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INDEPENDENT AUDITOR'S REPORT

To the Board ol Dircctors
The Lakes Property Orvners Association, Inc.
Myrtle Beach, South Carolina

I have audited the accornpanying financial staternents of The I-akes Property Owners Association, [nc., rvhich
comprise the balance sheet as of December 31, 2017 and the related statements of rerenues and expenses, clunges in
members' equity and changes in fund balances and cash florvs for the year then ended, and the related notes to the
financial statements.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance u,ith
accounting principles generally accepted in the United States of America; this includes the design, implementation.
and maintenance of internal conlrol relevant to the preparation and fair presentation of financial statcments that are

free from uraterial nrisstaternent. u'hether due to fraud or error.

Auditor's Responsibilitv

My responsibility is to express an opinion on these financial statements based on my audit. I conducted my audit in
accordance with auditing standards generally accepted in the United States of America. Those standards require that
I plan and perform the audits to obtain reasonable assurance about whcthcr the financial slatements are frce from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor's judgment, including the assessrnent of the risks of
material misstatement of the financial statetnents, whether due to fraud or error. In making those risk assessments,
the auditor considers intemal control reler,ant to the entity's preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumslances, but not for the purpose of
expressing an opinion on the effectiveness of the entity's internal control. Accordingly, I express no such opinion.
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates rnade by management, as well as evaluatin-u the overall presentation of the financial
statements.

I believe that the audit evidence I have obtained is suffrcient and appropriate to provide a basis for the audit opinion.

(continued on next pagc)



INDEPENDENT AUDITOR'S REPORT (Continued)

Opinion

In my opinion, the financial statements referred to above pres€nt fairlS in all material rEspects, the frnancial position
of The lakes Property Owners Association, Inc. as of December 31,2017, and the results of its operations, changes
in members' equrty and its cash flows for the year then ended in conformity with accounting principles generally
accepted in the United States of America-

Other Matter

Management has omitted supplementary inforrration on future major repairs and replacements that accounting
principles generally accepted in the United States of America require to be presented to supplement the basic
financial statements. Such missing information, although not a part of the basic financial statments, is required by
the Finaacial Accounting Standards Board, who considers it to be an essential part of frnancial reporting for placing
the basic financial statements in an appropriate operational economic, or historical context. My opinion on the basic
financial statements is not affected by the missing infonmation.

lrt/*|"- t. Yu*^^n,C(A

Surfside Beach, South Carolina

August 30,2018
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THE LAKES PROPERTY OWNERS ASSOCIATION, INC.

BAI.ANCE SHEET

December 31,2017

Operating
Fund

Reserve

Fund Totals
ASSE'I'S

Cash & cash equivalents

Assessments & other amounts receivable, nel
Prepaid insurance

Prepaid income taxes

Prepaid expenses

Total assets

LIABILITIES AND FI,IND BALAI\CES

Accounts payable

Architectural review board deposits
Deferred revenue

Total lisbilities

Fund balances

Total liabilities & fund balances

$ 101,551

r0,349

3,285
3,907

1,332

-s t20,424_

$ 470,1?9

$ 470,129

$ 571,680

10,349

3,285

3,907

1,332

_g_lafIl

$ 5,008

3,165
i04,585

112,759

7,666

$ L20,424

t:

470,129

$ 5,008

3,165
104,585

1L2,"158

477,795

$ 47A)29 $ 590,553

The accompanlng notes are an integral part of these financial statements.
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THE LAKES PROPERry OWNERS ASSOCIATION, INC.

STATEMENT OFREVENUES AND EXPENSES

For the year ended December 31,2017

Revenueg

Regrrlar assessments

Cable television revenue share

hterest income - operating firnd
Interest income - reserve fund
Fines, late fees & other revenues

Total revenues

Expenseq

Landscape repair & maintenance

Pond maintenance

General maintenance & supplic
Security & law enforcement
Signage

Storage

Wildlife services

Roadway concrete & drainage
Legal & olher professional scrvices

Accounting & tax services

Management services

Office, general & administrative expenses

Insurance

Electric
Telephone

Website fees

Taxes & liceoses

Bad debt e"xpense

Total expenses

Excess of revenues over expensss

$ 227,130
31,237

7

4,266
6,093

268,723

30,770

18,697

5,0O2

4,769
t4,363

1,136

968
23,757

1,000

625

rs29o
7,129
5,618

31,230
78s

1,204

1,164

5,431

168,933

_[_29129-

The accompanylng notes arc an integral part of these financial statements.
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THE LAKES PROPERTY OWNERS ASSOCIATION, INC.

