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To the Board of Directors and Members
Herron Maintenance Company
Herron Island, Washington

INDEPENDENT AUDITORS' REPORT

We have audited the accompanying Balance Sheet of Herron Maintenance Company as of
Saeptember 30, 2003 and the related Statements of Revenues, Expenses and Changes in
Members' Equity, and Cash Flows for the year then ended. These financial statements are the
responsibility of the Association's management. 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 to obtain
reasonable assurance about whether the financial statements are free of malerial 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 audit provides a reasonable basis for our opinion.

In our opinion the financial statements referred to above present fairly, in all matenal respects, the
financial position of Herron Maintenance Company as of September 30, 2003, and the results of its
activities and its cash flows for the years then ended in conformity with generally accepted
accounting principles. This report is intended solely for the information and use of (the specified
parties) and is not intended to be and should not be used by anyone other than these specified
parties.

ier and Associates, P.S.
Dedfember 30, 2003



HERRON MAINTENANCE COMPANY
(A Homeowners' Association)
BALANCE SHEET
aeptember 30, 2003

ASSETS

Cash and Cash Egusvalents 5 41,517
Accounts Receivabla g 69,687
Total Accounts Recelvable
Restriciad Funds (Vanguand)

Docks/Dolphing Reserves 77344

Dry Dock Reserves 11,068

Lepal and Insurance Reserves 25,038

Road Raserves 7.81

Water Reserves _ bagsn
Total Restrictad Funds 180,232
Cenificate of Deposa 1.034
Prepaid Expenses = K]
Propary & Equipmizni

Ferny 728,711

Ferry Major Repair & Dry Dock 48,650

Fermy Stearing System 19,435

Ferry Dock & Repairs 1,232,386

Fermy Dock Daolphins a7 838

Equipment & Office Improvements 45 852

small Boat Dock 30,450

Major Road Repairs 40,245

Less Accumulated Depreciation (875.572)
Tatal Pmpearty & Equipman 1.308. 804

Land 16,8340
TOTAL ASSETS - w

LIABILITIES & MEMBERS' EQUITY

Accounts Payable 5 8 180
Mambers' Equity 1,608,878
TOTAL LIABILITIES & MEMBERS' EQUITY 5 1,619,167

The sccompanying notes & an aisgral par of e Inancial stolemanis
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HERRON MAINTENANCE COMPANY

(A Homeowniors' Association)

STATEMENT OF REVENUES & EXPENSES AND CHANGES IN MEMBERS' EQUITY
For the Fiscal Year Ended September 30, 2003

REVENUES
Arnnual Assessments
Femry Fees
Interes! Incoms
Miscellaneous
TOTAL REVEMUES

EXPEMSES
Administrative
Accounting & Payroll Senvice
Amorization & Depreciation
Bad Debt
Insurance
Legal & Collection Fees
Miscellaneous
Oiffice, Printing & Postage
Salaries Payroll Toxes, & Banofits
State & County Taxes
Telephones
Tatal Administrative Expenses
Ferry Docks
Cepreciatan
Repairs & Mainlenance
Paris & Supplies
Litilithas
Total Femy Docks Expenses
Ferry
Depreckation
Equipmeant
Fuel
Insurance
Major Repairs & Dry Dock
Rauting Maintenance
Salaries, Payroll Taxes & Benefits
Taxes- Personal Propany & Excise
Litilties, Supplies & Other
Tolal Fomy Exponsas
Park Expenses
Road Expensas
Water Expenses
Salaries & Payroll Taxes
Repairs, Supplies, Uilties & Other
Taotal Water Expenses

TOTAL EXPEMSES
Daficiency of Revenues over Expenses

Membears' Equity on September 30, 2002
Members' Equity on September 30, 2003

5,301
9,085
56,284
18,282
B, 184
4,091
6,837
47,087
1,873

1,730

34,504
G20
2214

1,054

44,405
2 427
22,024
42114
117 822
5,862
173,713
2,708

9 488

4545

14,632

5 331,502
111,725
10,822

11,230

150,066

38,491

420,659

6,582
@,681

19,177

The accoirparyg nows e &y niegral part af the financial

EEplemahis
e

5

3

465 460

651,834
(186,467)

1,796,445
1,609,978



HERRON MAINTENANCE COMPANY

(A Homeownars' Assosiation)
STATEMENT OF CASH FLOWS

For tha Fiscal Year Ended Seplember 30, 2003

Cash Flows frem Operating Activities

Deficiency of Revenue aver Expenses

Adjustments to reconcile Deficiency of Revenue over Expenses

to Cash Flows from Cporating Activities:

Amortization & Depreciation
Decrease in Accounts Recaivable
Decreasa in Prepaid Insurance
Incease in Accounts Payable

Met Cash used by Operating Activities
MNet Decrease in Cash
CASH AND CASH EQUIVALENTS ON SEPTEMBER 30, 2002

CASH AND CASH EQUIVALENTS ON SEPTEMBER 30, 2003

(186.467)

88,556
38,581
B672
200

The ncoorponging noles ans w insegral pait of the lnencisl stalsments.

