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INDEPENDENT AUDITOR'S REPORT

To the Board of Directors and Management of’
Hawaitan Shores Community Association
Pahoa, Hawaii 96778

We have audited the accompanying statement of linancial position of Hawaiian Shores Community Association (a
Hawaii nonprofit corporation) as of October 31, 2016, and the related statements of revenue, expenses and change
in fund balances, and cash flows for the year then ended.

Management's Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express an opinion 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. Those standards
require that we plan and perform the audit 10 obtain reasonable assurance about whether the financial statements
are free from material misstatement.

An audit imvolves 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 assessment of the
risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessmemts. the avditor considers internal control relevant to the entity *s preparation and (air presentation of the
tinancial statements in order 1o design audit procedures that are appropriate in the circumstances, but not for the
purpose ol expressing an opinion on the effectiveness of the entity's internal control. Accordingly. we express no
such opinion. An audnt also includes cvaluating the appropriateness of accounting policies used and the
reasonableness ol significant accounting estimates made by management as well as evaluating the overall
presentation of the financial stalements,

We believe that the audit evidence we have obtained is sufficient and appropriate 10 provide a basis for our audn
opinion.

Opinion

In our opinion. the financial statements referred to above present fairly, in all matenal respects, the financial
position of Hawaiian Shores Community Association as of October 31, 2016, and the revenue, expenses, change in
fund balances, and cash flows for the vear then ended in accordance with accounting principles generally accepied
in the United States of America.

Report on Summarized Comparative Information

We have previously audited Hawaiian Shores Comumunity Association’s financial statements tor the year ended
October 31, 20135, and our report dated January 15, 2016, expressed an unmodified opinion on those audited
financial statements. In our opinion. the summarized comparative information presented herein as of and for the
year ended October 31, 2013, is consistent, in all material respects, with the audited financial statements from
which it has been derived.

W(///’f

Hilo, Hawaii
January 15, 2017

|
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Hisw auian Shores Community Association

Statement of Financial Pasinon
As of Quiober 31, 2016

(With Comparatn e Totals 1or the Year Ended October 31, 2013)

Park and

Operuting Facihtics Emergency 2uth
ASSFTS Fund Water Furd  Roisds Furd Fund Fuml Total 2015 Tatals
CURRENT ASSLETS
Openting Cheehing Savings SR § - s - 3 - S - SO HHE2 8 156312
Infrastructure Sas ings - - J19.M36 - - 219, 836 169,381
Reserye Clhicchang Savings - - - 261653 - 260,633 217.029
Total Cash and Cash Equivalunts 144,822 - 219836 260,653 - 585313 542922
Accounts Recenvable (Nowe 4
Fee Assessments (5 ole 2 14360644 - - - 196,044 2ind?i
Water Lise 149,764 - - - 19,764 18.621
Other 13,642 - - - 13.642 16,887
Allswang e for Doubiiul Aceounts {100.000) - - {LTHLINN) { 1U0,00i0
Total Accountls Reveivishle 130,050 . S S . 1300350 143,979
Prepand Expronses 3808 - - - - 3.R0y 19,271
Iniertind Due 1o Due From 13,590 (15,001 5.840) 1750 6470 - -
Tutal Current Assels 2513640 (13,0001 213,996 202,433 6470 719.261 708,172
PROPERTY AND EQUIPMENT [Nute 2)
Buildings. Furniture and Fyutpment 3.261 208 . . - - 3,261,208 322750
Land 2.645.0628 - - - - 2,045,628 26045628
Vehicles 734002 . - - 73002 62544
Wurk 1n Progicss 249,668 - - - - 249068 76,120
6,229,504 . - - - 0,229 506 6,011,586
Loss Accunmbined Depreciation (2.682.736} : # - - (2.682.730)  (2.631.720)
Net Property and Eguipment 3540770 - - - 3.546.770 3380163
Investments (Nate 31
Amerprase Cash Reserve Cenilicate of Deposit - e - - 162,824 162524 BV
Amerpise Cash Reseive Centificate of Duepost - 375039 - - . YR KL IRY.U30
HNB Collateral Account iNowe 1) - O61L550 - 6lL.5350 60,323
Ameripnse Stenegie Panlolio Service Advantage - 81572 - - - 51,372 173,103
Anenipnse SPS Advantage & - - - 77471 77471 82363
Total Ins estinent - 436,711 - 6l 3350 2400293 757.550 6!, 164

