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INDEPENDENT AUDITOR’S REPORT 

To the Board of Directors
DAY CARE SERVICE, INC.
Elkhart, Indiana

We have audited the accompanying statements of financial position of DAY CARE SERVICE, INC. (the 
“Organization”) as of September 30, 2008 and 2007, and the related statements of activities, functional 
expenses, and cash flows for the years then ended.  These financial statements are the responsibility of the 
Organization's management.  Our responsibility is to express an opinion on these financial statements 
based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of 
America.  Those standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free of material misstatement.  An audit includes examining, on
a test basis, evidence supporting the amounts and disclosures in the financial statements.  An audit also 
includes assessing the accounting principles used and significant estimates made by management, as well 
as evaluating the overall financial statement presentation.  We believe that our audits provide a 
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of DAY CARE SERVICE, INC. as of September 30, 2008 and 2007, and the changes in its 
net assets and its cash flows for the years then ended in conformity with accounting principles generally 
accepted in the United States of America.

January 8, 2009

ULLAR & ASSOCIATES, PC
209 N. Main Street, Suite 200

South Bend, Indiana 46601
Ph: 574.288.8320  Fax: 574.288.8328

www.cullar.com

CERTIFIED PUBLIC ACCOUNTANTS



DAY CARE SERVICE, INC.
STATEMENTS OF FINANCIAL POSITION

September 30, 2008 and 2007

Assets: 2008 2007
Current Assets:

Cash and cash equivalents 3,653$         3,570$         
Service fees receivable 25,126         22,219         

Total current assets 28,779         25,789         

Property and Equipment:
Furniture and equipment 4,484           4,484           
Less accumulated depreciation (4,484)          (4,390)          

Net property and equipment -                   94                

Total assets 28,779$        25,883$        

Liabilities and Net Assets:
Current Liabilities:

Accounts payable 22,113$        19,212$        
Payroll withholdings 627              602              

Total current liabilities 22,740         19,814         

Net Assets, unrestricted 6,039           6,069           

Total liabilities and net assets 28,779$        25,883$        

The accompanying notes are an integral part of these financial statements.
-2-



DAY CARE SERVICE, INC.
STATEMENTS OF ACTIVITIES

Years Ended September 30, 2008 and 2007

Revenues, Gains, and Other Support: 2008 2007
Child and Adult Care Food Program:

Provider fees 256,820$ 249,240$
Administrative fees 36,355 36,561

Membership dues and donations 200 -
Total revenues, gains, and other support 293,375 285,801

Expenses:
Nutrition services 257,544 249,240
Management and general 35,861 36,497

Total expenses 293,405 285,737

Change in net assets (30) 64
Net assets, unrestricted - beginning of year 6,069 6,005

Net assets, unrestricted - end of year 6,039$ 6,069$

The accompanying notes are an integral part of these financial statements.
-3-
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DAY CARE SERVICE, INC.
STATEMENTS OF CASH FLOWS

Years Ended September 30, 2008 and 2007

Change in Cash and Cash Equivalents: 2008 2007
Cash Flows from Operating Activities:

Cash received from grantors and others 290,468$      284,894$      
Cash paid to employees, suppliers, and others (290,385)      (284,394)      

Net cash provided by operating activities 83                500              
Cash and cash equivalents, beginning of year 3,570           3,070           

Cash and cash equivalents, end of year 3,653$         3,570$         

Reconciliation of Change in Net Assets to Net Cash
Provided by Operating Activities:
Change in net assets (30)$             64$              
Add (deduct) items not providing (requiring) cash:

Depreciation 94                228              
(Increase) in service fees receivable (2,907)          (907)             
Increase in accounts payable 2,901           1,225           
Increase (decrease) in payroll withholdings 25                (110)             

Net cash provided by operating activities 83$              500$            

The accompanying notes are an integral part of these financial statements.
-5-



DAY CARE SERVICE, INC. 
NOTES TO FINANCIAL STATEMENTS

September 30, 2008 and 2007

-6-

NOTE 1. NATURE OF ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES 

DAY CARE SERVICE, INC. (the “Organization”) is an Indiana nonprofit corporation organized 
to provide local access for licensed home day cares to the Child and Adult Care Food 
Program.  Its operations are primarily supported by service fees from contracts with the State 
of Indiana.

Significant Accounting Policies:

Use of estimates:

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

The costs of providing the program and supporting services have been summarized on a 
functional basis in the statements of activities and functional expenses.  Accordingly, 
certain costs have been allocated between the program and supporting services
benefited based on management's estimates.

 
Net asset classes: 
 

The Organization reports its activities and financial position by the following classes of 
net assets:

Unrestricted net assets are those currently available for use by the Organization.

Temporarily restricted net assets are those received with donor stipulations that limit 
the use of the donated assets.  When stipulated time restrictions expire or purpose 
restrictions are accomplished, these net assets are reclassified to unrestricted net 
assets and reported in the statements of activities as net assets released from 
restrictions.  

