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INDEPENDENT AUDITOR’S REPORT

To the Board of Directors
The Lakes Property Owners Association, Inc.
Myrtle Beach, South Carolina

Opinion

I have audited the accompanying financial statements of The Lakes Property Owners Association, Inc., which comprise
the balance sheet as of December 31, 2021 and the related statements of revenues and expenses and changes in fund
balances and cash flows for the year then ended, and the related notes to the financial statements.

In my opinion, the financial statements referred to above present fairly, in all material respects, the financial position of
The Lakes Property Owners Association, Inc. as of December 31, 2021, and the results of its operations and its cash
flows for the year then ended in conformity with accounting principles generally accepted in the United States of
America.

Basis for Opinion

I conducted my audits in accordance with auditing standards generally accepted in the United States of America. My
responsibilities under those standards are further described in the Auditor’s Responsibilities for the Audit of the
Financial Statements section of my report. I am required to be independent of The Lakes Property Owners Association,
Inc. and to meet other ethical responsibilities in accordance with the relevant ethical requirements relating to the audit.
I believe that the audit evidence I have obtained is sufficient and appropriate to provide a basis for my opinion.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with
accounting principles generally accepted in the United States of America, and for the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of financial statements that are free
from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is required to evaluate whether there are conditions or events,
considered in the aggregate, that raise substantial doubt about The Lakes Property Owners Association, Inc.’s ability to
continue as a going concern within one year after the date the financial statements are available to be issued.

Auditor’s Responsibilities for the Audit of the Financial Statements

My objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes my opinion.
Reasonable assurance is a high level of assurance but is not absolute assurance and therefore is not a guarantee that an
audit conducted in accordance with generally accepted auditing standards will always detect a material misstatement
when it exists.

(continued on next page)



INDEPENDENT AUDITOR’S REPORT (Continued)

Auditor’s Responsibilities for the Audit of the Financial Statements (continued)

The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting from error, as
fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.
Misstatements are considered material if there is a substantial likelihood that, individually or in the aggregate, they
would influence the judgment made by a reasonable user based on the financial statements.

In performing an audit in accordance with generally accepted auditing standards, I:
e Exercise professional judgment and maintain professional skepticism throughout the audit.

o Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or error,
and design and perform audit procedures responsive to those risks. Such procedures include examining, on a test
basis, evidence regarding the amounts and disclosures in the financial statements.

e Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of The
Lakes Property Owners Association, Inc.’s internal control. Accordingly, no such opinion is expressed.

e Evaluate the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluate the overall presentation of the financial statements.

e Conclude whether, in my judgment, there are conditions or events, considered in the aggregate, that raise
substantial doubt about The Lakes Property Owners Association, Inc.’s ability to continue as a going concern for
a reasonable period of time.

I am required to communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit, significant audit findings, and certain internal control related matters that I identified during the
audit.

Other Matter

Management has omitted supplementary information 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 statements, is required
by the Financial 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. My opinion
on the basic financial statements is not affected by the missing information.

The Association has established a Road Reserve that is discussed further in Note 9 in the “Notes to Financial
Statements” section of this report.

Wagn. &. Fssans CrA

Surfside Beach, South Carolina

January 25, 2023



THE LAKES PROPERTY OWNERS ASSOCIATION, INC.

BALANCE SHEET

December 31, 2021

ASSETS

Cash & cash equivalents

Cash - Architecture Review Board escrow funds
Assessments receivable, net

Prepaid insurance

Prepaid income taxes

Inter-fund (payable / receivable)

Total assets

LIABILITIES AND FUND BALANCES

Liabilities
Accounts payable
Architecture Review Board escrow funds
Assessments received in advance - operating fund
Contract liabilities (assessments
received in advance-reserve fund)

Total liabilities
Fund balances

Total liabilities & fund balances

Operating Reserve
Fund Fund Totals

$ 67,246 $ 334,891 $ 402,137

126,390 - 126,390

6,896 - 6,896

3,452 - 3,452

1,043 - 1,043

(47,341) 47,341 -

§ 157,686 § 382232 § 539918

$ 4,108 $ - $ 4,108

126,390 - 126,390

114,585 - 114,585

- 382,232 382,232

245,083 382,232 627,315
(87,397) - (87,397)

§ 157,686 § 382232 § 539918

The accompanying notes are an integral part of these financial statements.
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THE LAKES PROPERTY OWNERS ASSOCIATION, INC.
STATEMENT OF REVENUES AND EXPENSES AND CHANGES IN FUND BALANCES

