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INDEPENDENT AUDITOR’S REPORT 
 

 
To the Board of Directors 
MEMORIAL NORTHWEST  
HOMEOWNERS ASSOCIATION 
 
Report on the Financial Statements 
 
We have audited the accompanying financial statements of Memorial Northwest Homeowners Association (a 
Texas nonprofit Corporation), which comprise the statement of assets, liabilities and members’ equity – 
modified cash basis as of December 31, 2018, and the related statements of revenue and expenses and 
changes in members’ equity – modified cash basis and cash flows – modified cash basis 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 with the modified cash basis of accounting; this includes 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. 
 
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 to obtain reasonable assurance about whether the 
financial statements are free 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 assessment of 
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those 
risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair 
presentation of the financial statements 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 entity’s internal 
control.  Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of 
accounting policies used and the reasonableness of significant accounting estimates made by management, 
as well as evaluating the overall presentation of the financial statements.  
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our 
audit opinion. 
 
Opinion 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial 
position of Memorial Northwest Homeowners Association as of December 31, 2018, and the results of its 
operations and cash flows for the year then ended in conformity with the modified cash basis of accounting. 
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Basis of Accounting 
 
We draw attention to Note 3 of the financial statements, which describes the basis of accounting.  The 
financial statements are prepared on the modified cash basis of accounting, which is a comprehensive basis of 
accounting other than accounting principles generally accepted in the United States of America.  Our opinion 
is not modified with respect to that matter.   
 
Disclaimer of Opinion on Required Supplementary Information 

Accounting principles generally accepted in the United States of America require that the information on future 
major repairs and replacements on pages 9-14 be presented to supplement the basic financial statements.  
Such 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.  We have applied certain limited 
procedures to the required supplementary information in accordance with auditing standards generally 
accepted in the United States of America, which consisted of inquiries of management about the methods of 
preparing the information and comparing the information for consistency with management’s responses to our 
inquiries, the basic financial statements and other knowledge we obtained during our audit of the basic 
financial statements.  We do not express an opinion or provide any assurance on the information because the 
limited procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.   

 
Report on Other Supplementary Information 
 
Our audit was conducted for the purpose of forming an opinion on the financial statements as a whole. The 
schedules of expenses – modified cash basis on pages 15-16 are presented for purposes of additional 
analysis and is not a required part of the financial statements. Such information is the responsibility of the 
Association’s management and was derived from and relates directly to the underlying accounting and other 
records used to prepare the financial statements. The information has been subjected to the auditing 
procedures applied in the audit of the financial statements and certain additional procedures, including 
comparing and reconciling such information directly to the underlying accounting and other records used to 
prepare the financial statements or the financial statements themselves, and other additional procedures in 
accordance with auditing standards generally accepted in the United States of America. In our opinion, the 
information is fairly stated in all material respects in relation to the financial statements as a whole.   
 
 

 
May 29, 2019 
 



MEMORIAL NORTHWEST

HOMEOWNERS ASSOCIATION

Statement of Assets, Liabilities and 

Members' Equity - Modified Cash Basis

December 31, 2018

 

 

Assets

Cash and cash equivalents:  

Operating checking $598,084

Petty cash 2,307

Money market reserves 120,223

Total cash and cash equivalents $720,614

Investments - certificate of deposit 231,734

Property and equipment:

Community center $887,958

Furniture and fixtures 36,122

Construction in progress 518,653

Less: Accumulated depreciation (193,007)
 

Net property and equipment 1,249,726

Total Assets $2,202,074

Liabilities and Members' Equity

Liabilities

Assessments received in advance $439,107

Total Liabilities 439,107

Members' Equity $1,762,967

Total Liabilities and Members' Equity $2,202,074

See accompanying notes to  financial statements.
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MEMORIAL NORTHWEST

HOMEOWNERS ASSOCIATION

Statement of Revenue and Expenses

and Changes in Members' Equity - Modified Cash Basis

Year Ended December 31, 2018

 

Revenue  

Member assessments $1,055,754

Collection and legal fees 56,796

Club dues 28,891

Community center rentals 9,685

Other revenue 8,429

Interest income 1,097

Total Revenue 1,160,652

Expenses

Community center 407,140  

Amenities operations 413,303  

General and administrative 218,973  

Total Expenses 1,039,416

 

Excess Revenue Over Expenses 121,236

Members' Equity - beginning of year 1,641,731

 

Members' Equity - End of Year $1,762,967

See accompanying notes to financial statements.
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MEMORIAL NORTHWEST 

