 

NOTE J—POST-EMPLOYMENT HEALTH CARE PLAN 
 
 Plan Description.  Pursuant to employment contracts, certain retired employees who elected early retirement 

are eligible to receive post-retirement health insurance benefits through the Muskegon Heights Public Schools 
Retiree Medical Plan (Plan), a single employer defined benefit postemployment healthcare plan administered 
by the School District.  Benefits terminate the month the person attains eligibility for full social security 
benefits, or dies, whichever occurs first; however, no more than ten (10) years of payments will be made.  
Future retirees' benefits will terminate June 30, 2012. 

 
 Funding Policy.  Retirees are not required to contribute to the Plan.  The School District funds the Plan on a 

pay-as-you-go basis. The annual cost of these benefits per retiree ranged from $3,000 to $28,000, provided to 
approximately 67 participants. 
 
Annual OPEB Cost and Net OPEB Obligation.  The School District's annual other post-employment benefit 
(OPEB) cost (expense) is calculated based on the annual required contribution of the employer (ARC), an 
amount actuarially determined in accordance with the parameters of GASB Statement 45.  The ARC 
represents a level of funding that, if paid on an ongoing basis, is projected to cover normal cost each year and 
amortize any unfunded actuarial liabilities (or funding excess) over a period not to exceed thirty years.  The 
following table shows the components of the School District's annual OPEB cost for the year, the amount 
actually contributed to the Plan, and changes in the School District's net OPEB obligation to the Plan. 

 
Annual required contribution 636,081$ 
Interest on net OPEB obligation -               
Adjustment to annual required contribution -               
Annual OPEB cost (expense) 636,081   
Contributions made 636,081   
Increase in net OPEB obligation -               
Net OPEB obligation - beginning of year -               
Net OPEB obligation - end of year -$             
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NOTE J—POST-EMPLOYMENT HEALTH CARE PLAN— Continued 
 
Annual OPEB Cost and Net OPEB Obligation.—Continued  The School District's annual OPEB cost, the 
percentage of annual OPEB cost contributed to the Plan, and the net OPEB obligation for the year ended June 
30, 2011 is as follows: 
 

Year ended
Annual 

OPEB Cost

Percentage of 
Annual OPEB 

Cost 
Contributed

Net OPEB 
Obligation

6/30/09 557,317$       100                  % -$                    
6/30/10 669,770         100                  -                      
6/30/11 636,081         100                  -                      

 
Funded Status and Progress.  The funded status of the Plan as of July 1, 2008 (the most recent valuation 
date), was as follows: 
 

Actuarial accrued liability (AAL) 3,569,097$    
Actuarial value of plan assets -                     
Unfunded actuarial accrued liability 3,569,097$    

Funded ratio (actuarial value of plan assets/AAL) 0 %

 
Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and assumptions 
about the probability of occurrence of events far into the future.  Examples include assumptions about future 
employment, mortality, and the health care cost trend.  Amounts determined regarding the funded status of the 
Plan and the annual required contributions of the employer are subject to continual revision as actual results 
are compared with past expectations and new estimates are made about the future.   
 
Actuarial Methods and Assumptions.  Projections of benefits for financial reporting purposes are based on the 
substantive plan (the plan as understood by the employer and Plan members) and include the types of benefits 
provided at the time of each valuation and the historical pattern of Plan members not contributing to the Plan.  
The actuarial methods and assumptions used include techniques that are designed to reduce the effects of short-
term volatility in actuarial accrued liabilities and the actuarial value of assets, consistent with the long-term 
perspective of the calculations. 
 
The required contribution was determined as part of the July 1, 2008 actuarial valuation using the Projected 
Unit Credit (level dollar) actuarial cost method.  The actuarial assumptions included 4 percent discount rate, 
which assumes a 10% percent inflation assumption starting in 2009 graded to 5% in 2014.  The Plan’s 
unfunded actuarial accrued liability is being amortized as a level dollar on a closed basis.  The remaining 
amortization period at June 30, 2011 is 2 years. 
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NOTE K—COMMITMENTS AND CONTINGENCIES 
 

Operating Leases  
The School District has lease agreements expiring at various dates through February 2014.  Expense for the 
year ended June 30, 2011 was approximately $61,000.  The following is a schedule of future minimum rental 
payments required under operating leases for School District office equipment.  
 

Year ending
June 30, Amount

2012 122,264$    
2013 23,264        
2014 2,598          

148,126$    

 
Grant Programs 
The School District participates in grant programs, which are subject to program compliance audits by the 
grantor or its representatives.  Such audits of these programs may be performed at some future date.  The 
amount, if any, of expenditures which may be disallowed by the granting agencies cannot be determined at 
this time although the School District expects such amounts, if any, to be immaterial. 

 
 
NOTE L—OTHER INFORMATION 
 

Risk Management  
The School District is exposed to various risks of loss related to torts; theft of, damage to, and destruction of 
assets; error and omissions; injuries to employees; and natural disasters.  The School District participates in 
two distinct pools of educational institutions within the State of Michigan for self-insuring property and 
casualty and workers’ disability compensation.  The pools are considered public entity risk pools.  The School 
District pays annual premiums under a retrospectively rated policy to the pools for the respective insurance 
coverage.  In the event a pool’s total claims and expenses for a policy year exceed the total normal annual 
premiums for said years, all members of the specific pool’s policy year may be subject to special assessment 
to make up the deficiency.  The workers’ compensation pool and the property casualty pool maintain 
reinsurance for claims generally in excess of $500,000 for each occurrence with the overall maximum 
coverage varying depending on the specific type coverage of reinsurance. 

 
 The School District continues to carry commercial insurance for other risks of loss, including employee health 

and accident insurance.  No settlements have occurred in excess of coverage for June 30, 2011 or any of the 
prior three years. 

 
Related Party Transactions  
The School District contracted with an Organization in which a school board member is also a board member 
of the Organization to provide services totaling approximately $7,000 during the year.  The School District 
paid approximately $17,000 for professional services to a family member of a School District employee. 
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NOTE M—SUBSEQUENT EVENTS 
 

In August 2011, the School District received the proceeds of a $7,878,000 State of Michigan (State) school 
aid anticipation note payable. The note payable is not subject to redemption prior to their maturity in August 
2011 and bears interest at the rate of 0.31 per annum. The School District pledged for payment of the note 
payable, the amount of state school aid to be received plus the full faith, credit, and resources of the School 
District. 

 
In August 2011, the School District terminated one of the operating leases disclosed in Note K and entered 
into a 60-month capital lease requiring monthly payments of $9,266. 

 
 
NOTE N—PRIOR PERIOD ADJUSTMENT 
 
 On July 1, 2010, the School District adopted Governmental Accounting Standards Board (GASB) Statement 

54—Fund Balance Reporting and Governmental Fund Type Definitions.  Under GASB 54, the Athletics Fund 
no longer qualifies as a special revenue fund type and all athletics revenues and expenditures are reported in 
the General Fund.  The June 30, 2010 Athletics Fund fund deficit is required to be reclassified to the General 
Fund.  The School District's restated General Fund and Other governmental funds beginning fund balances 
(deficits) are as follows: 

                 Other 
   governmental 
  General Fund funds 
 
  Beginning fund balance (deficit) $ (3,935,660) $ 55,056 
  Reclassification of Athletics Fund fund deficit     (260,204)    260,204 

  Beginning fund balance (deficit), as restated     $ (4,195,864) $ 315,260



 

 

REQUIRED SUPPLEMENTARY INFORMATION
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Variance with
final budget-

positive
Original Final Actual (negative)

REVENUES
Local sources 2,570,190$    2,605,313$    2,400,077$    (205,236)$      
State sources 12,261,530    11,975,256    12,015,636    40,380           
Federal sources 4,911,380      5,426,895      3,368,856      (2,058,039)       

Total revenues 19,743,100    20,007,464    17,784,569    (2,222,895)     

EXPENDITURES
Instruction

Basic programs 7,933,880      7,377,180      7,758,821      (381,641)        
Added needs 4,450,740      4,039,320      3,689,744      349,576         
Adult and continuing education 61,310           132,090         109,252         22,838           

Support services
Pupil 1,738,060      1,606,600      1,576,280      30,320           
Instructional staff 1,363,120      1,247,680      1,324,921      (77,241)          
General administration 445,890         447,460         532,970         (85,510)          
School administration 915,160         978,310         940,166         38,144           
Business 812,440         626,630         685,320         (58,690)          
Operations and maintenance 2,174,750      2,153,600      2,295,557      (141,957)        
Pupil transportation services 908,850         882,630         840,936         41,694           
Central 594,270         511,180         530,176         (18,996)          
Athletics 265,220         265,220         292,526         (27,306)          

Community services 1,351,080      1,343,040      1,209,273      133,767         
Outgoing transfers and other transactions 215,690         339,497         275,306         64,191           

Total expenditures 23,230,460    21,950,437    22,061,248    (110,811)        

Excess (deficiency) of revenues over (under) expenditures (3,487,360)$  (1,942,973)$   (4,276,679)   (2,333,706)$  

Fund balance at beginning of year, as restated (4,195,864)     

Fund balance at end of year (8,472,543)$  

Budgeted amounts
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Actuarial UAAL as a
Actuarial accrued Unfunded percentage

Actuarial value of liability AAL Funded Covered of covered
valuation assets (AAL) (UAAL) ratio payroll payroll

date (a) (b) (b-a) (a/b) (c) [(b-a)/c]

7/1/2008 -$                 3,569,097$  3,569,097$  -               N/A N/A

Factors Significantly Affecting Trends
1.  Assumption or method changes - first GASB 45 report issued.

 
 
 
 
 
 
 
 
 
 
 

 
 
 
 

 
  N/A-not applicable. 
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER 
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHERS MATTERS  

BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED 
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS 

 
December 28, 2011 
 
 
Board of Education 
School District of the City of Muskegon Heights 
Muskegon Heights, Michigan 
 
 
We have audited the financial statements of the School District of the City of Muskegon Heights as of and for the 
year ended June 30, 2011 and have issued our report thereon dated December 28, 2011.  We conducted our audit 
in accordance with auditing standards generally accepted in the United States of America and the standards 
applicable to financial audits contained in Government Auditing Standards issued by the Comptroller General of 
the United States. 
 
Internal Control Over Financial Reporting 
In planning and performing our audit, we considered the School District of the City of Muskegon Heights’ 
internal control over financial reporting as a basis for designing our auditing procedures for the purpose of 
expressing our opinion on the financial statements, but not for the purpose of expressing an opinion on the 
effectiveness of the School District of the City of Muskegon Heights’ internal control over financial reporting.  
Accordingly, we do not express an opinion on the effectiveness of the School District of the City of Muskegon 
Heights’ internal control over financial reporting. 
 
Our consideration of internal control over financial reporting was for the limited purpose described in the 
preceding paragraph and was not designed to identify all deficiencies in internal control over financial reporting 
that might be significant deficiencies or material weaknesses and therefore, there can be no assurance that all 
deficiencies, significant deficiencies, or material weaknesses have been identified.  However, as described in the 
accompanying Schedule of Findings and Responses, we identified certain deficiencies in internal control over 
financial reporting that we consider to be material weaknesses and other deficiencies that we consider to be 
significant deficiencies.   
 
A deficiency in internal control exists when the design or operation of a control does not allow management or 
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct 
misstatements on a timely basis.  A material weakness is a deficiency, or a combination of deficiencies, in internal 
control such that there is a reasonable possibility that a material misstatement of the entity's financial statements 
will not be prevented, or detected and corrected on a timely basis.  We consider the deficiencies described in the 
accompanying Schedule of Findings and Responses to be material weaknesses, as Findings 2011-2, 2011-3 and 
2011-4.   
 
A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe than 
a material weakness, yet important enough to merit attention by those charged with governance.  We consider the 
deficiencies described in the accompanying Schedule of Findings and Responses to be significant deficiencies, as 
Findings 2011-1, 2011-5, 2011-6 and 2011-7. 



BRICKLEY DELONG  

 
 

4 

Board of Education 
December 28, 2011 
Page 2 
 
 
Compliance and Other Matters 
As part of obtaining reasonable assurance about whether the School District of the City of Muskegon Heights’ 
financial statements are free of material misstatement, we performed tests of its compliance with certain 
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could have a direct 
and material effect on the determination of financial statement amounts.  However, providing an opinion on 
compliance with those provisions was not an objective of our audit, and accordingly, we do not express such an 
opinion.  The results of our tests disclosed one instance of noncompliance or other matter that is required to be 
reported under Government Auditing Standards and which is described as Finding 2011-1 in Section II of the 
accompanying Schedule of Findings and Responses. 
 
The School District of the City of Muskegon Heights’ responses to the findings identified in our audit are 
described in the accompanying Schedule of Findings and Responses.  We did not audit the School District of the 
City of Muskegon Heights’ responses and, accordingly, we express no opinion on them. 
 
This report is intended solely for the information and use of the Board of Education, management, and federal 
awarding agencies and pass-through entities and is not intended to be and should not be used by anyone other 
than these specified parties. 
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE WITH REQUIREMENTS 
THAT COULD HAVE A DIRECT AND MATERIAL EFFECT ON EACH MAJOR 

PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE 
IN ACCORDANCE WITH OMB CIRCULAR A-133  

 
December 28, 2011 
 
 
Board of Education 
School District of the City of Muskegon Heights 
Muskegon Heights, Michigan 
 
 
Compliance 
We have audited the School District of the City of Muskegon Heights' compliance with the types of compliance 
requirements described in the OMB Circular A-133 Compliance Supplement that could have a direct and material 
effect on each of the School District of the City of Muskegon Heights’ major federal programs for the year ended 
June 30, 2011.  The School District of the City of Muskegon Heights’ major federal programs are identified in the 
Summary of Auditors’ Results section of the accompanying Schedule of Findings and Responses.  Compliance 
with the requirements of laws, regulations, contracts, and grants applicable to each of its major federal programs 
is the responsibility of the School District of the City of Muskegon Heights’ management.  Our responsibility is to 
express an opinion on the School District of the City of Muskegon Heights’ compliance based on our audit. 
 
We conducted our audit of compliance in accordance with auditing standards generally accepted in the United 
States of America; the standards applicable to financial audits contained in Government Auditing Standards 
issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local 
Governments, and Non-Profit Organizations.  Those standards and OMB Circular A-133 require that we plan and 
perform the audit to obtain reasonable assurance about whether noncompliance with the types of compliance 
requirements referred to above that could have a direct and material effect on a major federal program occurred.  
An audit includes examining, on a test basis, evidence about the School District of the City of Muskegon Heights’ 
compliance with those requirements and performing such other procedures as we considered necessary in the 
circumstances.  We believe that our audit provides a reasonable basis for our opinion.  Our audit does not provide 
a legal determination of the School District of the City of Muskegon Heights’ compliance with those 
requirements. 
 
As described in Findings 2011-1, 2011-8 and 2011-9 in Section III of the accompanying Schedule of Findings 
and Responses, the School District of the City of Muskegon Heights did not comply with requirements regarding 
suspension and debarment, allowable costs/cost principles and eligibility compliance requirements that are 
applicable to its U.S. Department of Education Title I, Part A Cluster and Special Education Cluster and 
U.S. Department of Health and Human Services TANF program.  Compliance with such requirements is 
necessary, in our opinion, for the School District of the City of Muskegon Heights to comply with requirements 
applicable to those programs. 
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Compliance—Continued 
In our opinion, except for noncompliance described in the preceding paragraph, the School District of the City of 
Muskegon Heights complied, in all material respects, with the compliance requirements referred to above that 
could have a direct and material effect on each of its major federal programs for the year ended June 30, 2011.  
The results of our auditing procedures also disclosed other instances of noncompliance with those requirements, 
which are required to be reported in accordance with OMB Circular A-133 and which are described as Findings 
2011-10 and 2011-11 in Section III of the accompanying Schedule of Findings and Responses. 
 
Internal Control Over Compliance 
Management of the School District of the City of Muskegon Heights is responsible for establishing and 
maintaining effective internal control over compliance with the requirements of laws, regulations, contracts, and 
grants applicable to federal programs.  In planning and performing our audit, we considered the School District of 
the City of Muskegon Heights’ internal control over compliance with the requirements that could have a direct 
and material effect on a major federal program to determine the auditing procedures for the purpose of expressing 
our opinion on compliance and to test and report on internal control over compliance in accordance with OMB 
Circular A-133, but not for the purpose of expressing an opinion on the effectiveness of internal control over 
compliance.  Accordingly, we do not express an opinion on the effectiveness of the School District of the City of 
Muskegon Heights’ internal control over compliance. 
 
A deficiency in internal control over compliance exists when the design or operation of a control over compliance 
does not allow management or employees, in the normal course of performing their assigned functions, to 
prevent, or detect and correct, noncompliance with a type of compliance requirement of a federal program on a 
timely basis.  A material weakness in internal control over compliance is a deficiency, or combination of 
deficiencies, in internal control over compliance, such that there is a reasonable possibility that material 
noncompliance with a type of compliance requirement of a federal program will not be prevented, or detected and 
corrected, on a timely basis.   
 
Our consideration of internal control over compliance was for the limited purpose described in the first paragraph 
of this section and was not designed to identify all deficiencies in internal control over compliance that might be 
deficiencies, significant deficiencies, or material weaknesses.  We did not identify any deficiencies in internal 
control over compliance that we consider to be material weaknesses, as defined above.  However, we identified 
certain deficiencies in internal control over compliance that we consider to be significant deficiencies as described 
in the accompanying Schedule of Findings and Responses, as Findings 2011-1, 2011-8, 2011-9, 2011-10 and 
2011-11.  A significant deficiency in internal control over compliance is a deficiency, or a combination of 
deficiencies, in internal control over compliance with a type of compliance requirement of a federal program that 
is less severe than a material weakness in internal control over compliance, yet important enough to merit 
attention by those charged with governance. 
 