For the year ended December 31, 2021

Operating Reserve
Fund Fund Totals
Revenues
Regular assessments $ 220,240 $ 41,250 $ 261,490
FASB ASC 606 - 144,845 144,845
Impact fees 39,565 - 39,565
Certificate of assessment fees 3,100 - 3,100
Interest income - 2,195 2,195
Fines, late fees & other revenues 8,558 - 8,558
Total revenues 271,463 188,290 459,753
Expenses
Repairs & maintenance
Landscape maintenance, supplies & repairs 81,515 - 81,515
Lake maintenance, supplies & repairs 30,787 - 30,787
Road repairs & maintenance 29,815 - 29,815
Signage 16,968 - 16,968
General maintenance & supplies 5,546 - 5,546
Wildlife management 7,430 - 7,430
Total repairs & maintenance 172,061 - 172,061
General & administrative
Management services 28,272 - 28,272
Management property inspections 7,200 - 7,200
Accounting services 650 - 650
Legal & professional services 814 - 814
Insurance expense 5,325 - 5,325
Office rental 14,512 - 14,512
Office, administrative & meeting expenses 29,720 60 29,780
Total general & administrative 86,493 60 86,553

(continued on next page)

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

STATEMENTS OF REVENUES AND EXPENSES AND CHANGES IN FUND BALANCES
(continued)
For the year ended December 31, 2021

Operating Reserve
Fund Fund Totals
Expenses (continued)
Utilities
Electricity 43,454 - 43,454
Water & sewer 7,550 - 7,550
Telephone 3,407 - 3,407
Total utilities 54,411 - 54,411
Major repairs and replacements
Building and other common property
repairs & replacements - 188,230 188,230
Total major repairs
and replacements - 188,230 188,230
Other (income) expenses
Security 4,572 - 4,572
Bad debt expense 8,500 - 8,500
Website administration 1,300 - 1,300
Taxes & licenses 4,505 - 4,505
Total other (income) expenses 18,877 - 18,877
Total expenses 331,842 188,290 520,132
(Deficiency) of revenues over expenses (60,379) - (60,379)
Beginning fund balances (27,018) - (27,018)
Ending fund balances $  (87,397) $ - $  (87,397)

The accompanying notes are an integral part of these financial statements.
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THE LAKES PROPERTY OWNERS ASSOCIATION, INC.
STATEMENT OF CASH FLOWS

For the year ended December 31, 2021

Operating Reserve
Fund Fund Totals
Cash flows from operating activities:
(Deficiency) of revenues over expenses $ (60,379) $ - (60,379)
Adjustments to reconcile (deficiency) of
revenues over expenses to net cash
provided by operating activities:
(Increase) decrease in:
Assessments receivable, net 6,640 - 6,640
Prepaid insurance (563) - (563)
Prepaid income taxes (1,043) - (1,043)
Inter-fund payable / receivable 47,341 (47,341) -
Increase (decrease) in:
Accounts payable 3,104 (12,500) (9,396)
Architecture Review Board escrow funds 45,734 - 45,734
Assessments received in advance - operating fund (17,213) - (17,213)
Contract liabilities (assessments
received in advance - reserve fund) - (144,845) (144,845)
Net cash (used in) provided by operating activities 23,621 (204,686) (181,065)
Cash & cash equivalents, beginning of year 170,015 539,577 709,592
Cash & cash equivalents, end of year $ 193,636 $ 334,891 528,527
Summary of cash accounts:
Cash & cash equivalents $ 67,246 $ 334,891 402,137
Cash - Architecture Review Board escrow funds 126,390 - 126,390
$ 193,636 $ 334,891 528,527
Supplementary cash flow information:
Cash paid during the year for:
Income taxes paid $ 1,293 $ - 1,293

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

NOTES TO FINANCIAL STATEMENTS

1 - NATURE OF ORGANIZATION

The Lakes Property Owners Association, Inc. (the Association) 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 rules for mutual benefit, and providing other common services to Association members. Located in
Myrtle Beach, South Carolina, the Association consists of approximately six hundred thirty (630) residential homes /
lots as of December 31, 2021 and began its operations in 1989.

2 - DATE OF MANAGEMENT’S REVIEW

In preparing the financial statements, the Association has evaluated events and transactions for potential recognition or
disclosure through January 25, 2023, the date that the financial statements were available to be issued.

3 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting

The Association has elected to report its revenues and expenses on the accrual basis. Consequently, revenues and
expenses are recognized when the revenues are earned rather than when received and when the expenses are incurred
rather than when paid.

