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AARON WILSON HARRISON, III
CERTIFIED PUBLIC ACCOUNTANT

POST OFFICE BOX 15746

SURFSIDE BEACH, SC 29587
OFFICE (843) 626-4050  FAX. (843) 903-5451

INDEPENDENT AUDITOR'S REPORT

To the Board of Directors of
Ocean Dunes Tower 11 Homeowners Association, Inc.

I have audited the accompanying balance sheet of Ocean Dunes Tower Il Homeowners Association,
Inc. as of December 31, 2009, and the related statements of revenues and expenses and changes in
fund balances, and cash flows for the year then ended. These financial statements are the
responsibility of the Association's management. 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 audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. Anauditalso includes assessingthe accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. Ibelieve
that my audit provides a reasonable basis for my opinion.

In my opinion the financial statements referred to above present fairly, in all material respects, the
financial position of Ocean Dunes Tower Il Homeowners Association, Inc. as of December 31, 2009,
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.

Information for the year ended December 31, 2008, is presented for comparative purposes only and
was extracted from the financial statements presented by fund for that year, on which I expressed
an unqualified opinion in my report dated March 11, 2009.

The supplementary information on future major repairs and replacements on page 13 is not a
required part of the basic financial statements of Ocean Dunes Tower I Homeowners Association,
Inc. but is supplementary information required by the American Institute of Certified Public
Accountants. I have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the supplementary
information. However, I did not audit the information and express no opinion on it.

Surfside Beach, South Carolina
March 11, 2010



OCEAN DUNES TOWER Il HOMEOWNERS ASSOCIATION, INC.
Myrtle Beach, South Carolina
Balance Sheet
December 31,

2009 2008
Operating Replacement Totals Totals (For
Fund Fund Comparative

Purposes Only)
ASSETS

Cash $ 8,084 § 37,126 $ 45210 $ 42,538
Assessments Receivable - Members
(Net of Allowance for Doubtful

Accounts of $43,000 and $7,000) 13,354 - 13,354 6,028
Interest Receivable - 428 428 449
Prepaid Insurance 26,056 - 26,056 27,752
Other Prepaid Expenses - - - 1,940
Loan Origination Fees 5,685 - 5,685 7,106
Elevator Construction in Progress - - - 138,500
Utility Deposits 3,000 - 3,000 3,000
TOTAL ASSETS $ 56,179 § 37,554 $ 093,733 § 227,313

LIABILITIES AND FUND BALANCES
Accounts Payable $ 2,965 § - 8 2,965 § 4,770
Assessments Paid in Advance 1,309 - 1,309 1,794
Elevator Contract Payable 12,000 - 12,000 -
Premium Financing Note Payable 17,239 - 17,239 -
Deferred Insurance Assessment 26,056 - 26,056 27,752
Long Term Debt 207,979 - 207,979 145,606
TOTAL LIABILITIES 267,548 - 267,548 179,022
FUND BALANCES
Fund Balances (211,369) 37,554 (173,815) 45,391
TOTAL FUND BALANCES (211,369) 37,554 (173,815) 45,391
TOTAL LIABILITIES AND FUND
BALANCES $ 56,179 $ 37,554 $ 03,733 $ 225,313

See accountant's report and notes to financial statements.
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OCEAN DUNES TOWER Il HOMEOWNERS ASSOCIATION, INC.
Myrtle Beach, South Carolina
Statement of Revenues and Expenses, and Changes in Fund Balances

For the Year Ended December 31,

REVENUES

Regular Assessments

Insurance Assessments

Elevator Upgrade Assessments
Building Renovations Assessments
Late Fees

Interest Income

Other Income

TOTAL REVENUES
EXPENSES
Repairs and Maintenance Expenses

Pool Maintenance

General Maintenance - Uncontracted
Grounds Maintenance - Contracted
Pest Control

Elevator Service

Generator Maintenance

Wireless Internet

Installation of Wireless Internet

Hallway and Corridor Care Maintenance

Total Repairs and Maintenance Expense
General and Administrative Expenses

Telephone Services
Postage

Accounting Services
Taxes and License Fees
Bank Charges
Insurance Expense
Office Supplies

Legal

Miscellaneous

Property Management Services
Bad Debts

Total General and Administrative Expenses
Utility Expenses

Electric Power Expense

Water and Sewer Expense

Trash Removal Expense

Cable Television Expense

Total Utility Expenses

See accountant's report and notes to financial statements.

2009 2008
Operating Replacement Totals Totals (For
Fund Fund Comparative

Purposes Only)

$ 286,280 $ - $ 286,280 $ 200,028
44,200 - 44,200 51,603
70,000 - 70,000 -
50,000 - 50,000 -
4,975 - 4,975 2,900
40 751 791 1,538

396 - 396 910
455,891 751 456,642 256,979
16,075 - 16,075 14,726
17,162 - 17,162 13,068
9,164 - 9,164 10,621
3,827 - 3,827 3,725
8,911 - 9,911 24,054
11,558 - 11,558 7,653
3,107 - 3,107 3,024

- - - 5,040
51,088 - 51,088 17,737
121,892 - 121,892 99,648
391 - 391 380

- - - 285

1,850 - 1,850 1,850
487 - 487 475

271 - 271 228
43,701 - 43,701 51,648
1,521 - 1,521 955
4,994 - 4,994 450
1,303 - 1,303 1,181
17,595 - 17,595 17,340
36,000 - 36,000 7,000
108,113 - 108,113 81,792
15,444 - 15,444 15,465
14,456 - 14,456 18,752
5,373 - 5,373 5,645
10,935 - 10,935 10,642
46,208 - 46,208 50,504
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OCEAN DUNES TOWER Il HOMEOWNERS ASSOCIATION, INC.