The School District of the City of Muskegon Heights’ responses to the findings identified in our audit are 
described in the accompanying Schedule of Findings and Responses.  We did not audit the School District of the 
City of Muskegon Heights’ responses and, accordingly, we express no opinion on them. 
 



BRICKLEY DELONG  
 
 

7 

Board of Education 
December 28, 2011 
Page 3 
 
 
Schedule of Expenditures of Federal Awards 
We have audited the financial statements of the School District of the City of Muskegon Heights as of and for the 
year ended June 30, 2011, and have issued our report thereon dated December 28, 2011, which contained an 
unqualified opinion on those financial statements.  Our audit was conducted for the purpose of forming an opinion 
on the financial statements.  The Schedule of Expenditures of Federal Awards is presented for purposes of 
additional analysis as required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local 
Governments, and Non-Profit Organizations, and is not a required part of the financial statements.  Such 
information is the responsibility of management and was derived from and relates directly to the underlying 
accounting and other records used to prepare the financial statements.  The information has been subjected to the 
auditing procedures applied in the audit of the financial statements and certain additional procedures, including 
comparing and reconciling such information directly to the underlying accounting and other records used to 
prepare the financial statements or to the financial statements themselves, and other additional procedures in 
accordance with auditing standards generally accepted in the United States of America.  In our opinion, the 
information is fairly stated in all material respects in relation to the financial statements as a whole. 
 
This report is intended solely for the information and use of the Board of Education, management, and federal 
awarding agencies and pass-through entities and is not intended to be and should not be used by anyone other 
than these specified parties. 
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Cash/
Accrued payments Expenditures

Federal Program or (deferred) in kind (accrual basis)
Federal grantor/pass-through CFDA award revenue received Prior Current
      grantor/program title      number amount July 1, 2010 (cash basis) year (s) year Total Notes

U.S. Department of Education
Passed through Michigan Department 
of Education

Title I Cluster
Title I 84.010

091530 0809 2,495,055$      -$                     (70,782)$          2,115,849$      -$                  2,115,849$      70,782$         3         
101530 0910 2,335,518        295,123           439,981            1,830,917        144,858        1,975,775        -                     
101550 0910 23,000             14,552             16,371              14,552             1,819            16,371             -                     
111530 1011 2,437,660        -                       781,293            -                       1,279,086     1,279,086        497,793         
111550 1011 60,000             -                       -                        -                       8,163            8,163               8,163             

7,351,233        309,675           1,166,863         3,961,318        1,433,926     5,395,244        576,738         
ARRA-Title I, Part A 84.389

101535 0910 1,232,175        174,425           255,376            620,596           29,256          649,852           (51,695)          
101555 0910 179,221           -                       -                        -                       73,557          73,557             73,557           
111535 1011 530,163           -                       2,329                -                       111,987        111,987           109,658         

1,941,559        174,425           257,705            620,596           214,800        835,396           131,520         
Total Title I Cluster 9,292,792        484,100           1,424,568         4,581,914        1,648,726     6,230,640        708,258         

Title II A 84.367
100520 0910 355,017           31,157             129,958            188,274           98,801          287,075           -                     
110520 1011 361,011           -                       -                        -                       91,707          91,707             91,707           

716,028           31,157             129,958            188,274           190,508        378,782           91,707           

ARRA-Title II, Part D 84.386
104295 0910 43,018             13,220             14,903              32,863             1,683            34,546             -                     
114295 1011 8,561               -                       -                        -                       3,360            3,360               3,360             

51,579             13,220             14,903              32,863             5,043            37,906             3,360             

ARRA-Education Stabilization Fund 84.394
112525 1011 185,733           -                       185,733            -                       185,733        185,733           -                     

Education Jobs Fund 84.410
112545 1011 292,039           -                       292,039            -                       292,039        292,039           -                     

Total passed through Michigan
Department of Education 10,538,171      528,477           2,047,201         4,803,051        2,322,049     7,125,100        803,325         

Passed through Muskegon Area Intermediate School District
Adult Basic Education 84.002

101130-101587 27,756             27,756             27,756              27,756             -                    27,756             -                     
111130-101587 26,884             -                       -                        -                       26,884          26,884             26,884           

54,640             27,756             27,756              27,756             26,884          54,640             26,884           

(deferred)
revenue

June 30, 2011

Accrued
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Cash/
Accrued payments Expenditures

Federal Program or (deferred) in kind (accrual basis)
Federal grantor/pass-through CFDA award revenue received Prior Current
      grantor/program title      number amount July 1, 2010 (cash basis) year (s) year Total Notes

U.S. Department of Education—Continued
Passed through Muskegon Area Intermediate School District—Continued

Special Education Cluster
IDEA 101-476 Flowthrough 84.027

100450 0910 480,368$        134,654$         134,654$        480,368$       -$                   480,368$       -$                   
110450 1011 464,613          -                       438,038          -                     464,613         464,613         26,575           

944,981          134,654           572,692          480,368         464,613         944,981         26,575           
IDEA 101-476 Preschool 84.173

090460 0809 10,503            (983)                 -                      9,520             983                10,503           -                     
110460 1011 25,022            -                       21,228            -                     25,022           25,022           3,794             

35,525            (983)                 21,228            9,520             26,005           35,525           3,794             
ARRA - IDEA Preschool 84.392

100465 0910 20,385            20,385             20,385            20,385           -                     20,385           -                     
Total Special Education Cluster 1,000,891       154,056           614,305          510,273         490,618         1,000,891      30,369           

Drug Free Schools and Communities Act 84.186
102860 0910 24,411            24,411             24,411            24,411           -                     24,411           -                     

Total passed through Muskegon Area
 Intermediate School District 1,079,942       206,223           666,472          562,440         517,502         1,079,942      57,253           
Total U.S. Department of Education 11,618,113     734,700           2,713,673       5,365,491      2,839,551      8,205,042      860,578         

U.S. Department of Agriculture
Passed through Michigan Department of Education

Child Nutrition Cluster
101970 Breakfast 10.553 241,051          -                       19,887            221,164         19,887           241,051         -                     
111970 Breakfast 248,231          -                       236,599          -                     248,231         248,231         11,632           

489,282          -                       256,486          221,164         268,118         489,282         11,632           

101950 All Lunches 10.555 59,478            -                       6,137              53,341           6,137             59,478           -                     
111950 All Lunches 52,183            -                       50,016            -                     52,183           52,183           2,167             
101960 Free and Reduced 508,867          -                       42,272            466,595         42,272           508,867         -                     
111960 Free and Reduced 443,952          -                       425,120          -                     443,952         443,952         18,832           
111980 Snack Program 2,157              -                       2,157              -                     2,157             2,157             -                     
Entitlement Commodities 56,601            -                       56,601            -                     56,601           56,601           -                     
Bonus Commodities 1,353              -                       1,353              -                     1,353             1,353             -                     

1,124,591       -                       583,656          519,936         604,655         1,124,591      20,999           
Summer Food Service Program for Children 10.559

100900 Summer Food Meals 104,876          23,288             104,876          23,288           81,588           104,876         -                     
101900 Summer Food Sponsor Admin 8,875              1,968               8,875              1,968             6,907             8,875             -                     
110900 Summer Food Meals 12,231            -                       -                      -                     12,231           12,231           12,231           
111900 Summer Food Sponsor Admin 1,036              -                       -                      -                     1,036             1,036             1,036             

127,018          25,256             113,751          25,256           101,762         127,018         13,267           
Total Child Nutrition Cluster 1,740,891       25,256             953,893          766,356         974,535         1,740,891      45,898           

(deferred)
revenue

June 30, 2011

Accrued
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Cash/
Accrued payments Expenditures

Federal Program or (deferred) in kind (accrual basis)
Federal grantor/pass-through CFDA award revenue received Prior Current
      grantor/program title      number amount July 1, 2010 (cash basis) year (s) year Total Notes

U.S. Department of Agriculture—Continued
Passed through Michigan Department of Education—Continued

Child Care Food Program 10.558
101920 CCFP Meals 17,684$        -$                     2,815$          14,869$    2,815$          17,684$        -$               
102010 Child Care Cash in Lieu 668               -                       117               551           117               668               -                 
111920 CCFP Meals 5,992            -                       4,322            -                5,992            5,992            1,670          
112010 Child Care Cash in Lieu 446               -                       322               -                446               446               124             

24,790          -                       7,576            15,420      9,370            24,790          1,794          
Fresh Fruit and Vegetable Program 10.582

110950 6,163            -                       -                   -                6,163            6,163            6,163          

Total passed through Michigan Department of Education 1,771,844     25,256             961,469        781,776    990,068        1,771,844     53,855        

Passed through County of Muskegon, Michigan
Supplemental Nutrition Assistance Program 10.561

FY11 Food Assistance 23,517          -                       3,024            -                6,889            6,889            3,865          

Total U.S. Department of Agriculture 1,795,361     25,256             964,493        781,776    996,957        1,778,733     57,720        

U.S. Department of Labor
Passed through County of Muskegon, Michigan

Wagner Peyser Labor Exchange 17.207
402222/WP-09 23,127          11,565             11,565          23,127      -                    23,127          -                 
402222/WP-10 2,943            -                       2,943            -                2,943            2,943            -                 
402222/REI-ARRA-REEMPLOYMENT 18,178          8,165               10,018          16,325      1,853            18,178          -                 
402222/ES-ARRA-WP-ECAR 519               -                       469               50             469               519               -                 

44,767          19,730             24,995          39,502      5,265            44,767          -                 
Workforce Investment Act Cluster

WIA Adult Program 17.258
402222/WIA-09 39,219          20,599             20,599          39,219      -                    39,219          -                 
402222/WIA-10 18,098          -                       13,066          -                18,098          18,098          5,032          
402222/WIA-ARRA 6,065            2,801               2,801            6,065        -                    6,065            -                 

63,382          23,400             36,466          45,284      18,098          63,382          5,032          

WIA Youth Program 17.259
402222/WIA-09 16,238          1,731               1,731            16,238      -                    16,238          -                 
402222/WIA-10 23,542          -                       16,996          -                23,542          23,542          6,546          
402222/WIA-ARRA 44,298          10,923             10,923          44,298      -                    44,298          -                 

84,078          12,654             29,650          60,536      23,542          84,078          6,546          

revenue
June 30, 2011

Accrued
(deferred)
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Cash/
Accrued payments Expenditures

Federal Program or (deferred) in kind (accrual basis)
Federal grantor/pass-through CFDA award revenue received Prior Current
      grantor/program title      number amount July 1, 2010 (cash basis) year (s) year Total Notes

U.S. Department of Labor—Continued
Passed through County of Muskegon, Michigan—Continued

Workforce Investment Act Cluster—Continued
WIA Dislocated Workers 17.260

402222/WIA-09 25,197$             11,732$           11,732$             25,197$           -$                     25,197$             -$                     
402222/WIA-10 8,242                 -                       5,951                 -                       8,242               8,242                 2,291               
402222/WIA-ARRA 15,765               7,280               7,280                 15,765             -                       15,765               -                       

49,204               19,012             24,963               40,962             8,242               49,204               2,291               
Total Workforce Investment Act Cluster 196,664             55,066             91,079               146,782           49,882             196,664             13,869             

Total passed through County of Muskegon, Michigan
and U.S. Department of Labor 241,431             74,796             116,074             186,284           55,147             241,431             13,869             

U.S. Department of Health and Human Services
Passed through County of Muskegon, Michigan

Temporary Assistance for Needy Families 93.558
402222 FY10 JET-TANF 344,432             173,848           173,848             344,432           -                        344,432             -                       
402222 FY11 JET-TANF 337,134             -                       213,006             -                       337,134           337,134             124,128           

681,566             173,848           386,854             344,432           337,134           681,566             124,128           
Passed through Muskegon Area Intermediate School District

Head Start Cluster
Head Start 93.600

05CH8258/11 649,969             27,182             299,325             377,826           272,143           649,969             -                       
05CH8258/12 345,714             -                       158,741             -                       345,714           345,714             186,973           

995,683             27,182             458,066             377,826           617,857           995,683             186,973           
ARRA-Head Start Quality Improvement 93.708

05SE8258/01 29,566               13,283             23,475               19,374             10,192             29,566               -                       

ARRA-Early Head Start 93.709
05SA8258/01 34,694               10,361             23,792               21,263             9,407               30,670               (4,024)              
05SA8258/02 44,456               -                       27,843               -                       44,456             44,456               16,613             

79,150               10,361             51,635               21,263             53,863             75,126               12,589             
Total Head Start Cluster 1,104,399          50,826             533,176             418,463           681,912           1,100,375          199,562           

Medical Assistance Program Title XIX 93.778
393 2,918                 -                       2,918                 -                       2,918               2,918                 -                       

Total passed through Muskegon Area
Intermediate School District 1,107,317          50,826             536,094             418,463           684,830           1,103,293          199,562           

Total U.S. Department of Health
and Human Services 1,788,883          224,674           922,948             762,895           1,021,964        1,784,859          323,690           

TOTAL FEDERAL ASSISTANCE 15,443,788$     1,059,426$     4,717,188$       7,096,446$     4,913,619$     12,010,065$     1,255,857$     

revenue
June 30, 2011

Accrued
(deferred)

 
 
The accompanying notes are an integral part of this schedule. 



School District of the City of Muskegon Heights 
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 

For the year ended June 30, 2011 
 

 

12 

1.

2.

3.

4.

Revenues from federal sources per June 30, 2011
Governmental Funds financial statements

General Fund 3,368,856$  
Other governmental funds (includes Food Service Fund) 983,904       4,352,760$     

Plus:
Expenditures reported on SEFA as of June 30, 2011, however,
the corresponding revenue is deferred in the governmental
funds financial statements under GASB 33. 441,521          

June 30, 2011 single audit questioned costs removed from
financial statement federal revenues while awaiting management
decisions from pass-through entities. 305,608          

IDEA current year expense recognized as revenue in prior year. 983                 

Rounding 1                     

Less:
Expenditures reported on SEFA as of June 30, 2010, however,
the corresponding revenue was deferred in the governmental
funds financial statements under GASB 33. (134,098)         

WIA and TANF local match recorded as federal revenue (53,156)           

Expenditures per single audit report
Schedule of Expenditures of Federal Awards 4,913,619$     

Please see the financial statement footnotes for the significant accounting policies used in preparing this 
schedule.

Management has utilized the CMS Grant Auditor Report in preparing the Schedule of Expenditures of Federal 
Awards (SEFA).

Reconciliation of revenues from federal sources per governmental funds financial statements and expenditures 
per single audit report Schedule of Expenditures of Federal Awards.

The Michigan Department of Education determined Muskegon Heights Public Schools was not in compliance 
with certain requirements, noted in Findings 2010-1, 2010-2 and 2010-3 in the June 30, 2010 single audit, 
related to Suspension and Debarment, Eligibility, and Allowable Costs/Cost Principles and the Michigan 
Department of Education took the funds back.
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SECTION I—SUMMARY OF AUDITORS’ RESULTS 

A. Financial Statements 

1. Type of auditors' report issued:  Unqualified 

2. Internal control over financial reporting: 

• Material weakness(es) identified?  X  yes    no  

• Significant deficiency(ies) identified that are not considered to 
be material weaknesses?  X  yes    none reported 

3. Noncompliance material to financial statements noted?  X  yes    no  

B. Federal Awards 

1. Internal control over major programs: 

• Material weakness(es) identified?   yes   X  no  

• Significant deficiency(ies) identified that are not considered to 
be material weaknesses?  X  yes     none reported 

2. Type of auditors' report issued on compliance for major programs:   

CFDA Number(s) Name of Federal Program/Cluster Type of Auditors’ Report 

  U.S. Department of Agriculture 
 10.553, 10.555 and 10.559  Child Nutrition Cluster  Unqualified 

  U.S. Department of Education 
 84.010 and 84.389  Title I, Part A Cluster  Qualified 
 84.027 and 84.173  Special Education Cluster  Qualified 

  U.S. Department of Health and Human Services 
 93.558  TANF  Qualified 
 93.600, 93.708 and 93.709  Head Start Cluster  Unqualified 

3. Any audit findings disclosed that are required to be reported in 
accordance with section 510(a) of OMB Circular A-133?   X  yes    no 

4. Identification of major programs: 

 CFDA Number(s) Name of Federal Program/Cluster 

  U.S. Department of Agriculture 
 10.553, 10.555 and 10.559  Child Nutrition Cluster 

  U.S. Department of Education 
 84.010 and 84.389  Title I, Part A Cluster 
 84.027 and 84.173  Special Education Cluster 

  U.S. Department of Health and Human Services 
 93.558  TANF 
 93.600, 93.708 and 93.709  Head Start Cluster 

5. Dollar threshold used to distinguish between type A and type B programs:  $300,000 

6. Auditee qualified as low-risk auditee?   yes   X  no 
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SECTION II – FINANCIAL STATEMENT FINDINGS 
 
 Finding 2011-1:  Suspension and Debarment Compliance 
 
 U.S. Department of Education 
 Title I, Part A Cluster 
 Pass-through entity:  Michigan Department of Education 
 CFDA: 84.010 and 84.389 
 Award Numbers:  1115301011 and 10155550910 
 Award Year Ends:  September 30, 2011 
 
 Special Education Cluster 
 Pass-through entity:  Muskegon Area Intermediate School District 
 CFDA: 84.027 
 Award Numbers:  1104501011 
 Award Year Ends:  September 30, 2011 
 
 U.S. Department of Health and Human Services 
 Temporary Assistance for Needy Families (TANF) 
 Pass-through entity:  County of Muskegon 
 CFDA:  93.558 
 Award Numbers:  402222 JET-TANF 
 Award Year Ends:  June 30, 2011 
 
 Specific Requirement:  Suspension and Debarment 
 
 Criteria:  Per 2 CFR section 180, Non-federal entities are prohibited from contracting with or making 

subawards under covered transactions to parties that are suspended or debarred or whose principals are 
suspended or debarred.  “Covered transactions” include those procurement contracts for goods and services 
that are expected to equal or exceed $25,000 or meet certain other specified criteria.  The non-federal entity 
must verify that the entity is not suspended or debarred or otherwise excluded.  This verification may be 
accomplished by checking the Excluded Parties List System (EPLS) maintained by the General Services 
Administration (GSA), collecting a certification from the entity, or adding a clause or condition to the 
covered transaction with that entity. 