HOMEOWNERS ASSOCIATION

Statement of Cash Flows - Modified Cash Basis

Year Ended December 31, 2018

 

 

Cash Flows From Operating Activities

Cash collected for assessments and fees $1,202,440

Cash interest and dividends received 1,097

Other cash receipts related to operations 47,005

Cash paid for operating expenses (987,763)

Interest paid on loans (17,236)

  

           Net Cash Provided (Used) By Operating Activities 245,543

Cash Flows From Investing Activities

Certificates of deposit matured 231,040

Certificates of deposit renewed (231,734)

Addition to property and equipment (518,653)

           Net Cash Provided (Used) By Investing Activities (519,347)

 

Cash Flows From Financing Activities  

Loan proceeds  

Loan principal repayments (345,725)

           Net Cash Provided (Used) By Financing Activities (345,725)

 

Net Increase (Decrease) in Cash and Cash Equivalents (619,529)

Cash and Cash Equivalents:

Beginning of Year 1,340,143

End of Year $720,614

 

Reconciliation of excess of revenue over expenses to 

net cash provided by operating activities

Excess Revenue over Expenses $121,236  

Adjustments to reconcile excess (deficiency) of revenue over

expenses to net cash provided (used) by operating activities:  

 

Noncash depreciation expense 34,417

Increase (decrease) in assessments received in advance 89,890

Net Cash Provided (Used) By Operating Activities $245,543

See accompanying notes to financial statements.
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MEMORIAL NORTHWEST 
HOMEOWNERS ASSOCIATION 
Notes to Financial Statements 
December 31, 2018 
 
 
 
 
NOTE 1 – Nature of Organization 
 
Memorial Northwest Homeowners Association is a Texas non-profit corporation that was chartered July 2, 1973.  
The purposes for which the corporation is organized are to provide maintenance of common areas, preservation, 
and architectural control of the 1,956 residential homes, and to promote the health, safety and welfare of the 
residents within the subdivision located on approximately 30 acres of land in Spring, TX. 
 

 
NOTE 2 – Date of Management’s Review 
 
In preparing the financial statements, management has evaluated events and transactions for potential 
recognition or disclosure through May 29, 2019, the date the financial statements were available to be issued.    
 

 
NOTE 3 – Summary of Significant Accounting Policies 
 
Basis of Presentation - The Association’s policy is to prepare its financial statements on the modified cash basis 
of accounting, which is a comprehensive basis of accounting other than accounting principles generally accepted 
in the United States of America.  Assets and liabilities are recorded and revenue and expenses are recognized on 
the cash basis, modified for a loan payable and assessments received in advance; consequently, certain revenue 
is recognized when received rather than when earned, and expenses are recognized when paid rather than when 
the obligation is incurred. 
 
Use of Estimates - The preparation of financial statements in conformity with the modified cash basis of 
accounting may require management to make estimates and assumptions that affect the reported amounts and 
disclosure of contingent amounts in the Association’s financial statements and the accompanying notes.  Actual 
results could differ from those estimates.  There are no significant estimates contained in the financial statements 
for the year ended December 31, 2018.   
 
Cash and Cash Equivalents - For purposes of the statement of cash flows, cash and cash equivalents include 
all unrestricted cash balances, all money market funds and highly liquid investments with original maturities of 
three months or less.   
 
Assessments Received in Advance – Assessments received in advance of the year due are classified as a      
liability (deferred revenue) on the balance sheet.  
 
Property and Equipment - Real property and common areas consist primarily of pool, tennis courts, community 
center and landscape.  The community center was constructed in 2013 and is being depreciated over an 
estimated useful life of thirty years using the straight line method of depreciation.   Pool improvements begun in 
2018 are recorded as construction in progress until they are complete and placed in service. The improvements 
will be depreciated over their estimated useful life.  
 
Member Assessments - Association members are subject to annual assessments to provide funds for operating 
expenses and repairs and replacements of common property.  Any excess assessments at year end are retained 
by the Association for use in the succeeding year.    
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MEMORIAL NORTHWEST 
HOMEOWNERS ASSOCIATION 
Notes to Financial Statements 
December 31, 2018 
 
 
 
 
NOTE 4 – Concentration of Credit Risk 
 
The Association maintains its cash in bank deposit accounts which, at times, may exceed federally insured limits.  
The balances are insured by the Federal Deposit Insurance Corporation (FDIC) up to $250,000.   At December 
31, 2018, the Association had balances in excess of insured limits of $581,603.00.  The Association has not 
experienced any losses in such accounts.  
 