Fund Accounting

To ensure observance of limitations and restrictions on the use of financial resources, the Association maintains its
accounts using fund accounting. Financial resources are classified for accounting and reporting purposes in specific
funds established according to their nature and purpose. The Association’s funds are separated between operating funds
and funds for future major repairs and replacements. Operating disbursements are made generally at the discretion of
the Board of Directors and the Association’s property management company. Replacement funds have been set aside
for a specific purpose and are to be disbursed accordingly.

Cash and Cash Equivalents

Cash and cash equivalents consist primarily of demand deposits and temporary, highly liquid investment accounts.
The Association considers all certificates of deposit with original maturities of less than ninety (90) days to be cash
equivalents.

Certificates of Deposit

The Association considers all certificates of deposit with original maturities of more than ninety (90) days to be an
asset presented separately on the balance sheet.

Estimates
The preparation of financial statements in conformity with Generally Accepted Accounting Principles (GAAP)

requires management to make estimates and assumptions that affect certain reported amounts and disclosures.
Accordingly, actual results could differ from those estimates.



THE LAKES PROPERTY OWNERS ASSOCIATION, INC.

NOTES TO FINANCIAL STATEMENTS
(Continued)

3 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Assessments Received in Advance — Operating Fund

Assessments received in advance in the operating fund at December 31, 2021 represents payments received in advance
for homeowners’ operating assessments. These advance payments will be recognized as revenue in the year in which
they are earned.

Contract Liabilities (Assessments received in advance-reserve fund)

The Association recognizes revenue from members as the related performance obligations are satisfied. A contract
liability (assessments received in advance-reserve fund) is recorded when the Association has the right to receive
payment in advance of the satisfaction of performance obligations related to replacement reserve assessments.

Property and Equipment

Real property and common areas acquired from the developer and related improvements to such property are not re-
flected on the Association's financial statements. Those properties are owned 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 their intended use. All expenditures for real property common elements and
improvements are reflected as an expense in the period incurred. Common property elements not recognized as assets
in the financial statements consist primarily of landscaping, roads, lakes and other general common areas.

Member Assessments

Association members are subject to annual assessments to provide funds for the Association's operating expenses, fu-
ture capital acquisitions and major repairs and replacements. Assessment revenue is recognized as the related
performance obligations are satisfied at transaction amounts expected to be collected. The Association’s performance
obligations related to its operating assessments is satisfied over time on a daily pro-rata basis using the input method.
The performance obligations related to the reserve fund assessments are satisfied when these funds are expended for
their designated purpose.

Assessments receivable, at the balance sheet date are stated at the amounts expected to be collected from outstanding
assessments from unit owners and other amounts owed to the Association. The Association's policy is to review
accounts that are more than ninety (90) days delinquent; consider patterns and circumstances, then determine next steps.
Continual, excessive and/or long standing delinquencies may be referred to legal counsel for liens against their homes.
The Association has recorded an allowance for doubtful accounts at December 31, 2021. The Association treats
uncollectible assessments as variable consideration. Methods, inputs, and assumptions used to evaluate whether an
estimate of variable consideration is constrained included consideration of past experience and susceptibility to factors
outside of the Association’s control.

4 - MANAGEMENT COMPANY TRANSACTIONS
In addition to the management contract for management and property inspection services, the Association also

reimburses the management company for items such as postage, office supplies, printing, website administration and
other items. Reimbursements totaled $18,207 for the year ended December 31, 2021.



THE LAKES PROPERTY OWNERS ASSOCIATION, INC.

NOTES TO FINANCIAL STATEMENTS
(Continued)

5 - COMMITMENTS & CONTINGENCIES

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

From time to time, the Association may enter into contracts with vendors and contractors towards the end of the
calendar year. These contracts typically call for a down-payment to begin the job and payments as the work progresses.
The Association recognizes these expenses as the work is completed and billed by the contractor.

6 - INCOME TAXES

Under the provisions of the Internal Revenue Code, the Association is allowed to elect each year to file as an eligible
Section 528 homeowner’s association, thereby excluding exempt function income from taxation, or file as an ordinary
taxable corporation. For the year ended December 31, 2021, the Association elected to be taxed as a homeowners'
association. Under that election, the Association is taxed on its net nonexempt function income, which consists
primarily of interest, rental and vending income, at a flat rate of 30% by the federal government and at 5% by the State
of South Carolina. Income related to its exempt purpose, which is the acquisition, construction, management,
maintenance, and care of Association property, is not taxable.

Accounting principles generally accepted in the United States of America require management to evaluate tax
positions taken by the Association and recognize a tax liability if the Association has taken an uncertain position that
more likely than not would not be sustained upon examination by the IRS. Management has analyzed the tax positions
taken by the Association and has concluded that as of December 31, 2021, there are no uncertain positions taken or
expected to be taken that would require recognition of a liability or disclosure in the financial statements.