 
 Condition:  We noted that the documentation of the School District’s verification checks of the EPLS was 

missing for all transactions, for which we tested with vendors contracted for services greater than $25,000. 
 
 Cause:  The School District’s procedures require the Human Resources Office to perform EPLS checks on 

all new vendors to the accounting system.  During fiscal 2010-11, the Human Resource Office also 
performed checks on existing vendors.  The School District’s established procedures provide that the EPLS 
results screen is printed and bound in a three-ring binder maintained in the Human Resource Office.  That 
three-ring binder was taken as evidence by the Michigan State Police in March 2011, and School District 
officials stated that it has not yet been returned to the School District.  Therefore, we could not perform audit 
tests on the three-ring binder’s supporting documentation to determine whether the appropriate EPLS checks 
were performed by School District personnel for the vendors identified. 
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SECTION II – FINANCIAL STATEMENT FINDINGS—CONTINUED  
 
 Finding 2011-1:  Suspension and Debarment Compliance—Continued  
 
 Questioned Costs:  In lieu of performing audit tests on documentation in the three-ring binder, we verified 

each vendor selected for testing against the EPLS.  The selected vendors and its principals were not found to 
be suspended or debarred.  The amounts paid to the selected vendors by federal program are as follows: 

 
 Program Number of vendors   Amount 
 Title I, Part A  1 $  76,353 
 Special Education Cluster  3   145,701 
 TANF  1     37,061 
    $259,115 
 
Context:  We selected for testing all five vendors we identified as contracted for greater than $25,000 to a 
federal grant we were auditing as a major program. 
 
Effect:  The School District could have contracted with a vendor that is suspended or debarred or whose 
principals are suspended or debarred.   
 
Recommendation:  The School District should follow its established procedures to ensure compliance with 
suspension and debarment requirements. 

 
 Views of Responsible Officials and Planned Corrective Actions:  The relevant documentation in regard to this 

issue is in possession of the Michigan State Police.  The vendors and principals in question have not been 
suspended or debarred as indicated by the EPLS system.  These vendors were also specifically tested for 
suspension and debarment in both 2010/11 and the beginning of 2011/12 by an independent CPA firm prior 
to the School District requesting reimbursement of those funds as required by the Michigan Department of 
Education.  The results of those tests produced no findings.  Muskegon Heights Public Schools is currently 
updating its policies and procedures to address this potential issue moving forward. 

 
 
 Finding 2011-2:  MATERIAL WEAKNESS—Procedures for Budgeting Act Compliance and Deficit 

Reduction Plan Compliance 
 
 Criteria:  Per the Michigan Uniform Budgeting and Accounting Act, Section 18(3), “An administrative 

officer of the local unit shall not incur expenditures against an appropriation account in excess of the amount 
appropriated by the legislative body.” 

 
 Condition:  The School District did not comply with provisions of the aforementioned Michigan budgeting 

act, and also the School District did not comply with its deficit elimination plan filed with the State of 
Michigan.  Both conditions are reported in this finding, since they are closely related to each other. 

 
Cause:  During the year ended June 30, 2011, School District management authorized and executed 
expenditures in excess of the Board of Education’s budgetary appropriations. 
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SECTION II – FINANCIAL STATEMENT FINDINGS—CONTINUED 
 
 Finding 2011-2:  MATERIAL WEAKNESS—Procedures for Budgeting Act Compliance and Deficit 

Reduction Plan—Continued  
 
 Effect:  The School District was not in compliance with its authorized budgetary appropriations and, 

correspondingly, did not comply with its deficit reduction plan filed with the State of Michigan.   
 
 Recommendation:  The School District should establish policies and internal controls which will ensure 

administrative compliance with the Michigan Uniform Budgeting and Accounting Act, the Board of 
Education’s approved budgetary appropriations, and the deficit reduction plan filed with the State of 
Michigan. 

 
Views of Responsible Officials and Planned Corrective Actions:  The fund balance deficit increased due to 
greater than projected general fund instructional costs, general administration costs, utility costs, and state aid 
note interest costs.  In addition, there were numerous federal program cost disallowances that were absorbed 
by the general fund.  Deferred revenue related to unclaimed allowable federal costs was equal to $441,521, 
and an additional $305,608 is currently listed as a contingent liability subject to review by pass-through 
entities. 
 
 
Finding 2011-3:  MATERIAL WEAKNESS—General Ledger Account Balance Reconciliations 
 
Criteria:  General ledger account balances should be reconciled to detailed supporting documentation on a 
timely basis. 
 
Condition:  There were material account balances including accrued health insurance, accrued retirement, 
accrued workman’s compensation and accounts payable that were not reconciled to supporting documentation 
on a timely basis during the year ended June 30, 2011. 
 
Cause:  Business Office staff positions had been reduced, creating periods of time in which account balances 
were not reconciled timely. 
 
Effect:  Failure to reconcile general ledger account balances timely can adversely affect the accuracy of 
internally-prepared monthly financial statements, and, correspondingly, adversely affect the analysis and 
conclusions as to the School District’s financial position and results of operations by management and other 
users of such monthly financial statements.  Additionally, this condition significantly increases the amount of 
year end general ledger account analysis and adjusting journal entries by School District personnel, causing 
significant delays in closing fiscal year financial records and issuing audited financial statements.  
 
Recommendation:  The utilization of a monthly closing checklist and written procedures would encourage 
personnel to review the accuracy of month end balances through analysis of account activity, comparison to 
supporting documentation and/or reconciliation with detailed schedules. 
 

 Views of Responsible Officials and Planned Corrective Actions:  General ledger account balances will be 
reconciled quarterly.  Appropriate schedules will be maintained by the preparer. 
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SECTION II – FINANCIAL STATEMENT FINDINGS—CONTINUED 
 

Finding 2011-4:  MATERIAL WEAKNESS—Cash Disbursement Check Release Procedures 
 
Criteria:  All vendor and payroll withholding cash disbursement checks should be mailed timely after 
preparation. 
 
Condition:  During our tests of bank reconciliations and other documents, we noted several vendor and 
payroll withholding cash disbursement checks listed as outstanding on the year end bank account 
reconciliations had not been released to check payees, as such checks were being held by School District 
personnel. 
 
Cause:  Checks were held due to cash flow limitations. 
 
Effect:  Since the School District’s accounting software records cash disbursement checks prepared as 
reductions of bank account balances, trade accounts payable balances, and payroll-related liability balances, 
interim and year-end internally-prepared financial statements are not accurate, since cash and the associated 
liabilities are understated by the amount of the checks being held and not released.  Further, cash 
disbursement checks being held could be stolen or misplaced, increasing the opportunity for School District 
funds to be misappropriated. 
 
Recommendation:  The School District should follow established internal control procedures over the 
preparation and mailing of vendor and payroll withholding cash disbursement checks. 
 
Views of Responsible Officials and Planned Corrective Actions:  The district will submit checks to vendors 
within one week of processing.  Checks will no longer be held by the district. 

 
 

Finding 2011-5:  Procedures for Timely Deposit and Posting of Cash Receipt Transactions 
 
Criteria:  All cash receipt transactions should be deposited and posted to the general ledger timely. 
 
Condition:  We noted that cash receipts are not always deposited and posted to the general ledger timely, 
since the conversion to a new accounting software on July 1, 2011. 
 
Cause:  Business Office staff positions had been reduced, creating periods of time in which cash receipts 
transactions were not deposited and posted to the general ledger timely. 
 
Effect:  Financial accounting records and associated interim financial statements do not accurately report cash 
receipts and account balances. 
 
Recommendation:  The School District personnel should comply with established internal control procedures 
over the timely depositing and posting of cash receipt transactions to the general ledger. 
 
Views of Responsible Officials and Planned Corrective Actions:  Cash receipts will be deposited into the 
district bank account on Tuesdays and Fridays.  They will be recorded to the ledger on the next Monday 
following bank deposit.  EFT wires will be posted to the ledger by the 15th day of the following month, 
coinciding with the bank reconciliation schedule. 
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SECTION II – FINANCIAL STATEMENT FINDINGS—CONTINUED 
 
 Finding 2011-6:  Accounts Payable Cut-off Procedures 
 
 Criteria:  The School District should have adequate accounts payable cut-off procedures to ensure that all 

associated expenditures are reported in the proper period. 

 Condition:  During our year end audit test of accounts payable cut-off, we noted several open purchase orders 
as of June 30, 2011, were recorded as accounts payable in the wrong fiscal accounting period. 

 Cause:  School District personnel incorrectly recorded the open purchase orders as accounts payable as of 
June 30, 2011, even though the goods had not been received by June 30, 2011. 

 Effect:  Expenditures and accounts payable were overstated.  

 Recommendation:  The School District should improve the effectiveness of its established accounts payable 
cut-off procedures, including staff training to improve the accounts payable cut-off to help ensure 
expenditures are reported in the proper period. 
 
Views of Responsible Officials and Planned Corrective Actions:  Goods received within the reporting year 
will be recorded to accounts payable.  Goods not received by June 30 will be recorded in the next fiscal year. 
 
 

 Finding 2011-7:  Procedures for the Establishment of Authorized Bank Accounts 
 
 Criteria:  New School District bank accounts should be established only as authorized in accordance with 

School District policy. 

 Condition:  During our year end audit testing of cash balances, we confirmed the year end bank account 
balances with the School District’s bank.  We noted a new account on the confirmation received from the 
bank.  Business Office personnel had no knowledge of the existence of this account. 

 Cause:  A School District employee within the Athletic Department established an unauthorized checking 
account for the Athletic Department, because the employee wanted to be able to pay vendor bills without 
waiting for expenditure requests to be processed by the Business Office within its established procedures and 
internal controls. 

 Effect:  None of the cash receipts or cash disbursements processed through the checking account were 
recorded in the School District’s financial records.  Therefore, such transactions were not included in the 
School District’s internally-prepared financial statements.  This condition also enabled the individual to 
bypass the internal controls as established by the School District and reduced the opportunity for School 
District personnel to prevent unauthorized transactions. 

 Recommendation:  The School District should notify its banking institutions to only establish new bank 
accounts when properly authorized by the School District.  Further, the School District should communicate 
to employees they are not allowed to establish bank accounts on behalf of the School District without 
authorization. 
 

 Views of Responsible Officials and Planned Corrective Actions:  The district will contact its banking 
institution and inquire as to how this may have happened.  Furthermore, the district will communicate this 
issue to staff. 
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SECTION III – FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 
 

See Finding 2011-1 in Section II above. 
 
Finding 2011-8:  Allowable Costs/Cost Principles 
 
U.S. Department of Education  
Title I, Part A Cluster 

 Pass-through entity:  Michigan Department of Education 
 CFDA: 84.010 and 84.389 
 Award Numbers:  1015300910, 1015350910, 1115301011, 1115501011, and 1015550910 
 Award Year End:  September 30, 2010 and September 30, 2011 
 

Special Education Cluster 
Pass-through entity:  Muskegon Area Intermediate School District 
CFDA:  84.027 and 84.173 
Award Number:  1104501011 and 1104601011 
Award Year End:  September 30, 2011 
 
U.S. Department of Health and Human Services 
Temporary Assistance for Needy Families (TANF) 
Pass-through entity:  County of Muskegon 
CFDA:  93.558 
Award Number:  402222 JET-TANF 

 Award Year End:  June 30, 2011 
 

Head Start Cluster 
Pass-through entity:  Muskegon Area Intermediate School District 
CFDA:  93.600 
Award Number:  05CH8258/10 and 05CH8258/11 

 Award Year End:  November 30, 2010 and November 30, 2011 
 

Specific Requirement:  Allowable Costs/Cost Principles 
 
Criteria:  Per OMB Circular A-87, to be allowable under federal awards, costs must be adequately 
documented.  

 
Condition:  During the course of our audit of the School District’s financial statements and single audit of 
federal award programs for the year ended June 30, 2011, we requested documentation supporting 
expenditure transactions.  After selecting and requesting documentation, such as voucher packages, vendor 
invoices and time cards, we were notified by School District personnel that supporting documentation could 
not be provided for all selected cash disbursement and payroll transactions.  
 
Cause:  We were instructed by School District personnel that 1) many of the missing documents were taken 
as evidence by the Michigan State Police in March 2011 and have not yet been returned to the School District 
and 2) the two voucher packages missing vendor receipts were purchases requiring payment by check at the 
time of purchase and the receipt was not subsequently turned into the Business Office to include with the 
voucher package. 
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SECTION III – FEDERAL AWARD FINDINGS AND QUESTIONED COSTS—CONTINUED  
 

Finding 2011-8:  Allowable Costs/Cost Principles—Continued  
 
Questioned Costs:  Since we were not able to perform audit tests for these selected transactions, we have 
categorized 100% of the associated expenditures as questioned costs for the following grants and amounts: 
 
 Title I, Part A Cluster  $30,261 
 Special Education Cluster     4,018 
 TANF        7,022 
 Head Start Cluster      1,946 
  Total   $43,247 
 

 
Context:  The following chart shows the number of transactions by grant selected for testing and the number 
of transactions for which voucher packages, vendor invoices and time cards could not be located. 
 Program Number of Transactions Number with Missing Documentation  
 Title I, Part A Cluster  
  Cash disbursements 52 14    
  Payroll 15 1     
 Special Education Cluster 
  Cash disbursements 25 0     
  Payroll 10 5     
 TANF 
  Cash disbursements 30 3     
  Payroll 5 2     
 Head Start Cluster 
  Cash disbursements 28 2     
  Payroll 6 1     
 
Effect:  The expenditures could be disallowed, and the funds may be required to be returned to the associated 
grantor agency.   
 
Recommendation:  The School District should follow its established procedures regarding documentation for 
all transactions. 

 
 Views of Responsible Officials and Planned Corrective Actions:  This is an isolated incident directly 

attributable to the ongoing criminal investigation by the Michigan State Police (MSP).  Muskegon Heights 
Public Schools (MHPS) has never had an instance of missing voucher packages or employee time records 
prior to this investigation.  MHPS was able to provide everything requested subsequent to the seizure of 
documentation by the MSP. 
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SECTION III – FEDERAL AWARD FINDINGS AND QUESTIONED COSTS—CONTINUED 
 

U.S. Department of Education 
Finding 2011-9:  Title I, Part A Cluster Eligibility 

 Pass-through entity:  Michigan Department of Education 
 CFDA: 84.010 and 84.389 
 Award Numbers:  1115301011 and 1115351011 
 Award Year End:  September 30, 2011 
 

Specific Requirement:  Eligibility 
 
Criteria:  Per Title I, Section 1113(c) of ESEA, a local educational agency shall allocate funds received under 
this part to eligible school attendance areas or eligible schools, identified under subsections (a) and (b), in 
rank order, on the basis of the total number of children from low-income families in each area or school. 

 
Condition:  We noted that the allocation to one of six schools was in error due to using an incorrect low-
income student count. 

 
Cause:  There was a misunderstanding between School District personnel and Michigan Department of 
Education (MDE) Office of Field Services personnel during the preparation of the school selection and 
allocation worksheet.  The School District Title I Director believed that she was instructed to include the 
preschool students housed in the same building with the kindergarten students in the counts used to allocate 
Title I funds to eligible attendance areas. 
 
Questioned Costs:  $3,246 
 
Per documentation obtained by us, the low-income pupil count would have been approximately 144 students 
instead of 260 used by the School District.  The Title I allocation to the kindergarten building should have 
been $209,952 instead of $379,080 using the same per pupil allocation of $1,458 per low-income pupil.  The 
kindergarten building spent $213,198.  The questioned costs being reported is the excess of the actual 
expenditures over the corrected building allocation ($213,198 - $209,952). 
 
Context:  For 2009-10 and previous years, the elementary schools served K-6 grade spans in their 
geographic area.  For 2010-11, the LEA changed the grade span groupings so those elementary buildings no 
longer had overlapping grade spans.  The three elementary schools served the following unique grade spans 
for the entire LEA for 2010-11: kindergarten, grades 1 and 2, and grades 3 through 5.  Grade 6 was moved to 
the middle school.  In planning the 2010-11 Title I grant, the 2009-10 grade/building count data had to be 
converted to the new grade span groupings.  The ‘converted’ data was reasonable for all buildings, except for 
the kindergarten building.  The resident and low-income student counts were approximately double of what 
they should have been. 
 
Effect:  The kindergarten building was allocated approximately double the amount of Title I funds that it was 
eligible to receive. 
 
Recommendation:  The School District should continue to work with the Michigan Department of Education 
Office of Field Services to ensure the allocations to eligible schools are properly determined. 