TOTAL ASSETS

LIABILITIES AND NEV ASSETS

CURRENT LIABILITIES

S L7985 0ME S J47H S 213996

§ 32IY8F & M6.765

$ 3.023.587

§ 4.749.500

Accounts Pavable $ (IR S - b3 - % - % - 5 LS 8 ERV Y
Prepasd Water and Assossimmnets 13,292 - - - - 13.292 9,886
Payiall Liobiliies 15.312 - - - - 15312 232
Tenant Wiger Deposats ( Note 6) 6,305 - - - - 6,505 6,203
Vacation Payable 2414 - - - - 2414 24014
Current Matunty of HNB Promissory Noteihate 11) Y3 - - - - 8933 11,755
Current Matuny of USDA Proanissiny Note {Note 121 37967 - - - - 37.967 -
Tulst Cumrent Liabiitics 36,343 - - - - 86343 36472
LONG TERM LIABILITIES
LSDA Promassisny Note [Nvle 12) 82,041 - - - - K204 -
HNB Promessory Note {Note |1} - - - - - - sS40
Tenta! Long Tenn Liabilitics 4341 - - . - 820410 8120
FUND BALANCE {Note 2}
Untesineted Net Assets (Nue 3) 3.629.746 41711 213.996 32283 246,763 4.833.203 4.684.914

TOTAL LIABILITIES AND NET ASSETS

S 3TN S ML S 230

.

$ 322u85 246,765

$ 5,023,387

% 47495006

Page 2

The accompanying notes are an integral pan of these financial statements,



REVENUE
Annual Assessments

Monthly Water Fees {Note 6)

Remal Incame
Transier Fees
Guest Fees

Interest and Inyestment Income

Water Hookup Fees
Miscellaneous Tncome
Reimbursable Legal Fees
Granls

Total Revenue

EXPENSES
Salaries and Wages
Maintenance and Repairs
Depreciation
Insurance
Utilities
Payroll Expenses
Oflice Expense
Employee Benefits
Loss on Disposal
Professional Services
Printng
Legal Fees
Miscellancous Expense
Subscripions and Traimngs
Board of Direciors Expense
Propeny Taxes
Postage
Interest Expense

Total Fxpenses

Change in Fund Balanee

Beginning Fund Balance

Transters

Hawaiian Shores Community Associahon
Statement of Revenue, Expenses and Change in Fund Balances
For the Year Ended Oclober 31, 2016
{With Comparative Totals for the Year Ended October 31, 2015)

: Park and
Operating Facilities Emergency 2016
Fund Water Fund  Rouds Fund Fund Fund Total 2015 Tuwtals
$ 313598 8 77,700 S 19430 S 45325 S 6470 0§ 362523 5 483413
243,183 - - - - 243,183 215,638
21.250 - - - - 21.250 21.250
11,700 - - - - 11.700 4,600
6.308 - - - - 6.308 5.186
49 1.978 261 409 1.482 4.179 3424
<4.000 - - - - 4,000 1.000
2.893 - - - - 2893 4.683
384 - - - . 384 794
- - - - - . 21.200
Reimbursable Water System Damage - - - - - 763
603,365 79.678 19.691 45.734 7.952 756,420 761.951
271437 - - - - 271437 327.657
63 812 - - - - 69.812 122,528
55,624 - - - - 35.624 65416
39.735 - - - - 39,735 20.822
37.820 - - - - 37.820 40.994
24711 - - - - 24711 5.760
22312 - - - - 22312 16,729
19.337 - . - - 19.337 17428
4.434 - - - - 4434 -
16,409 - - - - 16400 13423
6,785 - . - - 6,783 6,407
5,137 - - - - 5.137 5.871
4718 - - - - 4.718 044
2,763 - - - - 2763 3175
2.603 - - - - 2.603 2578
1.700 . - - - 1.700 1.664
734 - - - - 734 2844
60 - - - - 6() 608
386131 - - - - 586.131 534,857
§ 17234 5 79678 05 19.691 % 4573 0§ 7952 0§ 170289 S 207094
3.637.133 362,033 169581t 277,352 238813 4684914 4492360
(24.623) - 24724 (10 - -
- - - S S = (14.640}