The Association’s tax filings are subject to audit by various taxing authorities. The Association’s federal and state
income tax returns generally remain open to examination by the Internal Revenue Service and the South Carolina
Department of Revenue for three (3) years after they were filed. In evaluating the Association’s tax calculations, the
Association believes that its estimates are appropriate based on current facts and circumstances.

7 - ASSESSMENTS & ALLOWANCE FOR DOUBTFUL ACCOUNTS
Regular annual assessments charged to home owners were $402 in 2021.

Assessments receivable is presented on the balance sheet, net of an allowance for doubtful accounts. At December 31,
2021, the Association recognizes an allowance for doubtful accounts of $8,500. For the year ended December 31, 2021,
the Association recognizes bad debt expense of $8,500, which is presented on the statement of revenues 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 year the recovery
occurs.

8 - CONCENTRATIONS OF CREDIT RISK

Financial instruments that potentially subject the Company to concentration 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 Insurance Corporation (FDIC). At December 31, 2021, balances of cash in some of the
Association’s bank accounts exceed the federally insured limit. These balances fluctuate during the year and often
exceed the $250,000 limit depending on cash flow needs of the Association. Management regularly monitors the
financial condition of the banking institutions to minimize the risk of loss due to uninsured balances.
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THE LAKES PROPERTY OWNERS ASSOCIATION, INC.

NOTES TO FINANCIAL STATEMENTS
(Continued)

9 - MAJOR REPAIRS AND REPLACEMENTS

The Association's governing documents require funds to be accumulated for future major repairs and replacements.
Accumulated net funds, which total $382,232 (including $47,341 due from the operating fund) at December 31, 2021, is
presented on the accompanying balance sheet as a contract liability (assessments received in advance — reserve fund) and
are held in separate accounts and generally not available for operating purposes. However, these funds may be used, as
needed, for any Association purpose at the discretion of the Board of Directors. The Association intends to fund major
repairs and replacements over the estimated useful lives of the components. Actual expenditures, however, may vary
from the estimated amounts and the variations may be material. Therefore, amounts designated for future repairs and
replacements 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 levy a special assessment to supplement
previously budgeted funds.

As of December 31, 2021, the Association had not conducted a study to determine the estimated remaining useful lives
of the components of common property and current estimates of cost of major repairs and replacements that may be
required in the future. The Association’s Board of Directors’ plans to discuss the hiring of an outside engineering firm
to perform a reserve study in the future.

In April 2021, S&ME, Inc. of Surfside Beach, SC completed a pavement inventory and exploration, including
geographical characterization using Ground Penetrating Radar (GPR) to develop a generalized future pavement
rehabilitation plan. To perform the pavement inventory, they used GPR in conjunction with a limited core sampling
program. The study covered approximately 5-1/2 miles of two-lane roadways within the Lakes which are approximately
35 years old. As a result of this study, and for future planning purposes, the Road Reserve is and will be funded with
periodic transfers from the general operating funds.

10 - ARCHITECTURE REVIEW BOARD ESCROW FUNDS

Lot owners proposing to construct a new residence must post a refundable performance bond. These bonds are held in
a separate escrow bank account and are refundable upon meeting certain specific conditions outlined in the policies of
the Architectural Review Board. At December 31, 2021, the Association recognizes $126,390 in Architecture Review
Board escrow funds.

11 - FASB ASC 606 ACCOUNTING GUIDANCE IMPLEMENTATION

The Financial Accounting Standards Board (FASB) issued guidance that created Topic 606, Revenue from Contracts
with Customers, in the Accounting Standards Codification (ASC). Topic 606 supersedes the revenue recognition
requirements in FASB ASC 972-605, Real Estate - Common Interest Realty Associations, Revenue Recognition, and
requires the recognition of revenue when promised goods or services are transferred to customers in an amount that
reflects the consideration to which a CIRA expects to be entitled in exchange for those goods or services.

The Association adopted the requirements of the guidance, using the modified retrospective method of transition,
which requires that the cumulative effect of the changes related to the adoption be charged to beginning fund balance.
The Association applied the new guidance using the practical expedient provided in Topic 606 that allows the guidance
to be applied only to contracts that were not complete. Adoption of the new guidance resulted in changes to our
accounting policies for assessment revenue and contract liabilities related to the reserve fund, as previously described.

The effect of the adoption is an increase in 2021 revenues by $144,845. The effect of the adoption also resulted in the
recording of a contract liability (assessments received in advance-reserve fund) at December 31, 2021 of $382,232. The
Association has no customer contract modifications that had an effect on the Association's transition to the new
guidance.
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