 
Views of Responsible Officials and Planned Corrective Actions:  Due to the seizure of records by the MSP 
and turnover of key district Title I related staff, MHPS was not able to locate written communications and/or 
detail in regard to the calculation of individual school Title I fund allocations.  MHPS has been in constant 
contact with the MDE Office of Field Services who monitors the Title I program and this issue has been 
corrected for 2011/12. 
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SECTION III – FEDERAL AWARD FINDINGS AND QUESTIONED COSTS—CONTINUED 
 
 U.S. Department of Agriculture 

Finding 2011-10:  Child Nutrition Cluster-Summer Food Service Program 
 Pass-through entity:  Michigan Department of Education 
 CFDA: 10.559 
 Award Numbers:  1009000910, 1009001010, 1009001110, 1019000910, 1019001010, and 1019001110 
 Award Year End:  September 30, 2010 
 

Specific Requirement:  Reporting 
 
Criteria:  All claims for reimbursement must be supported by accurate meal count records indicating the 
number of meals served by category and type per 7 CFR Section 210.7(c). 

 
Condition:  During our reporting compliance tests, we noted that not all claims for reimbursement were 
supported by accurate meal counts by category. 

 
Cause:  Summer Food Service Program meal counts are done manually on Daily Meal Count forms and are 
then transferred to a summary sheet which is used for the monthly claims reporting.  There were errors in 
transferring the number of meals served from the Daily Meal Count forms to the summary sheets.   

 
Questioned Costs (under-reimbursement):  $(4,744) 

 
Context:  We selected a 40% sample of all site counts reported on the three monthly claims for 
reimbursement. We compared the Daily Meal Count Forms (Forms) to the summary sheet used for the 
monthly claims reporting.  We noted that for 8 of 10 sites tested the sum of the Forms did not agree to the 
totals on the summary sheet used to file claim for reimbursement. 

 
Effect:  For the Daily Meal Count forms tested, the claims for reimbursement filed with the Michigan 
Department of Education had both overstatements and understatements of meals served by site, netting to an 
under-reporting of 670 breakfasts and 1301 lunches in the aggregate amount of $4,744. 

 
Recommendation:  Monthly Summer Food Service Program summary reports should be reconciled with Daily 
Meal Count forms, and monthly claims for reimbursement should be reviewed for accuracy. 

 
Views of Responsible Officials and Planned Corrective Actions:  The MHPS Food Service contractor will 
have a district employee review the forms before they are submitted.  The documents will also be signed by 
the preparer and reviewer going forward. 
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SECTION III – FEDERAL AWARD FINDINGS AND QUESTIONED COSTS—CONTINUED 
 

U.S. Department of Agriculture 
Finding 2011-11:  Child Nutrition Cluster 

 Pass-through entity:  Michigan Department of Education 
 CFDA: 10.553 and 10.555 
 Award Numbers:  111950, 111970, and 111960 
 Award Year End:  September 30, 2011 
 

Specific Requirement:  Special tests and Provisions, Verification of Free and Reduced Price Applications 
 
Criteria:  The SFA must report their verification activity and results to their respective State agencies per the 
September 11, 2003 final rule entitled ‘Determining Eligibility for Free and Reduced Price Meals in Schools 
– Verification Reporting and Recordkeeping Requirements.’ 

 
Condition:  We noted that the verification results reported were not accurate. 

 
Cause:  The results of verification are not properly summarized nor are they reviewed by an appropriate 
person. 

 
Questioned Costs:  None 

 
Context:  Verification findings have been reported three of the last five years. 
 
Effect:  The Michigan Department of Education forwards the information to the Food and Nutrition Service 
(FNS).  This information is used by FNS to make decisions regarding the National School Lunch Program 
and if the information is inaccurate, it may adversely affect those decisions. 

 
Recommendation:  The School District should review its verification reporting procedures and provide 
additional training for staff who perform verification.  The School District should also implement a procedure 
for reviewing both the results of verification and the verification report when completed. 

 
 Views of Responsible Officials and Planned Corrective Actions:  This test will not be necessary in future 

years.  The district has been informed that it qualifies for the Community Eligibility Option for 2011/12 and 
subsequent years.  All students attending Muskegon Heights Public Schools will receive free meals regardless 
of household income.  
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SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS 
 
 
December 28, 2011 
 
 
 
Michigan Department of Education 
Lansing, Michigan 
 
 
The School District of the City of Muskegon Heights respectfully submits the following summary of the 
current status of prior audit findings contained in the single audit report for the year ended June 30, 2010 
dated December 1, 2010. 
 
SECTION II – FINANCIAL STATEMENT FINDINGS 
 
  There were no findings in relation to the financial statements. 
 
 
SECTION III – FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 
 

U.S. Department of Education  
Finding 2010-1:  Title I, Part A Cluster Suspension and Debarment 

 Pass-through entity:  Michigan Department of Education 
 CFDA: 84.010 and 84.389 

 Award Numbers:  0915300809 and 1015300910 
 Award Year End:  September 30, 2009 and September 30, 2010 
 

Specific Requirement:  Suspension and Debarment 
 
Condition:  We noted that a vendor used to provide parent workshop activities was contracted for services 
greater than $25,000 and the School District did not perform a verification check for covered transactions, 
by checking the Excluded Parties List System (EPLS) maintained by the General Services 
Administration, collecting a certification from the entity, or adding a clause or condition to the covered 
transactions with the entity. 
 
Recommendation:  The School District should develop procedures for staff to follow and perform staff 
training to ensure compliance with suspension and debarment requirements. 
 
Current Status:  See Finding 2011-1 for a similar finding reported during the single audit of federal 
awards for the year ended June 30, 2011. 
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SECTION III – FEDERAL AWARD FINDINGS AND QUESTIONED COSTS—CONTINUED  
 

U.S. Department of Education  
Finding 2010-2:  Title I, Part A Cluster Eligibility 

 Pass-through entity:  Michigan Department of Education 
 CFDA: 84.010 

 Award Numbers:  0915300809  
 Award Year End:  September 30, 2009  
 

Specific Requirement:  Eligibility 
 
Condition:  We noted that the funds were not allocated to eligible schools in rank order. 
 
Recommendation:  The School District should continue to work with the Michigan Department of 
Education Office of Field Services to ensure the allocations to eligible schools are in rank order. 
 
Current Status:  See Finding 2011-9 for a similar finding reported during the single audit of federal 
awards for the year ended June 30, 2011. 

 
 

U.S. Department of Education  
Finding 2010-3:  Title I, Part A Cluster Allowable Costs/Cost Principles 

 Pass-through entity:  Michigan Department of Education 
 CFDA: 84.010 and 84.389 

 Award Numbers:  0915300809, 1015300910 and 1015350910 
 Award Year End:  September 30, 2009 and September 30, 2010 
 

Specific Requirement:  Allowable Costs/Cost Principles 
 
Condition:  We noted that three of five parent involvement expenditure allocations to schools were not 
based on sing-in sheets for the parent involvement event. 
 
Recommendation:  The School District should allocate costs to eligible schools based on the sign-in 
sheets as those should be the most representative documentation of where the relative benefits received. 
 
Current Status:  See Finding 2011-8 for a similar finding reported during the single audit of federal 
awards for the year ended June 30, 2011. 
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SECTION III – FEDERAL AWARD FINDINGS AND QUESTIONED COSTS—CONTINUED  
 

Finding 2010-4:  Documentation of Equipment Management Procedures 
 
U.S. Department of Education  
Title I, Part A Cluster  

 Pass-through entity:  Michigan Department of Education 
 CFDA: 84.010 and 84.389 

 Award Numbers:  1015300910 and 1015350910 
 Award Year End:  September 30, 2010  
 

Special Education Cluster  
 Pass-through entity:  Muskegon Area Intermediate School District 
 CFDA: 84.027, 84.173, 84.391 and 84.392 

 Award Numbers:  1004500910, 1004600910, 1004550910 and 1004650910 
 Award Year End:  September 30, 2010  
 

U.S. Department of Agriculture  
Child Nutrition Cluster  

 Pass-through entity:  Michigan Department of Agriculture 
 CFDA: 10.553, 10.555 and 10.559 

 Award Numbers:  101970, 101950, 101960, 101980, 090900 and 091900 
 Award Year End:  June 30, 2010  
 

U.S. Department of Health and Human Services  
Head Start Cluster  

 Pass-through entity:  Muskegon Area Intermediate School District 
 CFDA:  93.600, 93.708 and 93.709 

 Award Numbers:  05CH8258/10, 05CH8258/11 and 05SE8258/01 
 Award Year End:  November 30, 2009 and November 30, 2010  
 

TANF 
 Pass-through entity:  County of Muskegon 
 CFDA:  93.558 

 Award Numbers:  402222 JET-TANF 
 Award Year End:  June 30, 2010  

 
Specific Requirement:  Equipment and Real Property Management 
 
Condition:  During our detailed testing, we noted the School District did not have documented procedures 
to ensure compliance with the Equipment and Real Property Management requirement and not all 
equipment purchased in the current year was labeled or tagged in a manner to identify that it was 
purchased with federal funds. 
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SECTION III – FEDERAL AWARD FINDINGS AND QUESTIONED COSTS—CONTINUED  
 

Finding 2010-4:  Documentation of Equipment Management Procedures—Continued  
 
Recommendation:  The School District should document their procedures for equipment management and 
tag all equipment purchased with federal funds. 
 
Current Status:  This recommendation was implemented during the year ended June 30, 2011.  No similar 
finding was reported during the single audit of federal awards during the year ended June 30, 2011. 

 
 
Sincerely, 

 
Dr. Dana M. Bryant 
Superintendent
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CORRECTIVE ACTION PLAN 
 
 
 
December 28, 2011 
 
 
 
Michigan Department of Education 
Lansing, Michigan 
 
 
The School District of the City of Muskegon Heights respectfully submits the following Corrective 
Action Plan for the year ended June 30, 2011. 
 
Name and address of independent public accounting firm: 

   Brickley DeLong, P.C.  
   P.O. Box 999  
   Muskegon, Michigan  49443 

Audit period:  June 30, 2011 
 
The findings from the Schedule of Findings and Responses for the year ended June 30, 2011 are 
discussed below.  The findings are numbered consistently with the numbers assigned in the schedule.   
 
SECTION II – FINANCIAL STATEMENT FINDINGS 
 
 Finding 2011-1:  Suspension and Debarment Compliance 
 
 U.S. Department of Education 
 Title I, Part A Cluster 
 Pass-through entity:  Michigan Department of Education 
 CFDA: 84.010 and 84.389 
 Award Numbers:  1115301011 and 10155550910 
 Award Year Ends:  September 30, 2011 
 
 Special Education Cluster 
 Pass-through entity:  Muskegon Area Intermediate School District 
 CFDA: 84.027 
 Award Numbers:  1104501011 
 Award Year Ends:  September 30, 2011 
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SECTION II – FINANCIAL STATEMENT FINDINGS—CONTINUED  
 
 Finding 2011-1:  Suspension and Debarment Compliance—Continued  
 
 U.S. Department of Health and Human Services 
 Temporary Assistance for Needy Families (TANF) 
 Pass-through entity:  County of Muskegon 
 CFDA:  93.558 
 Award Numbers:  402222 JET-TANF 
 Award Year Ends:  June 30, 2011 
 
 Specific Requirement:  Suspension and Debarment 
 

Recommendation:  The School District should follow its established procedures to ensure compliance 
with suspension and debarment requirements. 
 
Action Taken:  Muskegon Heights Public Schools are currently updating their policies and procedures 
to address this potential issue moving forward. 
 
 
Finding 2011-2:  MATERIAL WEAKNESS—Procedures for Budgeting Act Compliance and 
Deficit Reduction Plan Compliance 
 
Recommendation:  The School District should establish policies and internal controls which will 
ensure administrative compliance with the Michigan Uniform Budgeting and Accounting Act, the 
Board of Education’s approved budgetary appropriations, and the deficit reduction plan filed with the 
State of Michigan. 
 
Action Taken:  The School District is currently working with the Michigan Department of Education 
and the Muskegon Area Intermediate School District to develop a plan to eliminate its fund deficit. 
 
 
Finding 2011-3:  MATERIAL WEAKNESS—General Ledger Account Balance Reconciliations 
 
Recommendation:  The utilization of a monthly closing checklist and written procedures would 
encourage personnel to review the accuracy of month end balances through analysis of account 
activity, comparison to supporting documentation and/or reconciliation with detailed schedules. 
 
Action Taken:  General ledger account balances will be reconciled quarterly.  Appropriate schedules 
will be maintained by the preparer. 
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SECTION II – FINANCIAL STATEMENT FINDINGS—Continued 
 

Finding 2011-4:  MATERIAL WEAKNESS—Cash Disbursement Check Release Procedures 
 
Recommendation:  The School District should follow established internal control procedures over the 
preparation and mailing of vendor and payroll withholding cash disbursement checks. 
 
Action Taken:  The district will submit checks to vendors within one week of processing.  Checks will 
no longer be held by the district. 
 
 
Finding 2011-5:  Procedures for Timely Deposit and Posting of Cash Receipt Transactions 
 
Recommendation:  The School District personnel should comply with internal control procedures 
over the timely depositing and posting of cash receipt transactions to the general ledger. 
 
Action Taken:  Cash receipts will be deposited into the district bank account on Tuesdays and 
Fridays.  They will be recorded to the ledger on the next Monday following bank deposit.  EFT wires 
will be posted to the ledger by the 15th day of the following month, coinciding with the bank 
reconciliation schedule. 
 
 
Finding 2011-6:  Accounts Payable Cut-off Procedures 
 
Recommendation:  The School District should improve the effectiveness of its established accounts 
payable cut-off procedures, including staff training to improve the accounts payable cut-off to help 
ensure expenditures are reported in the proper period. 
 
Action Taken:  Goods received within the reporting year will be recorded to accounts payable.  Goods 
not received by June 30 will be recorded in the next fiscal year. 
 
 

 Finding 2011-7:  Procedures for the Establishment of Authorized Bank Accounts 
 

 Recommendation:  The School District should notify its banking institutions to only establish new 
bank accounts when properly authorized by the School District.  Further, the School District should 
communicate to employees they are not allowed to establish bank accounts on behalf of the School 
District without authorization. 
 
Action Taken:  The district will contact its banking institution and inquire as to how this may have 
happened.  Furthermore, the district will communicate this issue to staff. 
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SECTION III – FEDERAL AWARD FINDINGS AND QUESTIONED COSTS  
 

See Finding 2011-1 in Section II above. 
 
Finding 2011-8:  Allowable Costs/Cost Principles 
 
U.S. Department of Education  
Title I, Part A Cluster 
Pass-through entity:  Michigan Department of Education 
CFDA: 84.010 and 84.389 

 Award Numbers:  1015300910, 1015350910, 1115301011, 1115501011, and 1015550910 
Award Year End:  September 30, 2010 and September 30, 2011 
 
Special Education Cluster 
Pass-through entity:  Muskegon Area Intermediate School District 
CFDA:  84.027 and 84.173 
Award Number:  1104501011 and 1104601011 
Award Year End:  September 30, 2011 
 
U.S. Department of Health and Human Services 
Temporary Assistance for Needy Families (TANF) 
Pass-through entity:  County of Muskegon 
CFDA:  93.558 
Award Number:  402222 JET-TANF 
Award Year End:  June 30, 2011 
 
Head Start Cluster 
Pass-through entity:  Muskegon Area Intermediate School District 
CFDA:  93.600 
Award Number:  05CH8258/10 and 05CH8258/11 
Award Year End:  November 30, 2010 and November 30, 2011 
 
Specific Requirement:  Allowable Costs/Cost Principles 
 
Recommendation:  The School District should follow its established procedures regarding 
documentation for all transactions. 
 
Action Taken:  This is an isolated incident directly attributable to the ongoing criminal investigation 
by the Michigan State Police (MSP).  Muskegon Heights Public Schools (MHPS) has never had an 
instance of missing voucher packages or employee time records prior to this investigation.  MHPS 
was able to provide everything requested subsequent to the seizure of documentation by the MSP. 
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SECTION III – FEDERAL AWARD FINDINGS AND QUESTIONED COSTS—Continued  
 

U.S. Department of Education 
Finding 2011-9:  Title I, Part A Cluster Eligibility 
Pass-through entity:  Michigan Department of Education 
CFDA: 84.010 and 84.389 
Award Numbers:  1115301011 and 1115351011 
Award Year End:  September 30, 2011 
 
Specific Requirement:  Eligibility 
 
Recommendation:  The School District should continue to work with the Michigan Department of 
Education Office of Field Services to ensure the allocations to eligible schools are properly 
determined. 
 
Action Taken:  MHPS has been in constant contact with the MDE Office of Field Services who 
monitors the Title I program and this issue has been corrected for 2011/12. 
 
 
U.S. Department of Agriculture 
Finding 2011-10:  Child Nutrition Cluster-Summer Food Service Program 
Pass-through entity:  Michigan Department of Education 
CFDA: 10.559 
Award Numbers:  1009000910, 1009001010, 1009001110, 1019000910, 1019001010, and 1019001110 
Award Year End:  September 30, 2010 
 
Specific Requirement:  Reporting 
 
Recommendation:  Monthly Summer Food Service Program summary reports should be reconciled 
with Daily Meal Count forms, and monthly claims for reimbursement should be reviewed for 
accuracy. 
 
Action Taken:  The MHPS Food Service contractor will have a district employee review the forms 
before they are submitted.  The documents will also be signed by the preparer and reviewer going 
forward. 
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SECTION III – FEDERAL AWARD FINDINGS AND QUESTIONED COSTS—Continued  
 

U.S. Department of Agriculture 
Finding 2011-11:  Child Nutrition Cluster 
Pass-through entity:  Michigan Department of Education 
CFDA: 10.553 and 10.555 
Award Numbers:  111950, 111970, and 111960 
Award Year End:  September 30, 2011 
 
Specific Requirement:  Special tests and Provisions, Verification of Free and Reduced Price 
Applications 
 
Recommendation:  The School District should review its verification reporting procedures and 
provide additional training for staff who perform verification.  The School District should also 
implement a procedure for reviewing both the results of verification and the verification report when 
completed. 
 