Prior Penod Adjusinent (Note 13)

Ending Fund Balance

$3.629.746  S441.711 $213.996  $322985  $246.765

I'he accompany iy notes are an miegral part of these tinanctal statements
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Hawaiian Shores Community Assoctation
Statement of Cash Flows

For the Year Ended October 31, 2016

{With Comparative Torabs for the Year Ended October 31, 2015)

CASH FLOWS FROM OPERATING ACTIVITY
Change in Fund Batance
Adjustments to Reconcile Changes in Net Assets
With Net Cash Provided by Operating Activitics:
Add Depreciation
Prior Period Adjustrent {Note 13)
Loas on Dispusal
Change in Net Accounts Receivable
Change w Interiund Due 10 Due from
Change i Prepaid Expenses
Change in Accounis Payable
Change in Payroll Liabilities
Change i Prepaid Water and Assessments
Net Cash Provided by Operating Activity

CASH FLOWS FROM INVESTING ACTIVITY
Purchase / Reim estment of Investments
Purchase of Property and Equipment

Net Cash Used by [nvesting Activiy

CASH FLOWS FROM FINANCING ACTIVITY
Borrowings from USDA Promissory Note (Note 12)
Payments of USDA Promizsory Note (Note 12)
Payments of HNB Promissony Note (Note 1)
Transfers

Net Cash Provided (Used) by Financing Activiy

et Inerease (Decrease) in Cash for the Year
CASH AT BLGINNING OF YEAR

CASH AT END OF YEAR

Supplemental Cash Flow Information
Cash Pard for lnteress

The accompanying notes are anntegral pan of these financial statements
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Park and

Operating Water Roads Faeihties Emerpency A6 s

Fund Fund Fund Fund Fumd Total Tatal
S 17234 S 79678 S 19491 S 45734 5 7452 S IT0L2R9 S 207.094
35,624 . - - - 33.624 63,416
- - - - - - 14,640
444 - - - 4434 -
13929 . - - - 15,929 (13,578)

(12.5390) 15.000 3840 {1.780) {6470} - -
15,373 - - - - 15,373 1216
{21.982) - - - - (21,982} 16.940)
13.000 - - - 13,000 {64)
3.706 - - - - 3.706 2.262
90,728 94.678 2553 43.954 1482 236.373 280,040
- (94.678) 1227) {1,482y {96.387)  (I0B470)
{226.663) - - - & (226,663} (3.098)
{226,663} (94.678) - {227y (EA82) (3230500 (113.568)
169,550 - - - - 169,330 -
{49.542) . - - {49.542) -
{10.940) - - - (10941} (11.397)
(24,623) - 24724 {101) .
B4 - 474 {101} 109,068 (11.392)
(S1.490) - 50,255 43,626 - 42,391 135,080
136,312 169,581 217.029 542022 387.842
S104822 § - S 23836 S 260633 § - § 385313 S 542902
) (i VY S S S - S 60 S 6Us



HAWAHNAN SHORES COMMUNITY ASSOCIATION

Notes to the Financial Statements
October 31, 2016

Note |. ORGANIZATION

Hawaiian Shores Community Association (the Association) was incorporated as a nonprofit corporation in the State of
Hawai‘i on July 16, 1971. The Association is located in the Hawaiian Shores Subdivision. District of Puna. County of
Hawai't, comprising 1,294 lots. Each lot owner is subject to cavenants, conditions. and restrictions as set forth in the
Declaration of Covenants, Conditions, amd Restrictions-Hawaiiun Shores Recrcational Extates.