STATEMENT OF CHANGES IN MEMBERS'EQUITY

For the year ended Desfflb€r 31,2017

Total

$ 378,005

gg,7go

Oueratine Fund Reserve Fund

$ (9I,733) $ 469,738

99,7N

(4,26\ 4,266

lo3,0m (t03,000)

- - 
(99,725) 99,125

S_,@_ _g_470W_

Membersr Equi{ - January 1r20l7

Excess ofrevenues over o(penses

Allocated to future repain & replacements:
Interest income

Transfers from reserve fund
Transfers from operating fund

Members' Equity - December3lrz0lT $ 477,795

The accompanying notes are an inte$al part of these financial statements.
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THE LAKES PROPERTY OWNERS ASSOCI.ATION, INC.

STATEMENT OF CASH FLOWS

For the year ended Decernber 3 l, 20 I 7

Cash flows from operating activities:
Excess ofrevenues over expenses

Adjustments to reconcile excess of
revenu€s over expenses to net cash

provided by operating activities:
(Increase) decrease in:

Assessments & other amounts receivable, net
Prepaid insurance
Prepaid income taxes
Prepaid expenses

Increase (decrease) in:
Accounts papble
Architectural review board deposis
Deferred rev€nue

Net cash provided by operadng activides

Cash & cash equivalents, beginning of year

Cash & cash equivalents, end ofyear

Summary of cash accounts:
Operating ftnd
Reserve fuad

$ 99,790

1,696
t5

(3,589)
(7,332\

(59,072)
(6,055)

6,497

37,550

534,130

_q_57 t,680_

$ 101,551

470,129

_$_57r,699_

Supplementary cash flow information:
Cash paid dwing the year for:

lncome taxes paid s 4,521

The accompanying notes are an integral part of these financial statements.
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THE I-AKES PROPERTYOWNERS ASSOCIATION, INC.

NOTES TO FINANCIAL STATEMENTS

I . DESCRIPTION OF ORGANIZATION AND SUMMARY OF SIGNIFICA}IT ACCOUNTING POLICIES

Oreanization

The l-akes Properfy Owners Association, Inc- (the Assoeiation) is a statutory association incorporated and existing
under the laws of the state of South Carolina. The Association is responsible for maintaining and preserving common
property, enforcing des for mutual benefit, and providing other common services to Association members. Located in
Myrtle Beach, South Carolina, the Association c,onsists of five hun&ed sixty-five (565) residential homes / lots and
began its operations in 1989.

Financial Statement Presentation

The Association has elected to report its revenues and expenses on the accrual basis. Consequuttly, revenues and

expenses are recogrrized when the revenues are earned rather than when received and when the openses are incurrrd
rather than when paid.

To ensure ob'servance of limitations aod restrictions on the use of finansial resourcqs, the Association maintains its
accounts using fund accornting. Financial resources are classified for accounting and reporting purposes in specific
fuuds established according to their nature and purpose. The Association's funds are separated between operating funds
and funds for future major repairs and replacanents. Operating disbursernenb are made generally at the discretion of
the Board of Directors and the A,ssociation's property managerneflt company. Replacement funds have been set aside
for a specific purpose and are to be disbursed accordingly.

Cash & Cash Eouivalents

Cash and cash equivalenb consist primarily of demand deposits and ternporary, highiy liquid invesunent accounts.
The Assosiation considers all certificates of deposit with original maturities of less than ninety (90) days to be cash

equivalents.

Properlv & Equiprnent

The Association has adopted the accounting principles prescribed by generally accepted accounting principlc in
FASB Accounting Standards Codification (ASC) 972, Real Estate - Common Interest Realty Associations. Real
properry and common areas acquired from the dweloper and related improvcments to such property are not reflected on
thc Associatiou's financiat statqrcnts. those propertics arc owncd by the individual unit owners in common and

dedicated for the use of the entire community. These common areas cannot be sold separately and thus have no fair
market value other than that related to fteir intended use. A1l expenditures for real properry common elements and
improverneats are reflected as an expeffie in the period incurred.

Estimates

The preparation of financiat statemeots in conforrrity with generally accepted accormtiog principles requires
management to make estimates and assumptions tfiat affect csrtain reported amounts and disclosures. Accordingly,
actual results could differ fiom those estimates.
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THE LAKES PROPERTY OWNERS ASSOCIATION,INC.

NOTES TO FINANCTAL STATEMENTS
(continued)

1 . DESCRIPTION OF ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOT'NTING POLICIES
(Continued)

Deferred Revenue

Deferred revenue at December 31,7017 represents payments received in advance for homeowners' assessments.
These advance payments will be recognized as revenue in the months in which they are earned.

Regular Assessments

Association members are subject to annual ass€ssments to provide funds for the Association's operating expenses, fu-
ture capital acquisitions, and major repairs and replacements. Assessment reve.nues rernaining at year end are retaincd by
the Association for use in funrre years.