Action Taken:  This test will not be necessary in future years.  The district has been informed that it 
qualifies for the Community Eligibility Option (CEO) for 2011/12 and subsequent years.  All students 
attending Muskegon Heights Public Schools will receive free meals regardless of household income. 
 

 
If the Michigan Department of Education has questions regarding this plan, please call Dr. Dana M. 
Bryant at (231) 830-3221. 
 
 
Sincerely, 

 
Dr. Dana M. Bryant 
Superintendent 



BRICKLEY DELONG 
CERTIFIED PUBLIC ACCOUNTANTS 
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December 28, 2011 
 
 
To the Board of Education 
School District of the City of Muskegon Heights 
 
 
We have audited the financial statements of the School District of the City of Muskegon Heights for the year 
ended June 30, 2011, and have issued our report thereon dated December 28, 2011.  Professional standards 
require that we provide you with information about our responsibilities under generally accepted auditing 
standards and Government Auditing Standards and OMB Circular A-133, as well as certain information related to 
the planned scope and timing of our audit.  We have communicated such information to you during our 
conference on July 13, 2011.  Professional standards also require that we communicate to you the following 
information related to our audit. 
 
Significant Audit Findings 

Qualitative Aspects of Accounting Practices 

Management is responsible for the selection and use of appropriate accounting policies.  The significant 
accounting policies used by the School District of the City of Muskegon Heights are described in Note A to the 
financial statements.  As described in Note A to the fund financial statements, the School District of the City of 
Muskegon Heights changed accounting policies related to presentation of fund balance by adopting Governmental 
Accounting Standards Board Statement No. 54, Fund Balance Reporting and Governmental Fund Type 
Definitions, during the year ended June 30, 2011.  The accounting change affected the presentation of fund 
balance in the governmental funds but did not change total beginning or ending equity.  We noted no transactions 
entered into by the School District during the year for which there is a lack of authoritative guidance or 
consensus.  All significant transactions have been recognized in the financial statements in the proper period. 
 
Accounting estimates are an integral part of the financial statements prepared by management and are based on 
management’s knowledge and experience about past and current events and assumptions about future events.  
Certain accounting estimates are particularly sensitive because of their significance to the financial statements and 
because of the possibility that future events affecting them may differ significantly from those expected.  The 
most sensitive estimates affecting the financial statements were: 
 

Management’s estimate of depreciation is based on estimated service lives of the specific assets utilizing 
straight-line methods. 
 
Management’s estimates for Act 18 revenue, Special Education Billback expense and Special Education 
Transportation revenue and expense were determined by the Muskegon Area Intermediate School District 
(MAISD) based on member school district estimated expenditures and the number of students receiving 
services from each district.  Adjustments are made by the MAISD in the subsequent fiscal year for final 
audited expenditures and pupil counts. 
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Management’s estimate of the liability for OPEB under GASB 45 was based upon certain actuarial 
assumptions. 
 
Management’s estimate of the liability for compensated absences is based on accumulated sick days at 
current contract rates. 

 
Certain financial statement disclosures are particularly sensitive because of their significance to financial 
statement users.  The most sensitive disclosures affecting the financial statements were: 
 

The disclosure of related party transactions in Note L to the financial statements. 
 
The disclosure of General Fund fund deficit in Note B. 

 
Difficulties Encountered in Performing the Audit 
We encountered difficulties in obtaining documentation that management stated was in the possession of the 
Michigan State Police.  We were able to perform alternative procedures related to some of the missing 
documentation and other missing documentation was treated as it did not exist and an audit finding was issued for 
those items. 
 
Corrected and Uncorrected Misstatements 
Professional standards require us to accumulate all known and likely misstatements identified during the audit, 
other than those that are trivial, and communicate them to the appropriate level of management.  During out audit, 
we noted five uncorrected misstatements with an aggregate effect to overstate fund balance and net assets by 
$103,738.  Management has determined that this effect is immaterial to the financial statements taken as a whole.  
In addition, as a result of audit procedures, cash and liabilities totaling $675,096 were grossed up due to held 
checks. 
 
Disagreements with Management 
For purposes of this letter, professional standards define a disagreement with management as a financial 
accounting, reporting, or auditing matter, whether or not resolved to our satisfaction, that could be significant to 
the financial statements or the auditor’s report.   We are pleased to report that no such disagreements arose during 
the course of our audit.  
 
Management Representations 
We have requested certain representations from management that are included in the management representation 
letter dated December 28, 2011. 
 
Management Consultations with Other Independent Accountants 
In some cases, management of organizations may decide to consult with other accountants about auditing and 
accounting matters, similar to obtaining a “second opinion” on certain situations.  If a consultation involves 
application of an accounting principle to the School District’s financial statements or a determination of the type 
of auditor’s opinion that may be expressed on those statements, our professional standards require the consulting 
accountant to check with us to determine that the consultant has all the relevant facts.  To our knowledge, there 
were no such consultations by the management of the School District of the City of Muskegon Heights with other 
accountants. 
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Other Audit Findings or Issues 

We generally discuss a variety of matters, including the application of accounting principles and auditing 
standards, with management each year prior to retention as the School District’s auditors.  However, these 
discussions occurred in the normal course of our professional relationship and our responses were not a condition 
to our retention. 
 
This information is intended solely for the use of the Board of Education and management of the School District 
of the City of Muskegon Heights and is not intended to be and should not be used by anyone other than these 
specified parties. 
 
Sincerely, 

 
 
 



APPENDIX C

Outstanding Liabilities

as of April 30, 2012



Muskegon Heights Public Schools 

Outstanding Payables

As of 05/23/12

Vendor Invoice No. Invoice Date Invoice Amount Total 0-30 31-60 61-90 91-120 Over 120
Ameritas Balance Forward 10/17/11 2,767.60                   -                             -                -                -                    2,767.60          

11/15/11 684.44                      -                             -                -                684.44            -                     

12/15/11 908.64                      -                             -                908.64         -                    -                     

1/16/12 793.04                      -                             793.04         -                -                    -                     

(1,075.76)                  4,077.96                          -                -                -                    (1,075.76)         

Brickley DeLong 1121430 1/9/12 9,835.00                   -                             9,835.00      -                -                    -                     

1121429 1/9/12 16,450.00                 26,285.00                           -                             16,450.00    -                -                    -                     

Britton & Bossenbroek PLC 4/4/12 5,187.00                   5,187.00                             5,187.00      

Chartwells X109481111 8/31/11 32,167.21                 -                             -                -                -                    32,167.21        
(32,167.21)                -                -                -                    (32,167.21)       

X109481211 9/30/11 77,631.14                 -                             -                -                -                    77,631.14        
(77,631.14)                (77,631.14)       

X109480112 10/31/11 84,769.62                 -                             -                -                84,769.62       -                     

(22,368.86)                (22,368.86)      
(62,400.76)                (62,400.76)      

X109480212 11/30/11 89,059.46                 -                             -                89,059.46    -                    -                     

(45,165.52)                (45,165.52)   
X109480312 12/31/11 72,977.93                 -                             72,977.93    -                -                    -                     

1/31/12 78,399.65                 78,399.65    
(78,399.65)                (78,399.65)   

2/29/12 81,186.13                 81,186.13    
3/31/12 107,788.37               107,788.37  
4/30/12 86,566.84                 392,413.21                         86,566.84               

Comtron Service 17662 10/24/11 177.00                      -                             -                -              -                  177.00             
12240 12/5/11 1,601.00                   1,778.00                             -                             -                -              1,601.00         -                  

City of Muskegon Heights
Edgewood Elm. Acct #1 Balance Forward 4/30/12 2,011.13                   2,011.13      -                    -                     

3028 Howden Street  Acct #2 Balance Forward 4/30/12 328.47                      328.47         -                    -                     

Glendale School Balance Forward 4/30/12 1,833.67                   1,833.67      -                    -                     

King Elm Acct #1 Balance Forward 4/30/12 711.92                      711.92         -                    -                     

2200 Dyson Street Balance Forward 4/30/12 1,642.24                   1,642.24      -                    -                     

220 Dyson Street Acct #2 Balance Forward 4/30/12 128.94                      128.94         -                    -                     

Lindbergh Elementary 2245 Hoyt St Balance Forward 4/30/12 16,120.98                 16,120.98    -                    -                     

Roosevelt School 3001 Temple St Balance Forward 4/30/12 4,859.90                   4,859.90      -                    -                     

MHMS 55 E. Sherman Balance Forward 4/30/12 206.84                      206.84         -                    -                     

MHMS 55 E. ShermanAcct #2 Balance Forward 4/30/12 2,284.83                   2,284.83      
MHHS 2437 Sanford Balance Forward 4/30/12 11,515.36                 11,515.36    -                    -                     

Muskegon Hts Bd of Ed Balance Forward 4/30/12 2,708.99                   44,353.27                           2,708.99      -                    -                     

Consumers Energy
400 Balance Forward 5/4/2012 2,184.19                   2,184.19                 

1393 Balance Forward 5/4/2012 70.94                        70.94                      
1534 Balance Forward 5/4/2012 (1,507.03)                  (1,507.03)                
3092 Balance Forward 5/4/2012 2,601.04                   2,601.04                 
3282 Balance Forward 5/4/2012 1,488.33                   1,488.33                 



Muskegon Heights Public Schools 

Outstanding Payables

Vendor Invoice No. Invoice Date Invoice Amount Total 0-30 31-60 61-90 91-120 Over 120
3468 Balance Forward 5/4/2012 19,633.23                 19,633.23               
3921 Balance Forward 5/4/2012 11,521.68                 11,521.68               
4142 Balance Forward 5/4/2012 305.66                      305.66                    
4882 Balance Forward 5/4/2012 1,144.40                   1,144.40                 
5094 Balance Forward 5/4/2012 (10.24)                       (10.24)                     
5561 Balance Forward 5/4/2012 68.34                        68.34                      
6673 Balance Forward 5/4/2012 272.43                      272.43                    
6863 Balance Forward 5/4/2012 57.82                        57.82                      
7085 Balance Forward 5/4/2012 12,131.62                 12,131.62               
7299 Balance Forward 5/4/2012 37.80                        37.80                      

Consumers Grand Total                  9397 Balance Forward 5/4/2012 (117.51)                     49,882.70                           (117.51)                   

DTE Energy
462586200018 Balance Forward 5/2/2012 $70,382.47 $70,382.47

459010800017 Balance Forward 5/2/2012 $9,969.11 $9,969.11

458338300015 Balance Forward 5/2/2012 $23,543.86 $23,543.86

462580500017 Balance Forward 5/2/2012 $77,747.66 $77,747.66

462577800032 Balance Forward 5/2/2012 $12,132.47 $12,132.47

461278000017 Balance Forward 5/2/2012 $16,359.98 $16,359.98

461434900019 Balance Forward 5/2/2012 $21,278.25 $21,278.25

462585900014 Balance Forward 5/2/2012 $17,444.93 $17,444.93

462577800024 Balance Forward 5/2/2012 $661.64 $661.64

$249,520.37

Frontier
231-189-0623-112303-5 Balance Forward 5/1/12 (61.11)                       (61.11)                     -                    -                     

616-040-5381-032180-5 Balance Forward 5/1/12 945.33                      945.33                    -                    -                     

231-737-7044-010165-5 Balance Forward 5/1/12 2,907.92                   3,792.14                             2,907.92                 -                    -                     

Heinemann Balance Forward 11/2/12 15,333.10                 15,333.10                           -                             -                -                15,333.10       -                     

Houghton Mifflin Harcourt 948134179 3/1/12 1,289.96                   1,289.96      -                -                    

948134180 3/1/12 651.88                      651.88         -                -                    

948134181 3/1/12 162.97                      162.97         -                -                    

948253103 4/9/12 197.00                      2,301.81                             197.00                    

MAISD 03635 11/14/2011 100.00                      -                             -                -                100.00            -                  
03661 11/14/2011 45.00                        -                             -                -                45.00              -                  
03798 12/14/11 796.00                      -                             -                796.00         -                    -                     

03824 12/14/11 20.00                        -                             -                20.00           -                    -                     

03863 1/9/12 3,031.56                   3,031.56      
03922 1/23/12 11,700.00                 -                             11,700.00    -                -                    -                     

03947 1/23/12 30.00                        -                             30.00           -                -                    -                     

03960 1/30/12 8,710.00                   -                             8,710.00      -                -                    -                     

03968 1/30/12 50.00                        -                             50.00           -                -                    -                     

04037 2/29/2012 300.00                      300.00                    -                -                -                    -                     

04045 2/29/2012 15.00                        15.00                      -                -                -                    -                     

04046 2/29/2012 5,000.00                   5,000.00                 -                -                -                    -                     

04047 2/29/2012 20.00                        20.00                      -                -                -                    -                     



Muskegon Heights Public Schools 

Outstanding Payables

Vendor Invoice No. Invoice Date Invoice Amount Total 0-30 31-60 61-90 91-120 Over 120
04110 3/23/2012 2,958.80                   2,958.80                 
04116 3/23/2012 5,000.00                   37,776.36                           5,000.00                 

MEBS Balance Forward 7/1/11 21,068.88                 -                             -                -                -                    21,068.88        
8/1/11 21,069.00                 -                             -                -                -                    21,069.00        
9/1/11 21,069.00                 -                             -                -                -                    21,069.00        

10/1/11 26,583.36                 -                             -                -                -                    26,583.36        
11/1/11 18,930.40                 -                             -                -                18,930.40       -                     

12/1/11 21,085.99                 -                             -                21,085.99    -                    -                     

1/1/12 21,085.99                 -                             21,085.99    -                -                    -                     

2/7/12 21,264.85                 21,264.85               -                -                -                    -                     

(78,074.12)                -                -                -                    (78,074.12)       
4/16/2012 (22,360.18)                71,723.17                           (22,360.18)       

MESSA (e-mail summary)
MESSA    Balance Forward 6/1/11 1,851.69                   -                             -                -                -                    1,851.69          

4/16/12 (32,783.96)                (32,783.96)       
6/20/11 113,904.98               -                             -                -                -                    113,904.98      
7/18/11 219,130.84               -                             -                -                -                    219,130.84      
8/15/11 221,871.37               -                             -                -                -                    221,871.37      
9/12/11 222,765.06               -                             -                -                -                    222,765.06      

10/17/11 173,288.75               -                             -                -                -                    173,288.75      
11/14/11 198,904.00               -                             -                -                198,904.00     -                     

12/12/11 195,849.62               -                             -                195,849.62  -                    -                     

1/18/12 193,069.91               -                             193,069.91  -                -                    -                     

2/13/2012 137,652.34               1,645,504.60                      137,652.34             

COBRA 12/12/11 2,278.96                   -                             -                2,278.96      -                    -                     

1/18/12 1,656.94                   -                             1,656.94      -                -                    -                     

1/18/12 1,757.78                   1,757.78                 
1/18/12 312.06                         6,005.74                             312.06                       

MET Life Balance Forward 10/25/11 (771.35)                     -                             -                -                -                    (771.35)            
10/25/11 8,738.96                   -                             -                -                -                    8,738.96          
4/16/12 (1,865.12)                  (1,865.12)         

11/14/11 10,044.10                 -                             -                -                10,044.10       -                     

12/13/11 9,959.72                   -                             -                9,959.72      -                    -                     

2/13/12 375.00                      -                             375.00         -                -                    -                     

(9,664.78)                  16,816.53                           -                -                (9,664.78)        -                     

Michigan Office Solutions Balance Forward 12/14/2011 1,256.37                   1,256.37                             1,256.37         

MPSERS Credit Forward 5/1/11 (5,491.23)                  -                             -                -                -                    (5,491.23)         
6/1/11 224,212.68               -                             -                -                -                    224,212.68      
6/1/11 7,113.47                   -                             -                -                -                    7,113.47          
7/1/11 189,941.08               -                             -                -                -                    189,941.08      
8/1/11 177,717.59               -                             -                -                -                    177,717.59      
8/1/11 6,565.83                   -                             -                -                -                    6,565.83          
9/1/11 285,420.31               -                             -                -                -                    285,420.31      
9/1/11 6,515.83                   -                             -                -                -                    6,515.83          

10/1/11 234,925.37               -                             -                -                -                    234,925.37      



Muskegon Heights Public Schools 

Outstanding Payables

Vendor Invoice No. Invoice Date Invoice Amount Total 0-30 31-60 61-90 91-120 Over 120
10/1/11 8,086.82                   -                             -                -                -                    8,086.82          
11/1/11 234,695.26               -                             -                -                -                    234,695.26      
11/1/11 4,728.25                   -                             -                -                -                    4,728.25          
12/1/11 238,185.30               -                             -                -                -                    238,185.30      
12/1/11 25,270.52                 -                             -                -                -                    25,270.52        
11/1/11 (123,058.66)              -                             -                -                (123,058.66)    -                     

12/1/11 (238,600.37)              1,276,228.05                      -                             -                (238,600.37) -                    -                     

Muskegon Public Schools 00134 12/12/11 68,993.00                 -                             -                -                68,993.00       -                     

00164 2/15/12 68,993.00                 137,986.00                         68,993.00               -                -                -                    -                     

Pacific Pride 2/20/12 6,451.97                   6,451.97      
1209101 3/31/12 6,748.13                   13,200.10                           6,748.13                 

Pearson Balance Forward 2/1/12 15,112.53                 -                -                    15,112.53        
(801.00)                     14,311.53                           (801.00)            

Priority Health Balance Forward 10/13/11 89,294.54                 -                             -                -                -                    89,294.54        
113190001758 11/14/11 65,756.31                 -                             -                -                65,756.31       -                     

113470001544 12/13/11 86,241.06                 -                             -                86,241.06    -                    -                     

(86,241.06)                (86,241.06)   
120130001325 1/13/12 70,683.74                 -                             70,683.74    -                -                    -                     