 
NOTE 5 – Loan Agreement 
 
The Association entered into a loan agreement dated December 26, 2018 to borrow up to $3,800,000.00 for the 
purpose of pool improvements and other related costs.  The draw period on the loan is through December 22, 
2019 with interest only payable monthly at a fixed rate of 4.90%.  After December 22, 2019, principal and interest 
shall be payable by 180 successive monthly payments on the 22

nd
 day of the month commencing with the first 

payment on January 22, 2020.  The loan is secured by security agreement covering all money, accounts, and 
deposit accounts of the Borrower and all rights of the Borrower to levy and collect all assessments.  The loan 
matures December 22, 2034.   

 
 

NOTE 6 – Federal and State Taxes 
 
The Association is exempt from federal income tax under Internal Revenue Code Section 501 (c) (4).  Form 990-
Return of Organization Exempt From Income Tax is required to be filed annually. 
 
The Association is also exempt from state franchise tax and state and local sales tax on purchases in connection 
with its exempt purpose. 
 
The Association’s federal income tax returns are subject to examination by the Internal Revenue Service for three 
years after the returns are filed, and the Association’s federal tax returns for 2016, 2017, and 2018 remain open to 
examination.    
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MEMORIAL NORTHWEST 
HOMEOWNERS ASSOCIATION 
Notes to Financial Statements 
December 31, 2018 
 
 
 
 
NOTE 7 – Future Major Repairs and Replacements 
 
The Association is responsible for preserving and maintaining the common property. The Association’s governing 
documents do not require the accumulation of funds to finance future major repairs and replacements.  The 
Association does not separately assess members for future major repairs and replacements.    
 
The Association engaged the services of an independent engineer in 2015 to conduct a reserve study to estimate 
the remaining useful lives of the components of common property and estimates of the costs of future major 
repairs and replacements.  Replacement costs were based on estimated costs to repair or replace the common 
property at the time of the study and assume a 1.62% annual inflation rate between the date of the study and the 
date that the components will require repair or replacement.  
 
The Association has adopted and implemented a policy for funding major repairs and replacements based on the 
study’s estimation of remaining useful lives of the components of common property and the study’s estimates of 
current replacement costs, considering amounts previously accumulated for future repairs and replacements.  
Actual expenditures, however, may vary from the estimated amounts and the variations may be material.  
Therefore, amounts accumulated for future major repairs and replacements may not be adequate to meet future 
needs.  If additional funds are needed, the Association has the right to increase regular assessments, levy special 
assessments, borrow, or it may delay major repairs and replacements until funds are available. The effect on 
future assessments has not been determined. 
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MEMORIAL NORTHWEST 
HOMEOWNERS ASSOCIATION 
Supplementary Information on Future Major 
Repairs and Replacements (Unaudited) 
December 31, 2018 

 
 
 

 
An independent engineer conducted a study in 2015 to estimate the remaining useful lives and replacement costs 
of the components of common property.  Replacement costs were based on estimated costs to repair or replace 
the common property at the time of the study and assume a 1.62% annual inflation rate between the date of the 
study and the date that the components will require repair or replacement.  The board of directors has not 
designated a specific amount of funds towards each separate component of common property.  A portion of the 
study is presented on pages 10-14.  The complete report is available from management. 

 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
   
 
See accountant’s report.                               
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MEMORIAL NORTHWEST

HOMEOWNERS ASSOCIATION

Schedules of Expenses - Modified Cash Basis

Year Ended December 31, 2018

 

Community Center

 

Pool operations and maintenance $67,286

Grounds and general maintenance 28,849

Payroll and taxes 67,113

Depreciation - community center 34,417

Tennis court operations, maintenance 22,577

Fitness center operations, equipment 3,730

Maintenance supplies 4,619

Insurance (property and liability) 101,696

Security 26,238

Electric and gas 22,573

Water 3,730

Telephone and cable 5,197

Neighborhood activities 19,115  

 

407,140

Amenities Operations

 

Security patrol 231,227

Landscape and grounds 155,318

Mosquito fogging and pest control 16,112

Electricity and gas 4,042

Water 6,604

413,303

See accountant's report. 
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MEMORIAL NORTHWEST

HOMEOWNERS ASSOCIATION

Schedules of Expenses - Modified Cash Basis

Year Ended December 31, 2018

  

 

 

General and Administrative

Audit $5,800

Collection and deed restriction notices 17,654

Community management 64,872

Insurance (directors and officers) 12,850

Legal - collections, deed restrictions 80,131

Legal - other 8,544

Loan interest 17,236

Postage and office 11,886

  

218,973

See accountant's report.
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