 
Cash and cash equivalents:

The Organization considers all time deposits, certificates of deposits, and highly liquid 
debt instruments with an original maturity of three months or less to be cash 
equivalents.

 
Property and equipment:

Property and equipment is stated at cost if purchased, or at fair market value at the date 
of receipt if donated.  Depreciation is recorded by the straight-line method over the 
estimated useful lives of the assets, which are generally from three to seven years.



DAY CARE SERVICE, INC. 
NOTES TO FINANCIAL STATEMENTS

September 30, 2008 and 2007

-7-

Service fees:

The Organization receives fees for administration and subcontracted childcare services 
on a cost-reimbursement basis.  Revenue is recognized in the period in which 
reimbursable costs are incurred.  Costs incurred prior to reimbursement are reported as 
service fees receivable in the statements of financial position.

 
Contributions:

The Organization reports gifts and grants of cash and other assets as income when 
unconditionally promised and are considered to be available for unrestricted use unless 
specifically restricted by donor.  When a donor restriction expires (that is, when a 
stipulated time restriction ends or purpose restriction is accomplished), temporarily 
restricted net assets are reclassified to unrestricted net assets and reported in the 
statements of activities as net assets released from restrictions.  However, if a 
restriction is fulfilled in the same time period in which the contribution is received, the 
Organization reports the support as unrestricted.

Advertising costs: 
 

Advertising costs, except for costs associated with direct-response advertising, are 
charged to expense when incurred.  There were no advertising costs charged to expense 
for either year ended September 30, 2008 or 2007, and there were no direct-response 
advertising costs reported as assets at either September 30, 2008 or 2007.

Income taxes:

The Organization is tax-exempt under Section 501(c)(3) of the Internal Revenue Code 
and a similar section of the Indiana Code.  Consequently, no provision is made for 
income taxes.  The Internal Revenue Service classifies the Organization as other than a 
private foundation under Internal Revenue Code Section 509(a)(1).  

 
NOTE 2. SERVICE FEES AND SUBCONTRACTED SERVICES 

The Organization contracts with the Indiana Department of Education to coordinate and 
administer the Child and Adult Care Food Program.  These services are provided by other 
entities under subcontract agreements with the Organization.  The Organization earns 
administrative fees under this contract.  Administrative fees earned for the years ended 
September 30, 2008 and 2007, respectively, were $36,355 and $36,561.  Amounts received 
to reimburse subcontractors for the years ended September 30, 2008 and 2007, respectively, 
were $257,545 and $249,240.

 
 



DAY CARE SERVICE, INC. 
NOTES TO FINANCIAL STATEMENTS

September 30, 2008 and 2007

-8-

NOTE 3. CONCENTRATIONS 

The Organization’s contributors and program recipients are concentrated in the Elkhart 
County Indiana area.  Accordingly, its contributions, grants, and service fees may be 
affected by conditions in that area.  

For both years ended September 30, 2008 and 2007, approximately 100% of total revenues 
were received from the Indiana Department of Education for the Child and Adult Care Food 
Program.



 

COMMUNICATION OF AUDIT MATTERS TO THOSE CHARGED WITH GOVERNANCE  

To the Board of Directors
DAY CARE SERVICE, INC.
Elkhart, Indiana  

We have audited the financial statements of DAY CARE SERVICE, INC. (the “Organization”) for the year 
ended September 30, 2008, and have issued our report thereon dated January 8, 2009.  Professional 
standards require that we provide you with the following information related to our audit.

Our Responsibility under U.S. Generally Accepted Auditing Standards 

As stated in our engagement letter dated November 6, 2008, our responsibility, as described by 
professional standards, is to express an opinion about whether the financial statements prepared by 
management with your oversight are fairly presented, in all material respects, in conformity with U.S. 
generally accepted accounting principles.  Our audit of the financial statements does not relieve you or 
management of your responsibilities.

Significant Audit Findings  
 
Qualitative Aspects of Accounting Practices 

Management is responsible for the selection and use of appropriate accounting policies. In accordance 
with the terms of our engagement letter, we will advise management about the appropriateness of 
accounting policies and their application. The significant accounting policies used by the Organization
are described in Note 1 to the financial statements. No new accounting policies were adopted and the 
application of existing policies was not changed during 2008.  We noted no transactions entered into by 
the Organization during the year for which there is a lack of authoritative guidance or consensus.  There 
are no significant transactions that have been recognized in the financial statements in a different period 
than when the transaction occurred.

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 estimate affecting the financial statements was 
the allocation of expenses between the program and supporting service.  Management’s estimate of the 
allocations is based upon cost studies.  We evaluated the assumptions used to develop the allocations in 
determining that they are reasonable in relation to the financial statements taken as a whole.

Difficulties Encountered in Performing the Audit 

We encountered no significant difficulties in dealing with management in performing and completing 
our audit.
 