(56,243.08)                -                -                -                    (56,243.08)       
(33,051.46)                -                -                -                    (33,051.46)       
(65,756.31)                -                -                (65,756.31)      -                     

120450000044.00 2/12/2012 76,861.65                 147,545.39                         76,861.65    

QDS 20945860.00 2/21/2012 1,257.96                   1,257.96                             1,257.96                 -                -                -                    -                     

Quill Balance Forward 7/1/2011 5,546.01                   5,546.01                             5,546.01          

Riddell 
Junior High School 93612232 7/1/11 1,324.09                   -                             -                -                -                    1,324.09          

High School 93604564 7/1/11 3,597.55                   -                             -                -                -                    3,597.55          
93903475 9/8/11 2,657.89                   -                             -                -                -                    2,657.89          
93952880 9/22/11 36.42                        -                             -                -                -                    36.42               
93963194 9/24/11 70.79                        -                             -                -                -                    70.79               
94053834 9/28/11 (767.52)                     -                             -                -                -                    (767.52)            
93980339 9/30/11 25.46                        -                             -                -                -                    25.46               
94008340 10/12/11 876.52                      -                             -                -                -                    876.52             
94026367 10/19/11 95.09                        -                             -                -                -                    95.09               
94026368 10/19/11 40.96                        7,957.25                             -                             -                -                -                    40.96               

Special Payment Plan Unemployment Balance Forward 67,717.82                 67,717.82                           -                             -                -                -                    67,717.82        

Superior Groundcover 10445 8/31/11 7,245.00                   7,245.00                             -                             -                -                -                    7,245.00          

Thyssenkrupp Elevator Corp 3000082691 10/1/11 1,562.44                   -                             -                -                    1,562.44          
3000104949 1/1/12 1,648.38                   3,210.82                             -                             -                1,648.38         



Muskegon Heights Public Schools 

Outstanding Payables

Vendor Invoice No. Invoice Date Invoice Amount Total 0-30 31-60 61-90 91-120 Over 120
Waste Management Acct #2333-8 Balance Forward 5/4/12 4,868.20                   4,868.20                             4,868.20         

Wholesale School Supply, Inc. 09-W-040 9/13/11 1,330.74                   1,330.74                             1,330.74          

Xerox Corporation Balance Forward 11/17/11 19,643.92                 -                             -                -                19,643.92       -                     

(1,111.92)                  -                             -                -                (1,111.92)        -                     

11619 11/17/11 10,960.56                 -                             -                -                10,960.56       -                     

(567.96)                     -                             -                -                (567.96)           -                     

13278 12/18/11 10,748.56                 -                             -                -                10,748.56       -                     

(555.96)                     -                             -                -                (555.96)           -                     

14727 1/7/12 (1,853.20)                  -                             -                (1,853.20)     -                    -                     

15122 1/18/12 10,214.39                 -                             -                10,214.39    -                    -                     

(21.79)                       -                             -                (21.79)          -                    -                     

16974 2/13/2012 28,527.28                 28,527.28               -                -                -                    -                     

17084 2/16/2012 37,793.28                 113,777.16                         37,793.28               -                -                -                    -                     

4,376,189.36              4,376,189.36                      458,039.16               731,350.75  47,563.46     228,801.75      2,910,434.24    

Outstanding Healthcare Reimbursement's 0.00 difference

Total Healthcare Reimbursements 6,470.84
4,382,660.20                      



APPENDIX D

Part 9 of
The Revised School Code, 1976 PA 451, MCL 380.851 to 380.871

CONSOLIDATION OF SCHOOL DISTRICTS



THE REVISED SCHOOL CODE (EXCERPT)
Act 451 of 1976

PART 9
CONSOLIDATION OF SCHOOL DISTRICTS

380.851 Consolidation of school districts to form single school district.
Sec. 851. Two or more school districts may consolidate to form a single school district.
History: 1976, Act 451, Imd. Eff. Jan. 13, 1977;Am. 1995, Act 289, Eff. July 1, 1996.

Popular name: Act 451

380.852 Request to initiate consolidation proceedings; referral of question by intermediate
superintendent; approval, denial, or other action by state board.
Sec. 852. (1) If the intermediate superintendent is requested in writing by not less than 10 school electors

of each of 2 or more school districts to initiate proceedings for consolidation of the districts, the intermediate
superintendent shall refer the question of consolidating the districts to the state board for its approval. A
resolution of the board requesting this action by the intermediate superintendent shall have the same effect as
a written request by the school electors of a district.

(2) The state board may approve or deny the proposal to initiate proceedings to effectuate the proposed
consolidation, or the state board may require that 1 or more of the school districts be excluded from the
proposed consolidation. The action of the state board in the matter shall be final.

(3) If the school districts proposed to be consolidated are located in more than 1 intermediate school
district, the request to initiate consolidation proceedings shall be filed with the intermediate superintendent of
the intermediate school district containing the largest portion of the assessed valuation of the proposed
consolidated school district. The intermediate superintendent shall refer the question to the state board. Upon
approval of the state board the intermediate superintendent shall perform the duties of an intermediate
superintendent in connection with the consolidation.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977.

Popular name: Act 451

380.853 Petitions; preparation; form; contents; signature; circulation; return of petitions to
school district filing official; expiration date.
Sec. 853. (1) Within 30 days after the receipt of the approval of the state board to the consolidation, the

intermediate superintendent shall notify the school district filing official, who shall have petitions prepared for
circulation within the designated school districts. The petitions shall be printed or duplicated.

(2) A petition under this section shall be substantially in the form prescribed for other petitions under this
act and is subject to section 14.

(3) Upon the request of a school elector of the district proposed to be consolidated, the school district filing
official shall provide a petition for consolidation to the school elector. A petition shall be circulated only by a
school elector of the district. The statement appearing below the signatures of petitioners shall be dated and
signed on each page before filing the petition with the school district filing official.

(4) A school elector circulating a petition under this section shall return the petition to the school district
filing official before the expiration date stated on the petition that is the sixtieth day after the school district
filing official certifies the number of registered general electors residing in each of the affected school
districts. The expiration date shall be not later than 180 days after the date of approval by the state board.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977;Am. 1992, Act 263, Eff. Jan. 1, 1993;Am. 1998, Act 406, Eff. Mar. 23, 1999;
Am. 2003, Act 299, Eff. Jan. 1, 2005.

Popular name: Act 451

380.854 Certification of number of registered general electors; basis for determining
required number of signatures; registration after date of certification; effect of additional
registrations; eligibility to sign petition.
Sec. 854. (1) Immediately upon receipt of the approval of the state board to the consolidation, the

intermediate superintendent shall request the school district filing official to certify the number of registered
general electors residing in each of the affected school districts. The number of registered general electors
certified is the basis for determining the required number of signatures for calling an election on the question
of consolidation.

(2) The signature of a person registering after the date of certification by the school district filing official is
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a valid signature if the person is registered at the time of signing the petition. Additional registrations do not
affect the number of registered general electors originally certified. Only a registered school elector is eligible
to sign a petition and to vote on the question of consolidation.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977;Am. 1992, Act 263, Eff. Jan. 1, 1993;Am. 2003, Act 299, Eff. Jan. 1, 2005.

Popular name: Act 451

380.855 Canvass of petitions; purpose; determining validity of signatures.
Sec. 855. The school district filing official shall canvass the petitions to determine the number of school

electors who have signed them. For the purpose of determining the validity of doubtful signatures, the school
district filing official may have the signatures checked against the registration records by the clerk of a
political subdivision in which petitions were circulated or may use other methods to determine the validity of
doubtful signatures.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977;Am. 2003, Act 299, Eff. Jan. 1, 2005.

Popular name: Act 451

380.856 Submitting question of consolidation to school electors at next regular school
election or special election; petitions not required in certain school districts.
Sec. 856. (1) If the school district filing official is presented with petitions signed by school electors in

each school district in a number at least equal to 5% of the number of school electors residing in each school
district, the school district filing official shall submit the question of consolidation to be submitted to the vote
of the school electors of the school districts at the next regular school election or a special election.

(2) Petitions are not required in a school district operating 12 grades if a resolution adopted by the board of
the school district requesting consolidation of school districts has been filed with the intermediate
superintendent.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977;Am. 2003, Act 299, Eff. Jan. 1, 2005.

Popular name: Act 451

380.857 Submitting question of establishing consolidated school district to school electors
at regular school election or special election; voting as unit; day and hours of elections.
Sec. 857. (1) The question of establishing a consolidated school district shall be submitted to the school

electors at a regular school election or at a special election held for that purpose. In voting to form the
consolidated school district, a school district operating 12 grades shall vote separately as a unit. The
remaining school districts to be included in the consolidation shall vote together as a unit.

(2) The elections shall be held on the same day and during the same hours.
History: 1976, Act 451, Imd. Eff. Jan. 13, 1977;Am. 1992, Act 263, Eff. Jan. 1, 1993;Am. 2003, Act 299, Eff. Jan. 1, 2005.

Popular name: Act 451

380.858 Election notices.
Sec. 858. The school district filing official shall give written notice to the secretary of the board of each

affected school district of the date of the consolidation election at least 60 days before the election.
History: 1976, Act 451, Imd. Eff. Jan. 13, 1977;Am. 1992, Act 263, Eff. Jan. 1, 1993;Am. 2003, Act 299, Eff. Jan. 1, 2005.

Popular name: Act 451

380.859 Form of ballot question; affirmative vote of majority required; effective date of
consolidation; reimbursements; expenses.
Sec. 859. (1) The ballot question shall be in substantially the following form:
"Shall the territory of the following school districts be united to form 1 school district?
(Names of school districts to be consolidated listed here)
Yes ( )
No ( )".
(2) The affirmative vote of a majority of the school electors voting on the question in each of the election

units is necessary to effect the consolidation of the school districts. The consolidation takes effect July 1 after
the election.

(3) If the consolidation becomes effective, expenses incurred for the election in each election unit shall be
certified to the board of the consolidated school district. The school board of the consolidated school district
shall pay election reimbursements from the funds of the consolidated school district. If the proposition to
consolidate is not approved, the intermediate school board shall determine the expenses of the election held in

Rendered Monday, May 21, 2012 Page 2 Michigan Compiled Laws Complete Through PA 86 and includes
89-127 & 135-137 of 2012

 Legislative Council, State of Michigan Courtesy of www.legislature.mi.gov



the election unit operating less than 12 grades and apportion the required reimbursements equally among the
school districts of the election unit. Each school board of the election unit shall pay the apportionment to the
local unit of government that conducted the election.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977;Am. 2002, Act 509, Imd. Eff. July 23, 2002;Am. 2003, Act 299, Eff. Jan. 1,
2005;Am. 2008, Act 1, Imd. Eff. Jan. 11, 2008.

Popular name: Act 451

380.860 Submitting questions of assuming bonded indebtedness or increasing
constitutional limitation on taxes; form; payment of bonded indebtedness; applicability of
MCL 380.864.
Sec. 860. (1) If the petitions filed with a school district filing official under section 853 request submission

of the question of assuming the bonded indebtedness of 1 or more of the school districts proposing
consolidation, or the question of increasing the constitutional limitation on taxes of the consolidated school
district for operating purposes to the school electors at the consolidation election, the school district filing
official shall include the question or questions in the notice of the election ballot questions filed with each of
the election units.

(2) A request for including assumption by the consolidated school district of the bonded indebtedness of 1
or more of the districts proposing consolidation shall be stated on the petition after the names of the school
districts to be consolidated in substantially the following form:
     "We petition that the question of assumption and payment
by the proposed consolidated school district of the bonded
indebtedness of _______________________________________ be  
                 (name of school district or districts)
submitted to the electors at the same election in which the 
proposed consolidation is submitted", and if applicable, 

"We petition that the question of increasing the constitutional limitation on taxes which may be assessed
against all property in the proposed consolidated school district by _____ mills for a period of _____ years,
___ to ___, inclusive, for operating purposes, be submitted to the electors at the same election with the
question of consolidating the above listed districts".

(3) If the school electors approve the consolidation of school districts and the assumption of the bonded
indebtedness of an original district, the consolidated school district shall assume the obligation of the bonded
indebtedness. The consolidated school district shall pay the bonded indebtedness by spreading debt retirement
taxes uniformly over the territory of the consolidated district. Section 864 applies to the debt retirement tax
levies, the continuing obligations of the original school districts, and the rights and remedies of a bondholder.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977;Am. 2003, Act 299, Eff. Jan. 1, 2005.

Popular name: Act 451

380.861 Appointment of board; filing acceptance of office and affidavit of eligibility; election
and terms of board members.
Sec. 861. Within 10 days after the date of the official canvass of the consolidation election, the

intermediate school board of the intermediate school district containing the territory of the consolidated
school district shall appoint school electors of the school district in the number required by section 11a to act
as a board for the school district. This board shall continue to operate the affected school districts as separate
school districts until the effective date of the consolidation. If a consolidated school district includes territory
in more than 1 intermediate school district, the appointment shall be made by the intermediate school board of
each intermediate school district acting jointly as a single board. Within 7 days after appointment, each
member shall file with the intermediate superintendent an acceptance of the office, accompanied by a written
affidavit setting forth the fact of eligibility for office. Each appointed board member shall hold office until
January 1, or, if the consolidated school district's regular election is in May, until July 1, next following
appointment. A new board shall be elected at the first regular school election held after the effective date of
consolidation in the manner prescribed by law for the election of a first board.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977;Am. 1977, Act 43, Imd. Eff. June 29, 1977;Am. 2003, Act 299, Eff. Jan. 1, 2005
;Am. 2008, Act 1, Imd. Eff. Jan. 11, 2008.

Popular name: Act 451

380.862 Accounting for records, funds, and property; release from liability; termination of
offices.
Sec. 862. Within 20 days after the effective date of a consolidation the board of each of the original school
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districts shall account to the board of the consolidated school district for all records, funds, and property
belonging to the original school district and shall turn over the same to the board of the consolidated school
district. Upon receipt of records, funds, and property by the board of the consolidated school district, the
officers of the original school districts shall be released from liability therefor and their offices terminated.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977.

Popular name: Act 451

380.862a Repealed. 1995, Act 289, Eff. July 1, 1996.
Compiler's note: The repealed section pertained to mergers of joint high school districts into consolidated school districts.

Popular name: Act 451

380.863 Bonded indebtedness or outstanding tax anticipation notes of original school
district; territory of original school district as assessing unit; board of trustees; officers;
certification and levy of taxes; commingling; uniform spread of taxes.
Sec. 863. (1) If a school district becoming part of a consolidated school district has bonded indebtedness,

or has outstanding tax anticipation notes at the time of consolidation, the identity of the district shall not be
lost by virtue of the consolidation. Territory of the original school district shall remain as an assessing unit for
purposes of bonded indebtedness and tax anticipation notes until the indebtedness is retired or the outstanding
bonds are refunded by the consolidated school district. The board of the consolidated school district shall
constitute the board of trustees for the original school district having bonded indebtedness or tax anticipation
notes. The officers of the consolidated school district shall be the officers for the original school district for
this purpose.

(2) The board of the consolidated school district shall certify and order the levy of taxes for the bonded
indebtedness and tax anticipation notes in the name of the original school district and shall not commingle the
debt retirement funds of the original school district with funds of the consolidated school district. The board
of the consolidated school district shall do all things relative to the bonded indebtedness and tax anticipation
notes required by law and by the terms under which the issue and sale of the bonds and tax anticipation notes
were originally authorized.

(3) Other taxes of any nature for purposes of the consolidated school district shall be spread uniformly over
the entire area of the consolidated school district.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977.

Popular name: Act 451

380.864 Assumption of bonded indebtedness of consolidated school district; payment;
liability; certification and levy of taxes; election.
Sec. 864. (1) Beginning 3 years after the consolidation election, a consolidated school district may assume

and pay the obligation of the bonded indebtedness of an original school district which joined the consolidation
from the proceeds of a debt retirement tax levy spread uniformly over the territory of the consolidated school
district if the school electors of the district approve the assumption of the bonded indebtedness. Assumption
of bonded indebtedness of an original school district shall not release the territory of the original school
district from the final responsibility of paying the obligation to bondholders.

(2) If the bonded indebtedness of an original school district is assumed, the board of the consolidated
school district shall certify and order the levy of taxes for the bonded indebtedness equivalent in terms of
money to those required by the terms under which the indebtedness was originally incurred, and shall carry
out provisions of the original bond contract. Following the effective date of consolidation a question of
assuming bonded indebtedness of an original school district may be presented at an election to issue new
bonds of the consolidated school district.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977.

Popular name: Act 451

380.871 Expired. 1976, Act 451, Eff. Jan. 1, 1978.
Compiler's note: The expired section pertained to disbandment of consolidated school district.

Popular name: Act 451
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APPENDIX E

Part 10 of
The Revised School Code, 1976 PA 451, MCL 380.901 to 380.933

ANNEXATION



THE REVISED SCHOOL CODE (EXCERPT)
Act 451 of 1976

PART 10
ANNEXATION

380.901 Annexation of school district; resolution; approval; ballot vote; election; filing
certified statement of vote; funds, property, and outstanding indebtedness; liability;
effective date of annexation; annexation by concurrent proceedings; annexation by
separate proceedings.
Sec. 901. (1) A school district shall be annexed to another school district if the board of the annexing

school district adopts a resolution approving the annexation and a majority of the school electors of the
district to be annexed approve the annexation. The resolution may specify an effective date for the
annexation. The vote on the question shall be by ballot. Before the election is held, the board of the annexing
school district shall obtain the approval of the state board of the proposed annexation. The election shall be
held within 120 days after passage of the resolution by the board of the annexing school district.

(2) Within 10 days after the election the secretary of the board of the school district in which the election
was held shall file a certified statement of the vote for annexation with the secretary of the board of the
annexing school district.