Assessments and other amoutrts receivable at the balance sheet date primarily represent fees due from unit owners, net
of an allowance for doubtfirl accotmb. The Association's policy is to retain legal counsel and place liens on the proper-
ties of homeowlers whose assessments are ninety days or more delinquent.

2 - DATE OT'MANAGEMENT'S REVIEW

In preparing the financial statements, the Association has erraluated events and tansactions for potential recognition or
disclosure through August 30,2018, the date that tre financial statemenb were available to be issued.

3.INCOME TA}GS

Under the provisions of tre Internal Reve,nue Code, the Association is allowed to elect each lear to file as an eligible
Section 528 homeowners' association, thereby excluding €x€mpt function income from taxation, or file as an ordinary
taxable corporation. For 6e year ended Deceenber 31,2017, the Assosiation elected to be taxed as a homeowners'
association. Unde't that election, the Association is taxed on its net nonexempt function income, rrhich consists
primarily of interest rental and ve,nding income, at a flat rate of 30plo by the federal govqnment and at 5Yo by the State
of South Carolina. lncome related to its exeurpt purpose, which is &e acquisition, construction, managemen!
maintenance, and care of Association prop€rt16 is not taxable.

The Association's tax filings are subject to audit by various taxing authorities. The Association's federal and state
income tax r€turns dating back to 2A14 remain opeo to examination by the trntemal Revenue Service and the South
Carolina Departnent of Revenue. In erraluating the Association's tax calculahons, the Association believes that its
estimates are appropriate based on currexxt facts and circumstances.

4 - CONCENTRATIONS OF CREDITRISK

Financial insturnents that potentially subject the Company to concentation of credit risk consist primarily of cash and
cash equivalents. Cash and cash equivalent balances on deposit at financial institutions are insured up to $250,000 by
the Federal Deposit lnsurance Corporation (FDIC). At December 31, 2017, balances of cash in some of the
Association's bank accounts orceed Ore federally insrned limit. These balances fluctuate du.ing the year and often
exceed the $250,000 limit. Managanant regularly monitors the financial condition of the banking institutions to
minimize the risk of loss due to uninsured balanccs.
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THE LAKES PROPERry OWNERS ASSOCIATION,INC,

NOTES TO FINANCIAL STATEMENTS
(continued)

5 . MAJOR REPAIRS AND REPLACEMENTS

The Association's governing documents require funds to be accurnulated for future major repairs and replacements.
Accumulated fund balances, which total $470,129 at Deccmber 31,2A17, are held ia separate accounts and are generally
not available for operating purposes. However, these fimds may be used, as needed, for any Association purpose at the
discretion of the Board of Directors.

At December 3l , 2Ol7 , the Association had not conducted a study to determjne the estimated remaining useful lives
of the components of common property and current estimates of cost of major repain and replacemenB that may be

required in the future. The Association's Board of Directors' plans to discuss the hiring of an outside engineering frm
to perform a r€serye study in the near future.

The Association's governing docuurenB require funds to be accumulated for future major repairs and replacements,
however, nothing prohibits the Board of Directors from applying these funds to meet other requirements of the
Association in operating and managing fte projecu The Association intends to fund major repairs and replacernents
over the estimated useful lives of tlre components. Actual expenditures, however, may vary from the estimated
amounts and the variations may be material. Therefore, anounts designated for futr.ue repairs and replacernents may
not be adequate to meet future needs. If additional funds are needed, however, the Association has the right, subject to
board approval, to increase regular assessments or to ler4y a special assessment to supplement previously budgeted
ftnds.

6 - ASSESSMENTS & ALLOWAI\CE FOR DOUBTFT'L ACCOUNTS

Regular annual assessrnents charged to home ownerc were $402 it 2017.

Assessments and other amonnts receivable is presented on the balance sheet, net of an allowance for doubtful
accounts, if applicable. At December 31, 2017, the Association recognizes an allowance for doubtful accounB of
$4,828. For the year ended Dece,nrber 31,2017, the Association recognizes bad debt €xpense of $5,431, which is
presented on the statement of rerrcnues and expenses. Management plans to aggressively pursue collection of all
amounts due to the Association and any subsequent collections of amounts considered to be bad debts will be
recognized as bad debt recoveries in the )ear the recovery occuni.

7 - CONTINGENCIES

The Association is a party to various legal actions normally associated with homeowner associations, such as the
collestion of delinquent assessments and covenant compliance matters, the aggregate effect of which, in managernent's
opinion, would not be material to the future financial condition of the Association.

8 - MANAGEMENT COMPANY

In addition to the managernent conEact, the Association reimburses their managernent company for items such as

postage, office supplies, printing, website fees and other iterrs. Reimbursements to the management company totaled
$7 ,621for the year ended Decernber 3l,2An .
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