The purpose and activities of the Association are to promote the best interests of the property owners in the subdivision
and to promote. sirive to improve, maintain, and manage all common and community facilities within the subdivision.

Note 2. SUMMARY OF SIGNIFICANT ACCOUNTING PPOLICIES

Method of Accownting: The Association uses the accrual method of accounting for both financial statement reporting and
tax return preparation.  Under this method of accounting revenue is recognized when camed rather than when received
and expenses are recognized when incurred rather than when paid.

Property and Equipment: Real propeny acquired is reflected on the Association's {inancial siatements, The Association’s
policy is 10 capitalize {ixed assets with a useful life greater than one vear and for which the Association holds title in its
name and has a value greater than $5.000. Capitalized assets are stated ot cost, less depreciation. caleulated using the
straight-fine method over the assels’ estimated useful lives.

Menher Assessments: Owners are subject 10 a yearly assessment of $350 10 provide funds for the Association's operating
expenses, fulure capital acquisitions, and major repairs and replacements. Any assessments not paid within two months of
its effective date will bear interest, retroactive from the effective date at the rate of 1% per monih, or at such other rate as
the Baard of Directors establish. The Association’s by -laws allow the Association to also establish special assessments,
Accounts Receivable — FFee Assessments on the batance sheet represent fees due from lot owners. Prepaid Assessments on
the balance sheet represent advance payvments by owners lor future assessments.

Frnd Bulunces: To ensure observance of limitations and restrictions on the use of financial resources, the Association
mamains its accounts using fund accounting. Financial resources are clussified for accounting and reporting purposes in
the following funds established according to their nature and purpose:
Operating Fund-This tund is 1o account for financial resources availuble for the general operations of the Association.
Water Fund-This fund is to be used exclusively to fund the water system.

Roads Fund-This fund is to be used exclusively to fund road related expenses.

Park and Facilities Fund-This fund is to be used exclusively 1o fund park related expenses.

Fmergency Fund-This fund 1s (o account for financial resources related to any emergencies or extraordimary situations
and major projects that may not have been budgeted or planned.

Pave 5



HAWAIIAN SHORES COMMUNITY ASSOCIATION

Notes to the Financial Statements
October 31, 2016

Note 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES iContinued)

Cash and Cash Eyuivalenss: For the purpose of the Statement of Cash Flows, cash is defined as demand deposits, savings
accounts. and certificates of deposit with maturities of three months or less.

Use of Estimates: The preparation of financial statements in conformity with generally accepted accounting principles in
the United States of America requires management o make estimates and assumptions that aftect certain reported
amounts and disclosures, Accordingly, actual results could differ from those estimates.

fcome Tuves: The Association is exempt [rom Federal income taxes pursuant to Scerion 501¢ci4) of the Internal
Revenue Code and apphcable State law.

The accounting standard on accounting for uncertainty in income taxes addresses the determination of whether tax
benefits claimed or expected to be claimed on a tax retum should be recorded in the financial statements. Under that
guidance, the Association may recognize the tax benelit from an uncertain tax position only il it is more fikely than not
that the tax position will be sustained on examination by taxing awthorities based on the technical merits of the position.
Examples of tax positions include the tax-exempt status of the Association and various positions related to the potential
sources of unreluted business taxable income (UBIT). The tax benefits recognized in the financial statements from such a
position are measured based on the largest benefit that has a greater than 30% hikelihood of heing realized upon ultimare
settlement. There were no unrecognized tax benefits identified or recorded as habilities Tor fiscal year 2016 and 2015,

The Association tiles its Fermys 996 m the U.S. Federal junisdiction and the office of the State’s Attorney General for the

State of Hawaii. The Association is generally no longer subject 1o examination by the Internal Revenue Scrvice for years
before 2013,

Note 3. NET ASSETS

Hawaiian Shores Community  Association has conformed to FASR ASC 93I8-2/0-43-9. “Noi-for-Profit Entines,
Classificarions of Net Assees.” and the Statement of Firemcial Acconnting Standards formerly (SFAS) No 17 " Financial
Starement of Not-for-Profit Organizetion.”  Accordingly, Hawaiian Shores Communiy Association 1s required to report
information regarding its financial position and activities according to the following three classes: unrestricted net assets,
temporarily restricted net assets. and permanently restricted net assets.