(3) Within 15 days after the effective date of the annexation, the officers of the board of the annexed
school district shall account to the board of the annexing school district for funds and property of the district.
Property and money belonging to the annexed school district shall be the property of the annexing school
district. Outstanding indebtedness of the annexed school district shall become the liability of the annexing
school district. Upon receipt of the funds and property by the board of the annexing school district, the
officers of the annexed school district shall be released from liability for the funds and property and their
offices terminated.

(4) The annexation is effective on the date of the annexation election or the date specified in the board
resolution as the effective date of the annexation, whichever is later, except that if an election is required in
the annexing school district under section 904, the annexation is effective on the date of the official canvass in
the annexing school district or the date specified in the board resolution as the effective date of the
annexation, whichever is later.

(5) Except as provided in this section, the annexation of 2 or more school districts may be by concurrent
proceedings. Elections in the annexed school districts may be held on the same or different days.

(6) If the annexing school district and 1 or more of the school districts to be annexed have bonded
indebtedness that is to be mutually assumed at the time of annexation under section 907, the annexation of
each district having bonded debt shall be by separate proceedings that shall not be concurrent with the
proceedings for annexation of another school district.

(7) If a school district to be annexed has bonded debt that is to be assumed by an annexing school district,
annexation of the district shall be by separate proceedings that shall not be concurrent with proceedings by
which another school district is annexed.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977;Am. 1992, Act 140, Imd. Eff. July 15, 1992.

Popular name: Act 451

380.902 Notice of annexation.
Sec. 902. Within 15 days after the effective date of an annexation the secretary of the board of the

annexing school district shall give written notice of the annexation to the intermediate superintendent of each
of the intermediate school districts in which the territory of the combined school district is situated and to the
state board.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977.

Popular name: Act 451

***** 380.902a THIS SECTION DOES NOT APPLY AFTER JUNE 30, 1988: See (5) of 380.902a ***** 

380.902a Merger of teachers for purpose of making layoff and recall determinations;
standards and procedures; applicability of subsection (1); altering provisions of
subsection (1); applicability of section.
Sec. 902a. (1) Upon the annexation of 1 school district by another, the teachers of the annexed and

annexing school districts shall be merged for the purpose of making determinations in the layoff and recall of
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those teachers. The teachers of the annexed school district shall be merged with the teachers of the annexing
school district as if those teachers had been employed in the annexing school district for the length of time
equal to their accumulated seniority with the annexed school district at the date of the annexation, according
to the applicable standards in the annexed school district for acquired seniority. Layoff and recall
determinations shall then be made according to the standards and procedures in effect in the annexing school
district. A teacher on layoff in the annexed or the annexing district on the date of the annexation shall not
displace any teacher who is actively employed with either school district at the time of the annexation.
Teachers on layoff in the annexed and annexing school district at the time of the annexation shall be merged
with each other in the same manner as those actively employed and shall be considered for assignment for the
next available vacancy for which they are certified, if applicable, and qualified. This subsection shall not
apply to teachers of annexed and annexing school districts in which the annexation takes place after June 30,
1986.

(2) The provisions of subsection (1) may be altered by a future collective bargaining agreement after the
annexation has been complete for 2 years.

(3) This section shall not apply to any school district in which annexation has been complete for 3 years.
(4) This section shall only apply to school districts located in a county with a population of more than

2,000,000.
(5) This section shall not apply after June 30, 1988.
History: Add. 1982, Act 284, Imd. Eff. Oct. 7, 1982;Am. 1985, Act 11, Imd. Eff. Apr. 24, 1985.

Popular name: Act 451

380.903 Bonded indebtedness of annexed school district at time of annexation; territory of
annexed district as separate assessing unit; board of trustees; officers.
Sec. 903. (1) If a school district which is annexed to another school district has bonded indebtedness at the

time of annexation, the identity of the district shall not be lost by virtue of annexation. Its territory shall
remain as a separate assessing unit for purposes of bonded indebtedness until the indebtedness has been
retired or the outstanding bonds refunded by the annexing school district. The board of the annexing school
district shall constitute the board of trustees for the annexed school district having bonded indebtedness. The
officers of the annexing school district are the officers for the annexed district.

(2) The board of the annexing school district shall certify and order the levy of taxes for bonded
indebtedness in the name of the annexed school district, shall not commingle the debt retirement funds of the
annexed school district with those of the annexing school district, and shall do all things relative to the
indebtedness required by law and by the terms under which the issuance and sale of the bonds were originally
authorized.

(3) Other taxes of any nature levied for purposes of the combined school district shall be spread uniformly
over the entire area of the combined school district.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977.

Popular name: Act 451

380.904 Assumption of bonded indebtedness; resolution; approval; payment; final
responsibility; uniform tax spread.
Sec. 904. (1) If a school district which has bonded indebtedness proposes to annex to a school district

which has no outstanding bonded indebtedness, the resolution of the board of the annexing school district
prescribed by section 901 may provide that the annexation shall not become effective unless the school
electors of the annexing school district approve the assumption of the indebtedness.

(2) If the assumption of bonded indebtedness is approved by the school electors, the annexing school
district shall assume the obligation of the bonded indebtedness of the annexed school district and pay the
same by levying debt retirement taxes uniformly over the territory of the combined school district. The
assumption of bonded indebtedness of an annexed school district shall not release the territory of the annexed
school district from the final responsibility of paying the bonded debt.

(3) If an annexing school district has bonded indebtedness at the time of the annexation of another school
district, the territory of the annexing school district shall remain as a separate assessing unit for purposes of
the bonded indebtedness until the indebtedness is retired or the outstanding bonds are refunded by the
combined school district.

(4) Other taxes of any nature for purposes of the combined school district shall be spread uniformly over
the entire area of the district.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977.
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Popular name: Act 451

380.905 Assumption of bonded indebtedness; resolution; approval; uniform levy of debt
retirement taxes; final responsibility.
Sec. 905. (1) If a school district which has bonded indebtedness proposes to annex a school district which

has no bonded indebtedness, the resolution of the board of the annexing school district prescribed by section
901 may provide that the annexation shall become effective only if the school electors of the district to be
annexed approve the assumption of the bonded indebtedness at the same election at which the school electors
of the district to be annexed approve the annexation.

(2) If the assumption of bonded indebtedness and annexation are approved by the school electors, the
annexing school district shall levy debt retirement taxes uniformly over the territory of the combined school
district. The assumption of the bonded indebtedness by the district shall not release the original territory from
the final responsibility of paying the bonded obligation.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977.

Popular name: Act 451

380.906 Bonded indebtedness of both annexing and annexed school districts; identity of
annexed school district; territory as separate assessing unit; board of trustees; officers;
certification and levy of taxes; commingling; uniform spread of taxes.
Sec. 906. (1) If a school district which has bonded indebtedness is annexed to another school district which

has bonded indebtedness, the identity of the annexed school district shall not be lost by virtue of the
annexation. The territory of each district shall remain as a separate assessing unit for the purposes of bonded
indebtedness until the indebtedness of each is refunded or retired. The board of the annexing school district is
the board of trustees for the annexed school district having bonded indebtedness. The officers of the annexing
school district are the officers for the annexed school district.

(2) The board of the annexing school district shall certify and order the levy of taxes for the bonded
indebtedness in the name of the annexed school district and shall not commingle the debt retirement funds of
the annexed school district with those of the annexing school district and shall do all things relative to the
bonded indebtedness required by law and by the terms under which the issuance and sale of the bonds were
originally authorized.

(3) Other taxes of whatever nature levied for the purposes of the combined school district shall be spread
uniformly over the entire area of the combined school district.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977.

Popular name: Act 451

380.907 Annexation of school districts both having bonded indebtedness; resolution;
approval; assumption and payment of bonded indebtedness; final responsibility.
Sec. 907. (1) If a school district which has bonded indebtedness proposes to annex a school district which

has bonded indebtedness, the resolution of the annexing board prescribed by section 901 may provide that the
annexation shall become effective only if the school electors of the annexing school district approve the
assumption of the bonded indebtedness of the school district to be annexed and the school electors of the
school district to be annexed at the same election approve the assumption of the bonded indebtedness of the
annexing school district and approve the annexation.

(2) If the annexation is effective, the combined school district shall assume the obligation of the bonded
indebtedness of both the annexing and annexed school districts and shall pay the same by levying debt
retirement tax levies uniformly over the territory of the district. The assumption of the bonded indebtedness
by the annexing school district shall not operate to release the territory of the annexing school district or of the
annexed school district from the final responsibility of paying the bonded obligation.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977.

Popular name: Act 451

380.908 Annexation of school districts both having bonded indebtedness; resolution;
approval.
Sec. 908. If a school district which has bonded indebtedness proposes to annex a school district which has

bonded indebtedness, the resolution of the annexing board prescribed by section 901 may provide that the
annexation shall become effective only if the school electors of the district to be annexed approve both the
assumption of the bonded indebtedness of the annexing school district and annexation at the same election.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977.
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Popular name: Act 451

380.911 Assumption and payment of bonded indebtedness by combined school district; final
responsibility; election to issue new bonds; refunding bonds; vote by school electors.
Sec. 911. (1) Beginning 3 years after the effective date of an annexation in which 1 or more of the school

districts forming the combined school district have outstanding bonded indebtedness, the combined school
district may assume the obligation of the bonded indebtedness and pay the same by levying debt retirement
tax levies uniformly over the territory of the combined school district if the school electors of the combined
school district approve the assumption of the bonded indebtedness. The assumption of the indebtedness shall
not release the territory of the district originally incurring the bonded indebtedness from the final
responsibility of paying the bonded obligation.

(2) After the effective date of annexation, the election may be held when a proposal to issue new bonds of
the combined school district is submitted to the school electors. The assumption of indebtedness, if approved,
shall become effective immediately.

(3) At an election to issue new bonds of the combined school district, outstanding bond issues of 1 or more
of the original school districts may be refunded as a part of the new bond issue. It shall not be necessary to
present the question of assumption of the indebtedness as a separate proposition.

(4) If a school district is attached to another school district under section 921, the vote by the school
electors of the combined school district may be held at any time after the effective date of annexation.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977.

Popular name: Act 451

380.912 Annexation of school district; increase in tax limitation.
Sec. 912. If a school district which has voted to increase the constitutional limitation on taxes for either

building and site or general fund purposes and the term of years for which the millage was voted has not
expired proposes to annex a school district, the resolution of the annexing board prescribed by section 901
may provide that the annexation shall become effective only if the school electors of the district to be annexed
approve an increase in the constitutional limitation on taxes for the same amounts, for the same purposes, and
for the same years as are in effect in the annexing school district.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977.

Popular name: Act 451

380.921 Constituent districts not operating schools; list; compliance; duties.
Sec. 921. Annually on June 1 each intermediate superintendent shall compile a list of constituent districts

which did not operate school within the district during the preceding 2 or more years. Not later than June 10
the intermediate superintendent shall direct in writing the board of each constituent district to comply with
this section and section 922. Before the expiration of 1 year following this official notification the constituent
district shall either:

(a) Attach itself either totally or in part to 1 or more operating school districts.
(b) Reopen and operate its own school.
History: 1976, Act 451, Imd. Eff. Jan. 13, 1977.

Popular name: Act 451

380.922 Noncompliance with MCL 380.921; total or partial annexation or attachment;
procedures; appeal; hearing; order; taxes; forfeiture of financial benefits.
Sec. 922. (1) If a constituent district fails to comply with either of the requirements of section 921, the

intermediate school board, upon the approval of the state board, shall annex or attach the district either totally
or in part to 1 or more operating school districts pursuant to the following procedures:

(a) Not later than 30 days after the expiration of the 1-year period described in section 921, the
intermediate school board shall hold a hearing to determine facts and shall make recommendations regarding
the attachment of the constituent district, or parts of the constituent district, to 1 or more operating school
districts. At least 5 days before the hearing, notice of the hearing shall be given to the secretary of the board of
each school district whose boundaries are affected by the proposed attachment of territory of the closed
school district.

(b) Not later than 30 days after the hearing described in subdivision (a), the intermediate school board shall
issue a written order regarding the attachment of the closed school district either totally or in part to 1 or more
operating school districts. The order shall indicate the date on which the annexation or property attachment is
to take place. The intermediate school board shall transmit a copy of the order to the secretary of the board of
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each school district whose boundaries are changed by the order. The order has full effect in law on all affected
school districts unless an appeal is taken under this section.

(c) Not later than 20 days after receipt of the order described in subdivision (b), a school district affected
by the order shall comply with the order made by the intermediate school district or appeal to the state board
for a review of the order.

(2) Not later than 90 days after the receipt of an appeal from 1 or more of the affected school districts, the
state board shall confirm the order made under subsection (1) or hold a hearing on the basis of the appeal. Not
later than 60 days after the hearing, the state board shall ratify or amend the order of the intermediate school
board. An order issued by the state board under this subsection shall have full effect in law.

(3) As of the date of attachment, territory attached to an operating school district is a part of that district for
all purposes, including the levy of all taxes, except taxes levied for the retirement of outstanding bonded
indebtedness. For territory attached to an operating school district after January 1, 1990, the territory is
subject to the levy of taxes levied for the retirement of outstanding bonded indebtedness and all other taxes
levied by the operating school district.

(4) In addition to any applicable penalty under article 4, a school district that fails to comply with an order
of the intermediate school board or the state board under this section shall forfeit all financial benefits to
which the district might be entitled under legislative appropriations for school aid purposes.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977;Am. 1990, Act 113, Imd. Eff. June 21, 1990.

Popular name: Act 451

380.931 Division of district; resolution; petition; election; certifying number of registered
school electors; effective date of division; description of division.
Sec. 931. (1) An intermediate school board may divide a constituent district that has no bonded

indebtedness and attach the parts thereof to 2 or more operating school districts if requested to do so by
resolution of the board of the school district to be divided, or if petitioned by not less than 5% of the
registered school electors residing in the district on the date the petition is received, and if the school electors
of the school district, voting on the question at a regular or special school election, approve the division.

(2) The school district filing official shall certify the number of registered school electors residing in a
school district as needed for voting on the ballot question.

(3) The resolution of the board of the school district to be divided or the petition of the registered school
electors residing in the district may specify the effective date of the division of the school district, which date
shall not be later than the end of the fiscal year in which the election takes place.

(4) The resolution of the intermediate school board to which the school district to be divided is constituent
shall clearly describe the division. The description of the division shall be based on the resolution of the board
of the school district to be divided or on the petition of the school electors.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977;Am. 2003, Act 299, Eff. Jan. 1, 2005.

380.932 Division of district; election; submission of question; ballot; approval; ratification;
territory; taxes; certified statement of vote; declaration of division; attachment to
operating district; distribution of money and property; effective date.
Sec. 932. (1) The board of the school district to be divided shall call an election at which the question of

the division of the school district shall be submitted to the school electors. Vote on the ballot question shall be
by ballot in the form determined by the school district filing official and shall clearly describe the division.
Before an election is held, the superintendent of public instruction shall approve the proposed division and the
attachment of the parts to existing operating school districts. The election in the school district to be divided
shall be held not later than the next available day for a regular school election or special school election
following the date of approval by the superintendent of public instruction.

(2) The affirmative vote of a majority of the school electors voting on the question is necessary to ratify the
action of the intermediate school board.

(3) Territory attached to an existing operating school district shall be a part of that school district for all
purposes, including the levy of all taxes the school district to which the territory is attached is authorized to
levy.

(4) Within 5 days after the election, the school district filing official shall file a certified statement of the
vote for division with the intermediate superintendent.

(5) Within 30 days after the filing of the certified statement of the vote approving the division, the
intermediate school board, by resolution, shall declare the school district divided, attach the territory to the
specified operating school districts, and make an equitable distribution of the money, property, and other
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material belonging to the school district among the school districts to which the territory is attached.
(6) If the effective date is determined by the resolution of the board or by the petition of the school electors

under section 931, the intermediate school board shall declare the school district divided on that date.
History: 1976, Act 451, Imd. Eff. Jan. 13, 1977;Am. 2003, Act 299, Eff. Jan. 1, 2005.

Popular name: Act 451

380.933 Notice of boundary change; map.
Sec. 933. The intermediate superintendent shall notify the secretaries of the school districts whose

boundaries are changed, the affected township supervisors or city assessors, and the state board of the division
of the school district. The notification shall contain a map clearly indicating in detail the boundaries of the
affected school districts before the alteration in boundaries and the boundaries of the affected school districts
as altered by the division of the school district.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977.

Popular name: Act 451
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APPENDIX F

Part 10a of
The Revised School Code, 1976 PA 451, MCL 380.941 to 380.949

DIVISION BY ANNEXATION AND TRANSFER



THE REVISED SCHOOL CODE (EXCERPT)
Act 451 of 1976

PART 10A
ANNEXATION AND TRANSFER

380.941 Division of school district by annexation and transfer; resolution; approval; election;
ballot; majority required.
Sec. 941. A school district shall be divided by annexation of a part of its area consisting of not less than

50% of its assessed value to another school district and the transfer of the remaining area of the school district
to 1 or more school districts contiguous to the dividing school district if the boards of the school district to be
divided, the annexing school district, and the school district or districts to which territory will be transferred
each adopt a resolution approving the annexation and transfer and, except as provided in this section, a
majority of the school electors of the school district to be divided approve the annexation and transfer at a
regular or special election to be called by the board of the dividing school district. The vote on the question
shall be by ballot. Before the election is held, the boards of the school district to be divided and the annexing
school district shall obtain the approval of the state superintendent of public instruction pursuant to section
944. The election shall be held not more than 180 days after the last date of passage of a resolution by the
board of either the dividing school district or the annexing school district. Effective January 1, 1986, a school
district shall not be divided by annexation and transfer unless a majority of the school electors of each school
district which receives 25% or more of the state equalized value of the school district being annexed and
transferred approve the annexation and transfer at a regular or special election to be called by the board of the
appropriate school district.