ULLAR & ASSOCIATES, PC
209 N. Main Street, Suite 200

South Bend, Indiana 46601
Ph: 574.288.8320  Fax: 574.288.8328

www.cullar.com

CERTIFIED PUBLIC ACCOUNTANTS
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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.  
The following material misstatement was corrected by management:

• Record claim refund payable of $725 for portion of July 2008 CCAFP claim disallowed by 
audit 

 
We noted no uncorrected misstatements.
  
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 January 8, 2009.

Management Consultations with Other Independent Accountants 

In some cases, management may decide to consult with other accountants about auditing and accounting 
matters, similar to obtaining a “second opinion” on certain situations.  If a consultation involves 
application of an accounting principle to the Organization’s financial statements or a determination of 
the type of auditor’s opinion that may be expressed on those statements, our professional standards 
require the consulting accountant to check with us to determine that the consultant has all the relevant 
facts. To our knowledge, there were no such consultations with other accountants.
 
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 Organization’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 members and management of DAY CARE SERVICE,
INC. and is not intended to be, and should not be used, by anyone other than these specified parties.

January 8, 2009
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AUDITOR’S REPORT ON INTERNAL CONTROL 

To the Board of Directors and Management
DAY CARE SERVICE, INC.
Elkhart, Indiana

In planning and performing our audit of the financial statements of DAY CARE SERVICE, INC. (the 
“Organization”) as of and for the year ended September 30, 2008, in accordance with auditing standards 
generally accepted in the United States of America, we considered the Organization’s internal control
over financial reporting (“internal control”) as a basis for designing our auditing procedures for the 
purpose of expressing our opinion on the financial statements, but not for the purpose of expressing an 
opinion on the effectiveness of the Organization’s internal control.  Accordingly, we do not express an 
opinion on the effectiveness of the Organization’s internal control.

Internal control over financial reporting cannot provide absolute assurance of achieving financial 
reporting objectives because of its inherent limitations.  Internal control over financial reporting is a 
process that involves human diligence and compliance and is subject to lapses in judgment and 
breakdowns resulting from human failures.  Internal control over financial reporting also can be 
circumvented by collusion or improper management override.  Because of such limitations, there is a 
risk that material misstatements may not be prevented or detected on a timely basis by internal control 
over financial reporting.  However, these inherent limitations are known features of the financial 
reporting process.  Therefore, it is possible to design into the process safeguards to reduce, though not 
eliminate, this risk.

Our consideration of internal control was for the limited purpose described in the preceding paragraph 
and would not necessarily identify all deficiencies in internal control that might be significant 
deficiencies or material weaknesses.  However, as discussed below, we identified deficiencies that we 
consider to be material weaknesses.

A control deficiency exists when the design or operation of a control does not allow management or 
employees, in the normal course of performing their assigned functions, to prevent or detect 
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of 
control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or 
report financial data reliably in accordance with generally accepted accounting principles such that there 
is more than a remote likelihood that a misstatement of the entity’s financial statements that is more 
than inconsequential will not be prevented or detected by the entity’s internal control.  A material 
weakness is a significant deficiency, or combination of significant deficiencies, that results in more than 
a remote likelihood that a material misstatement of the financial statements will not be prevented or 
detected by the entity’s internal control. 

We believe that the following control deficiencies constitute material weaknesses:

Segregation of Duties 

The Organization does not have a segregation of accounting duties.  Segregating accounting duties 
prevents any one person from being in a position to both perpetrate and conceal an error.  While we 

ULLAR & ASSOCIATES, PC
209 N. Main Street, Suite 200

South Bend, Indiana 46601
Ph: 574.288.8320  Fax: 574.288.8328

www.cullar.com

CERTIFIED PUBLIC ACCOUNTANTS
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realize that the Organization is not large enough to justify hiring additional personnel to further 
segregate duties, and while we are certainly not questioning the integrity of any employee, we are 
required by our professional standards to bring this to your attention.  

In addition, as a mitigating control, we recommend that a Board member other than the President open 
and review all bank statements and the related canceled checks and electronic fund transfers for 
reasonableness and propriety.   

Applying Complex Accounting Standards with Limited Resources 
 
As part of our audit, we proposed adjustments relating to complex accounting standards and drafted the 
Organization’s financial statements and related notes, which were reviewed and approved by 
management.  This service is necessary, in our opinion, because management would be unable to 
completely comply with such standards or to prepare financial statements and related disclosures in 
accordance with U.S. generally accepted accounting principles because of limited resources (i.e., time 
and accounting reporting services).  Although this service has historically been part of the audit 
function, new professional standards require that we now communicate this to you because, as auditor, 
we are not considered to be part of the Organization’s internal control.

As a compensating control, we recommend that management consult with us or another accounting firm 
during the year regarding complex accounting standards.

This communication is intended solely for the information and use of the Board of Directors and 
management of DAY CARE SERVICE, INC., others within the organization, the Indiana State Board of 
Accounts, and the Indiana Department of Education and is not intended to be and should not be used by 
anyone other than these specified parties.

January 8, 2009