Unrestricted net assets represent those assets whose usage is neither temporanly nor permanently restricted by donors.
These revenues are used for the general operating expenditures of the Association or tor such purposes as determined by
the Board of Directors,

Femporarily restricied net assets represent restricted grants and funds received from foundations and donors for which the
restrictions had not yet been fulfilled as of year end. There were no temporarily restricted net assets at October 31, 2016

and 2013,

There were no permanently restricted funds as of October 31, 2016 and 2015.

Page 6



HAWAINAN SHORES COMMUNITY ASSOCIATION

Notes to the Financial Statements
QOctober 31, 2016

Note 4. ACCOUNTS RECEIVABLE

The Association’s policy is to place liens on the properties of owners whose annual assessments are in arrears. Accounts
Receivable of $230,050 at October 31, 2016, and $245.979 at October 31, 2013, in the Operating Fund were in arrears and
subject to lien. Because of foreclosures against certain property owners which c¢ast doubt on the collectability of centain
assessments, management has established an allowance for doubtful accounts of $100,000 at October 31, 2016 and 201 5.
for this uncertainty based on past collection history and the composile of the current balance. Hence. net accounts
receivable at October 31, 2016 and 2015, amounted to $130.050 and $145,979 respectively. Total Accounts Receivable
past due over one year totaled approximately $174,222 a1 October 31, 2016. and $170.481 at October 31, 2015,

Note 5. INVESTMENTS

Hawaiian Shores Community Association has conformed 10 FASB's ASC 820-10-50-1 which establishes o fnr value
hierarchy for inputs used in measuring fair market value that maximizes the use of observable inputs and minimizes the
use of unobservable inputs by requiring that the most observable inputs be used when available.  Observable inputs are
those that market participants would use in pricing the asset or liability based on the best information available in the
circumstances. This fair value hierarchy consists of three broad levels:

* Level | inputs consist of unadjusted quoted prices in active markets such as siock exchanges tor identical assets and
have the highest priority.

* Level 2 inputs consist of significant other observable inputs such as quoted prices for similar assets and habilities in
active markets and inputs that are observable for the asset and liability. either directly or indireetly, for substantially the
full term of the financial instrument,

* Level 3 inputs consist of significant unobservable inputs and include sitations where there is little if any. market
activity for the investment.  The inputs require significant judgment or estimates such as those associated with
discounted cash flow methodologies and appraisals.

There are no liabilities or other assets measured at fair value on a recurring or non-recurring basis. Fair values of assets
measured on a recurring basis are as follows:

Quaoted Sigmficant Significant Non-
Tota] Prices: Other Inputs: Observable Inputs:
Assels 104317216 Level | Level 2 Level 3
Certificate of Deposit and Cash funds $ 757556  §751556 § . [ -
Total 37537556 8757556 S - 5
Quoted Sigmticant Signitican Non-
Total Prices: Other Inputs Observable Inputs
Assets 1043112013 Level | Level 2 Level 3
Certificate of Deposit and Casly funds S 661169 5661169 § = S .
Total 5661169 §661.169 S - $ -
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HAWAIIAN SHORES COMMUNITY ASSOCIATION

Notes to the Financial Statements
October 31, 2016

Note 6. WATER SYSTLEM

The Association owns and operates a water system for the subdivision. According 1o the Association’s by-laws each lot
owner must pay a water hookup fee before starting construction or landscaping. The individual meter system has been
completed and billings are based on actual measured usage.