History: Add. 1984, Act 154, Imd. Eff. June 25, 1984.

Popular name: Act 451

380.942 Resolution; minimum specifications.
Sec. 942. The resolution adopted by the boards of the school district being divided and the annexing school

district pursuant to section 941 shall specify at a minimum all of the following:
(a) The effective date of the division, annexation, and transfer.
(b) The territory that is to be annexed to the annexing school district.
(c) The territory or territories that are to be transferred and the school districts to which they are to be

transferred.
(d) A finding that the division, annexation, and transfer are in the best interests of the education of the

pupils within the affected school districts.
(e) The manner in which the annexing and dividing school districts propose to assign employees of the

dividing school district to bargaining units pursuant to section 948.
History: Add. 1984, Act 154, Imd. Eff. June 25, 1984.

Popular name: Act 451

380.943 Filing resolution; hearing; notice; designation of representative.
Sec. 943. Upon adoption, a copy of the resolutions adopted by the annexing and the dividing school

districts pursuant to section 941 promptly shall be filed with the superintendent of public instruction. Upon
receipt of the resolutions, the superintendent of public instruction shall schedule and hold or cause to be held a
hearing concerning the division of the school district by annexation and transfer. The hearing shall be held
within 30 days after receipt by the superintendent of public instruction of the resolutions from the boards of
the annexing and dividing school districts. The superintendent of public instruction shall give 10 days' notice
of the time and place of the hearing and of the proposed division and alterations in school district boundaries
to be considered by posting notice in at least 5 public places in each of the school districts whose territory will
be affected, by publication at least once before the meeting in a newspaper of general circulation in the
territory of the affected school districts, and by mailing a copy of the notice to the secretary of the board of
each school district whose territory will be affected. The board of each school district whose territory will be
affected by the proposed division and transfer shall designate a representative to attend the hearing.

History: Add. 1984, Act 154, Imd. Eff. June 25, 1984.

Popular name: Act 451

380.944 Written order approving or disapproving division; transmittal.
Sec. 944. If, within 30 days after the hearing, the superintendent of public instruction determines that the
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division would be in the best interest of the education of the pupils in the school districts affected by the
division, including but not limited to consideration of such matters as class size, certified and noncertified
staff, physical plants, transportation, curriculum, administration, labor relations, racial makeup, and cost
effectiveness, he or she shall issue a written order approving the division of the school district. If the
superintendent of public instruction determines that the division would not be in the best interest of the
education of the pupils in the school districts affected by the division, he or she shall issue a written order
disapproving the division. A copy of the order shall be transmitted to the secretary of the board of education
of each school district whose boundaries are to be affected by the division.

History: Add. 1984, Act 154, Imd. Eff. June 25, 1984.

Popular name: Act 451

380.945 Election; resolution; conduct; canvass; question.
Sec. 945. Upon receipt of an order transmitted as prescribed by section 944 and approving the division of

the school district, the board of the school district to be annexed, divided, and transferred shall provide by
resolution for the election on the question of annexing, dividing, and transferring the school district. The
election shall be conducted and canvassed in the dividing district as provided in the Michigan election law.
The question to be submitted to the electors shall be whether the territory of the dividing school district shall
be annexed and transferred in the manner specified in the resolution of the dividing school district.

History: Add. 1984, Act 154, Imd. Eff. June 25, 1984;Am. 2003, Act 299, Eff. Jan. 1, 2005.

Popular name: Act 451

380.946 Filing certified statement of vote.
Sec. 946. Within 10 days after the election required by section 945, the secretary of the board of the school

district in which the election was held shall file a certified statement of the vote for annexation and transfer
with the secretary of the board of the annexing school district and with the secretary of the board of each
school district to which some portion of the dividing school district is to be transferred.

History: Add. 1984, Act 154, Imd. Eff. June 25, 1984.

Popular name: Act 451

380.947 Bonded indebtedness; taxation; recertification of taxes by resolution; filing certified
copy of resolution; effect of reduction in taxes.
Sec. 947. (1) If the dividing school district has bonded indebtedness at the time of annexation and transfer,

the identity of the school district shall not be lost by virtue of annexation or transfer. The territory of the
dividing school district shall remain as a separate assessing unit for purposes of bonded indebtedness until the
indebtedness has been retired or the outstanding bonds refunded by the annexing school district. The board of
the annexing school district shall constitute the board of trustees for the divided school district having bonded
indebtedness. The officers of the annexing school district shall be the officers for the divided district for the
purpose of bonded indebtedness.

(2) The board of the annexing school district shall certify and order the levy of taxes for bonded
indebtedness in the name of the dividing school district, shall not commingle the debt retirement funds of the
dividing school district with those of the annexing school district, and shall do all things relating to the
indebtedness required by law and by the terms under which the issuance and sale of the bonds originally were
authorized.

(3) Other taxes of any nature levied for the purposes of any of the combined school districts formed by
annexation or transfer shall be spread uniformly over the entire area of the combined school district levying
the tax.

(4) If the electors of the dividing school district approve the annexation and transfer after September 15 but
before December 1 of any year, the boards of the newly formed school districts by resolution shall recertify
the taxes to be levied on the taxable property within the newly formed district to reflect any resulting
reduction or increase in millage caused or authorized by the division, annexation, and transfer. The secretary
of the board shall file a certified copy of the resolution with the county clerk and each city and township clerk
in which the newly formed district is situated. If a dividing school district, an annexing school district, or a
transferee school district has collected a portion of the taxes for the year in which the reduction occurs, the
amount of the reduction shall be applied in whole to the second levy for that year in that affected school
district.

History: Add. 1984, Act 154, Imd. Eff. June 25, 1984.

Popular name: Act 451
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380.948 Assets and liabilities; employment contracts and agreements; applicability of
subsection (2); rights and benefits.
Sec. 948. (1) Upon the effective date of the division of the school district, all assets and liabilities of the

divided school district, with the exception of its bonded indebtedness, shall become the assets and liabilities
of the annexing school district except as provided in subsection (2).

(2) Except as provided in subsection (3), all employment contracts and agreements with authorized
bargaining agents in effect at the time of the annexation-transfer election with the annexing school district, the
annexed school district, and the school district or districts to which portions of the territory of the dividing
school district are to be transferred shall remain in full force and effect for the duration of those contracts for
the employees covered by them even after division of the district until representatives of employees, for the
purposes of collective bargaining, have been certified by the Michigan employment relations commission and
a successor agreement has been ratified by the bargaining agent of each bargaining unit and the boards of
education of the annexing school district or the district or districts to which portions of the territory of the
dividing school district have been transferred, as the case may be.

(3) In the event of an agreement of the authorized bargaining agents and the board of a district in which
employees are to be employed, not less than 60 days prior to the annexation-transfer election, the provisions
of subsection (2) shall not apply. All personnel employed under the provisions of this act shall be entitled to
all the rights and benefits to which they otherwise would be entitled had they been employed by the newly
formed school district originally.

(4) Employees of the dividing school district employed by the annexing school district or any district to
which a portion of the territory of the dividing school district has been transferred shall be entitled to all rights
provided by Act No. 4 of the Public Acts of the Extra Session of 1937, being sections 38.71 to 38.191 of the
Michigan Compiled Laws, to which they would have been entitled if they had been employed originally by
the annexing school district or any school district to which a portion of the territory of the dividing school has
been transferred, as the case may be, including tenure status.

History: Add. 1984, Act 154, Imd. Eff. June 25, 1984.

Popular name: Act 451

380.949 Division effective when school in session; pupils; tuition; closing schools.
Sec. 949. If the division of a school district becomes effective at a time when school is in session, each

pupil may complete the school year at the school the pupil was attending before the division occurred without
payment of tuition, regardless of the school district to which that school may have been annexed or
transferred. The boards of the newly formed school districts may agree to permit nonresident pupils who
attended school in the dividing school district to attend school in the newly formed school districts without
payment of tuition for the 2 school fiscal years after the effective date of the division. This section shall not
prevent the annexing school district from closing any schools included in the annexation the fiscal year
immediately following the effective date of the division.

History: Add. 1984, Act 154, Imd. Eff. June 25, 1984.

Popular name: Act 451
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APPENDIX G

Part 11 of
The Revised School Code, 1976 PA 451, MCL 380.951 to 380.976

TRANSFER OF DISTRICT TERRITORY



THE REVISED SCHOOL CODE (EXCERPT)
Act 451 of 1976

PART 11
TRANSFER OF TERRITORY

380.951 Transfer of territory between school districts; resolution or petition; final action;
territory being detached to be contiguous; approval of electors; request by board of
condominium association.
Sec. 951. (1) An intermediate school board may detach territory from 1 school district and attach the

territory to another school district if requested to do so by resolution of the board of a school district whose
boundaries would be changed by the action; subject to subsection (2), by resolution of the board of a
condominium association acting pursuant to a petition signed by not less than 2/3 of the co-owners of the
condominium association who reside on the land to be transferred; or if petitioned by not less than 2/3 of the
persons who own and reside on the land to be transferred. The intermediate school board shall take final
action within 60 days after the receipt of the resolution or petition. The territory to be detached shall be
contiguous to the school district to which it is attached. If the latest assessed valuation of the territory to be
detached is more than 10% of the latest assessed valuation of the entire school district from which the
territory is to be detached, the action of the intermediate school board shall not be effective unless approved
by an affirmative vote of a majority of the school electors of the school district from which the territory is to
be detached.

(2) The board of a condominium association may request that an intermediate school board detach territory
from 1 school district and attach the territory to another school district as described in subsection (1) only if
the board of the condominium association represents the co-owners of a condominium project that is
completed and not less than 75% of the units are sold and occupied.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977;Am. 1988, Act 508, Imd. Eff. Dec. 29, 1988;Am. 1990, Act 147, Imd. Eff. June
27, 1990.

Popular name: Act 451

380.952 Notice of meeting and of proposed alterations in school district boundaries.
Sec. 952. The intermediate superintendent shall give 10 days' notice of the time and place of the meeting of

the intermediate school board and of the proposed alterations in school district boundaries to be considered by
publication once before the meeting in newspapers of general circulation in the territory of the affected school
districts.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977;Am. 1982, Act 370, Imd. Eff. Dec. 28, 1982.

Popular name: Act 451

380.953 Territory extending into 2 or more school districts; joint meeting of boards; filing
resolution or petition; notice of meeting; action on resolution or petition; quorum; election
of chairperson and secretary.
Sec. 953. If the territory of school districts the boundaries of which are affected by the proposed alteration

extends into 2 or more intermediate school districts, the intermediate school board of each intermediate school
district shall meet jointly and sit as a single board to act upon the request for the transfer of territory. The
resolution or petition for the transfer of territory may be filed with the intermediate school board of 1 of the
intermediate school districts. The intermediate superintendent shall call the joint meeting of the affected
intermediate school boards and give the notice of the intermediate school districts' meeting under section 952.
Action on the resolution or petition for transfer of territory shall be taken only at a meeting attended by at
least a quorum of each of the intermediate school boards. The intermediate school boards meeting jointly shall
elect 1 of their members chairperson and another secretary of the meeting.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977.

Popular name: Act 451

380.953a Transfer of territory; basis for decision.
Sec. 953a. In making a decision on a proposed transfer of territory under this part, the intermediate school

board, or the intermediate school boards meeting jointly, shall consider the welfare of the affected pupil,
including, but not limited to, the length of the pupil's commute to and from school, on a school bus or
otherwise.

History: Add. 1995, Act 289, Eff. July 1, 1996.
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Popular name: Act 451

380.954 Map; preparation; contents; filing certified copy.
Sec. 954. If the intermediate school board or the joint intermediate school boards approve alterations in the

boundaries of school districts, the board or joint boards shall cause a map to be prepared showing in detail the
boundaries of the affected school districts before alteration and the boundaries of territory attached or
detached. A copy of the map bearing the certification of the intermediate superintendent or the chairperson of
the joint boards shall be filed with the secretary of each affected school district and with each affected
township supervisor or city assessor.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977.

Popular name: Act 451

380.955 Effective date of transfer; transfer of personal property; payment for loss of
property; accounting; adjournment.
Sec. 955. The intermediate school board or joint intermediate school boards shall determine the effective

date of the transfer, which shall not be less than 10 days after the date of the determination, and shall
determine whether personal property of a school district is to be transferred. If real property owned by a
school district is transferred to another school district, the intermediate school board shall determine an
equitable payment for the loss of the property. The intermediate school board or joint intermediate school
boards may require an accounting from the affected boards of education and, for the purpose of making the
determination, may adjourn subject to the call of the president of the intermediate school board or chairperson
of the joint intermediate school boards.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977.

Popular name: Act 451

380.961 Territory detached from school district having bonded indebtedness; taxes; bond
issue; exemptions; collections; payment of present value of pro rata bonded
indebtedness; certifications; settlement of bonded indebtedness.
Sec. 961. (1) If territory is detached from a school district which has bonded indebtedness and transferred

to another school district, the territory shall remain as part of the district from which detached for the purpose
of levying debt retirement taxes for the bonded indebtedness until the bonds are redeemed or sufficient funds
are available in the debt retirement fund for that purpose. The transferred territory shall not be part of the
school district from which detached for the purpose of a subsequent bond issue, nor shall the detached
territory be part of the school district from which detached for tax levies imposed for the purpose of bonded
indebtedness created or assumed at a time when the portion of detached territory was not a part of the district
or territory approving or assuming the bonded indebtedness. The territory shall be a part of the school district
to which transferred for all other purposes.

(2) The territory shall not be subject to debt retirement tax levies for bonded indebtedness of the school
district to which transferred existing at the time of transfer until the bonded indebtedness of the school district
from which the territory was transferred existing at the time of the transfer is retired or sufficient funds are
available and earmarked in the debt retirement fund for that purpose. The board of the school district to which
the property is attached, by resolution, may exempt the property from the debt tax levies for not more than 3
years. The school officials of the district to which the territory is attached shall certify required debt
retirement levies for the bonds of the school district from which the territory was detached, and the territory
over which the levies are to be spread, to the proper taxing officials when certifying other taxes to be levied
by the school district. The tax collecting officials shall remit the collections with other tax collections to the
school district to which the property is attached. The officials of that school district shall immediately transmit
the collections to the school district from which the territory was detached.

(3) The school district to which territory is attached may pay to the school district from which the land is
detached the present value of the pro rata bonded indebtedness of the detached territory. The intermediate
school board shall certify to the department of treasury the fact of the transfer, the description of the territory
transferred, the bonded indebtedness of the school district from which the territory is detached, the assessed
valuation of the school district from which the territory is detached, the assessed valuation of the detached
territory, and other information the department of treasury may require. The department of treasury shall
determine the pro rata share of the bonded indebtedness of the detached territory to the board of the school
district from which the territory is detached. The department of treasury shall certify the amount determined
to the intermediate school board. The intermediate school board shall certify the amounts to the boards of the
school districts affected. The school district to which the territory is transferred may pay the sum to the school
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district from which the territory has been detached. Settlement of the bonded indebtedness shall be made on
the state equalized valuation in the year of transfer. The school district receiving the money shall apply it
under the terms and tenor of the bond issue.

(4) A transfer made after September 1 in a given year shall be a part of the territory from which detached
for the purpose of the succeeding December tax levy in the year of transfer. Upon settlement of the bonded
indebtedness by the school district to which the territory has been attached, the territory is subject to the bond
debt retirement tax levy for bonded indebtedness of the school district to which attached existing at the time
of transfer. For the purpose of making the settlement, the school district to which the territory is attached may
use up to 15% of state school aid in 1 year.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977;Am. 1983, Act 118, Imd. Eff. July 18, 1983.

Popular name: Act 451

380.966 Levy of school operational millage; certification.
Sec. 966. If territory is attached to a school district effective before September 1 of a year, school

operational millage for that year shall be levied on property in the territory by the attaching school district. If
territory is attached to a school district effective on or after September 1 of a year, school operational millage
for that year shall be levied on property in the territory by the school district from which the territory is
detached. The school officials of the district entitled to levy school operational millage upon the transferred
territory shall certify the school operational millage, and the territory over which it is to be spread, to the
proper taxing officials when certifying the taxes to be levied by the school district.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977.

Popular name: Act 451

380.971 Appeal to state board of education.
Sec. 971. (1) One or more resident owners of land considered for transfer from 1 school district to another,

or the board of a school district whose territory is affected, may appeal the action of the intermediate school
board or joint intermediate school boards in transferring the land, the failure to transfer the land, or action
relative to the accounting determination to the state board within 10 days after the action or determination by
the intermediate school board or the joint intermediate school boards. If the intermediate school board or the
joint intermediate school boards fail to take action within the time limit under section 951, the appeal may be
made to the state board within 10 days following the termination of the period. The pendency of an appeal
shall suspend the action or determination of the intermediate school board or joint intermediate school boards.

(2) The state board may confirm, modify, or set aside the order of the intermediate school board or the
joint intermediate school boards. In considering an appeal, the state board shall consider the welfare of the
affected pupil, including, but not limited to, the length of the pupil's commute to and from school, on a school
bus or otherwise. The action of the state board on the appeal is final.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977;Am. 1995, Act 289, Eff. July 1, 1996.

Popular name: Act 451

380.976 Change in boundaries; continued attendance of twelfth grade pupils without
payment of tuition.
Sec. 976. If the boundaries of a school district are changed pursuant to this part, a pupil in the twelfth grade

at the time of the change or entering twelfth grade at the beginning of the school year immediately following
the change shall be allowed to continue attending school in the school district which the pupil attended before
the change without payment of tuition.

History: 1976, Act 451, Imd. Eff. Jan. 13, 1977.

Popular name: Act 451
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