3 {51 448)

{51.448)
274,231

5 222,783
= ]



HERRON MAINTENANCE COMPANY

MNOTES TO THE FINANCIAL STATEMENTS
Far the Fiscal Year Ended Seplember 30, 2003

NOTE A - NATURE OF ORGANIZATION AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Nature of Organization
Herron Maintenance Company (HMC) was incorporated on May 1, 1958, in the state of

Washington. HMC is responsible for the operation and maintenance of the common property
on Herron Isiand and the wharf of the corporation located at Herron, including the specific
purpose of maintaining and operating the private ferry between the wharf at Herron and Herron
Island. All island lot owners are members of HMC. There are approximately 369 members.

HMC's financial statements present financial position and resulls of operations on the accrual
basis of accounting. Accrual accounting is the method of recording transactions, by which
revenues and expenses are reflected in the accounts in the period in which they are considered
to have been eamed and incurred, respectively, whether or nol such transactions have been
finally seftled by the receipt or payment of cash or its equivalent.

Cash and Cash Equivalents
The Association considers cash on depasit, cash on hand, money market funds (if any) to be
cash equivalents.

Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires the board of directors to make estimates and assumptions that may affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities
at the date of the financial statements and the reported amounts of revenues and expenses
during the reporling pericd. Actual results could differ from those estimates.

Member Assessments

HMC members are subject to annual assessments to provide funds for HMC's operaling
expenses, fulure capital acquisitions, and major repairs and replacements. Accounts recevable
at the balance sheet dale represenis fees due from lot owners. HMC's policy is to retain legal
counsel and place liens on the properties of lot owners whose assessments are 30 days or
more delinquent. Any excess assessments at year-end are retained by HMC for use in the
succeeding year.

Son accorpamdng indepsndent Audiors” Report.
Thasn ralis are on iningral part of the fnanclal snSsmonis.
-



HERRON MAINTENANCE COMPANY

MNOTES TO THE FINANCIAL STATEMENTS
For the Fiscal Year Ended September 30, 2003

Income Taxes

Homeowners' associations may be taxed either as homeowners' associations or as regular
corporations. HMC has elected to be taxed as homeowners’ association. Under that election,
the association is taxed on its nonexempt function income, such as interest earings, at a flat
rate of 30%. Exempt function income, which consists primarily of member assessments, is not
taxable.

Property and Equipment

Property, plant, and equipment are stated at cost. All assets purchased for over $500 are
capitalized and depreciated aver their useful life. Capitalized eommon property Is depreciated
over its estimated useful life using the straight-line method of depreciation. At acquisition, the
estimated useful life of the ferry and ferry docks were 20 years and 40 years respectively. The
estimated useful lives of capitalized equipment are five to seven years.

Assets acquired when the organization was first formed were not capitalized. This is a
departure from generally accepted accounting principles. Its effect on HMC's financial position
has not been determined, but it is considered immaterial due to the age of the assets.

Land
Property not capitalized includes, but is not limited to, land parcels acquired through foreclosure.
At September 30, 2003 a total of twenty-cne such parcels have been acquired.

A lotal of four lots have been deeded in lieu of paying the ocutstanding assessments to the
organization. The value of these lots as of the balance sheet date was $16,830. The
organization plans to retain one lol. The other three lots are to be sold in the near future to
recover their costs. Three of these lots are recorded at their assessed value of $3,800, and
the balance of the outstanding assessment was allocated to bad debt axpense. The
remaining lot is recorded at a cost (delinquent amount) of $13,130.

NOTE B - ASSESSMENTS RECEIVABLE

Assessments receivable consists of general assessments which are used to maintain
operations of HMC property and the ferry dock assessment, which was used 1o build the new
ferry dock.

S aconmpnring independent Audion’ Report.
These notes ane @ integral pa of e Mnancial shiemenis
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HERRON MAINTENANCE COMPANY
MNOTES TO THE FINANCIAL STATEMENTS
For the Fiscal Year Ended September 30, 2003

NOTE C - FUTURE MAJOR REPAIRS AND REPLACEMENTS

HMC's governing documents do not require the accumulation of funds to finance estimated
future major repairs and replacements. The corporation has not conducted a study to
determine the remaining useful lives of the components of common property and estimates of
the costs of major repairs and replacements that may be required in the future, Hemon
Maintenance currently sets aside funds for dry dock, docks and dolphins, legal and insurance,
water system, roads, and a few other planned and unplanned expenses. If these funds are
drained the corporation plans to borrow, increase maintenance assessments, or delay repairs
and replacements until funds are avallable. The effect on future assessments has not been
determined.

NOTE D - INSURANCE

HMC is an accrual basis corporation. Insurance is reported on cash basis. In prior years
HMC has used the pure accrual method for reporting insurance by use of a prepaid
insurance asset account. The Board of Directors has determined that they would like to see
the insurance when paid for ease in budgeting for future periods. The amounts have been
determined to be Immalterial when looking at the financial stalement in its enlirety.

Sae pooompanming iIndepencan] Audliors” Heporl
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