The Association also requires a security deposit of $200 from tenants (renters’lessees). This deposit is retundable o

tenants when they move out of the subdivision. Total water deposits held by the Assaciation amounted 1o $6,503 at
Qctaber 31, 2016, and $6.205 at October 31, 2015,

Note 7. SIMPLIFIED EMPLOYEE PENSION PLAN (SEP)

The Association established a Simplified Employee Pension Plan for all ehgible employees.  As of November 13, 1999,
employees are eligible to participate in the Plan upon attaining the age of 21 years and having performed services for the
Association tor at least three vears.  All anounts contributed 10 the employee™s SEP Plan will be immediatels 100% vested
Contributions. by the Association were $3.303 in fiscal year 2016, and 8364 in fiscal year 2013, respectively, for chuible
employees.

Note §. RENTAL INCOME

In the tiscal year ending October 31, 2014, the Association entered into a five year lease with Vista Towers, LLC. for the
use of Assactation property for the purpose of a cellular transmission tower, The Assoctation received monthly payvinents
of $1.200 per month plus applicable General Excise taxes during that time, A second carmier was added 10 the tower
during the year ending October 31, 2015, mising the rental income 1o $1.700 per month.  Additional carriers added will
increase rental income by S500 per carrter. At the end of the five-yvear term there 15 a renewal option for another five
years with a 10% inerease in rental income. Fhere are four consecutive, five-year, 10% escalator renewal tenus available
for a total of 20 years of extensions possible under the current lease term.

The Association also entered into a five year lease with Kamehameha Schools during the year ended October 31, 2014,

This tease allows Kamehameha Schoaols access to their property through the Association’s property. Annual payiuents of
$2.000 are recorded as income from this lease agreement.

Note 9. FUTURE LEASE PAYMENTS

The Association renewed a non-cancelable operating lease with Pituey Bowes Globat Financetal Services. LLC, in August,
2013, The extended lease agreement is for 31 monthly payments of $E97. The following 1s the non-cancelable portion of
this lease tor the year ending October 31:
2007 5 23500
2018 590
S 2950
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HAWAIIAN SHORLES COMMUNITY ASSOCIATION

Notes to the Financial Statements
Ociober 31, 2016

Note 10. SUBSEQUENT EVEN'TS

In preparing these financial statements, management has evalvated events and transactions for potential recognition or
disclosure through January 15, 2017, the date the {inancial statements were available for use,

NOTE I HAWAII NATIONAL BANK PROMISSORY NOTE

In May. 2012, the Association took out a tean with Hawaii National Bank (HNB} 10 fund the purchase and anstallation of
a solar system to offset the average monthly electric bill for operating the pool pump. The five vear loan bears interest at a
rate of 1.7 percent at October 31, 2015, Monthly payments of $1,000 are required based on a five yeiar amonization
period with the final payment due in May 2017. The loan is secured by a five vear cenificatc of deposit at 03 percent
interest held with the financial institution. The principal due in full during the year ending October 31, 2017 s $8.935.

NOTL 12, USDA PROMISSORY NOTE

During the year ending October 31, 2016, the Assoctation secured funding in the form of a loan and grant from the United
States Department of Agriculture (USDAY) to upgrade the existing water infrastructure,  The costs associated with the
project are to be billed to the USDA when incurred. The full value of the potential loan is $1.037.000. of which $169.500
was spent and billed 1o the USDA during the year. The loan bears interest at 2.5% and ealls for monthly payments ot
$3.423 and matures i 2056, The Association has been making accelerated payvments since meeption of the joan. Once
the full value of the loan is drawn, the USDA will issue a grant tor $864.880 to finish the project. Maturity of the loan is
as tollows:

2017 S 37967
2018 § 38927
2019 S 39911
2020 i) 3.203

Note 13, PRIOR PERIOD ADJUSTMENTS

In 2016, a prior period adjustment was recorded to properly record the accounts payable and insurance expense, These
adjusting entries had the following effects on the Qctober 31, 2013 financial statements:

s Decrease unrestricted net assets and changes in net assets by S14,640.
o [nerease accounts payable by $14.640,
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