Myrtle Beach, South Carolina

Statement of Revenues and Expenses, and Changes in Fund Balances

For the Year Ended December 31,

2009 2008
Operating Replacement Totals Totals (For
Fund Fund Comparative
Purposes Only)
EXPENSES - (Continued)
Other Operating Expenses
Major Repairs and Replacements
Elevator Renovations 312,503 - 312,503 -
Building Renovations 52,972 - 52,972 -
Elevator Loan Interest Expense 13,482 - 13,482 420
Insurance Financing Interest Expense 514 - 514 -
Amortization Expense 1,421 - 1,421 -
Fire Protections Services 1,797 - 1,797 2,968
Security Services 16,946 - 16,946 18,134
Total Other Operating Expenses 399,635 - 399,635 21,622
TOTAL EXPENSES 675,848 - 675,848 253,466
EXCESS/(DEFICIT) OF REVENUES
OVER EXPENSES (219,957) 751 (219,206) 3,013
Beginning Fund Balances 8,588 36,803 45,391 41,878
ENDING FUND BALANCES $ (211,369) $ 37,554 § (173,815) $ 45,391

See accountant's report and notes to financial statements.
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OCEAN DUNES TOWER | HOMEOWNERS ASSOCIATION, INC.

Myrtle Beach, South Carolina
Statement of Cash Flows
For the Year Ended December 31,

A

2009 2008
Operating Replacement Totals Totals (For
Fund Fund Comparative
Purposes Only)
Cash Flows from Operating Activities
Excess/(Deficit) of Revenues Over Expenses $ (219,957) $ 751 % (219,206) $ 3,513
Adjustments to Reconcile Excess/(Deficit)
of Revenues Over Expenses to Net
Cash Provided by Operating Activities:
Amortization 1,421 - 1,421 -
(Iincrease)/Decrease in
Assessments Receivable - Members (9,326) - (9,326) 2,065
(Increase)/Decrease in Interest Receivable 1 - 21 (165)
Decrease in Prepaid Insurance 1,696 - 1,696 9,054
(Increase)/Decrease in Other Prepaid Expenses 1,940 - 1,940 (101)
(Increase in Loan Origination Fees - - - (7,1086)
(Increase) in Elevator Construction In
Progress 138,500 138,500 (138,500)
(Decrease) in Income Taxes Payable - - - -
Increase in Elevator Contract Payable 12,000 - 12,000 -
Increase in Premium Financing Note Payable 17,239 - 17,239 -
(Decrease) in Deferred Insurance Assessment (1,696) - (1,696) (9,064)
(Decrease) in Accounts Payable (1,805) - (1,805) (20,747)
(Decrease) in Assessments
Received in Advance (485) - (485) (1,731)
Total Adjustments 159,505 - 159,505 (166,295)
Net Cash Provided/(Used) by Operating Activities (60,452) 751 (59,701) (162,782)
Cash Flow from Financing Activities
Proceeds for Issuance of Long Term Debt 114,373 - 114,373 145,608
Principal Payments on Long-Term Debt (52,000) - (52,000) -
Net Cash Provided by Financing Activities 62,373 - 62,373 145,606
Net Increase/(Decrease) in Cash and Cash
Equivalents 1,921 751 2,672 (17,176)
Cash and Cash Equivalents, Beginning of Year 6,163 36,375 42,538 59,714
Cash and Cash Equivalents, End of Year $ 8,084 $ 37,126 § 45210 $ 42 538
Supplement Disclosures of Cash Flow Information
Cash Paid during the Year for:
Interest Expense $ 13,996 $ - % 13,996 $ 420

See accountant's report and notes to financial statements.
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OCEAN DUNES TOWER I HOMEOWNERS ASSOCIATION, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2009
(SEE AUDITOR'S REPORT)

NOTE A - NATURE OF ORGANIZATION

Ocean Dunes Tower Il Homeowners Association, Inc. ("the Association") is a not-for-profit
association incorporated and existing under the laws of the State of South Carolina. The
purpose of the Association is the administration, maintenance, management, ownership and
control of the common and limited common areas of the Ocean Dunes Tower II, a
condominium development located in Myrtle Beach, South Carolina. At December 31,
2009, the development consisted of eighty-four (84) residential units and one (1) commercial
unit. The Association began its principal operations during 1992.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting

The financial statements of the Association have been prepared on the accrual basis of
accounting in accordance with generally accepted accounting principles. Revenues are
recognized in the period in which they become due. Expenses are recognized in the period
in which the related liability is incurred.

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 management
company. Future major repairs and replacements funds have been set aside for a specific
purpose and are to be disbursed accordingly.

Replacement Funds

Certain fees paid by unit owners are designated for the purposes of future major repairs and
replacements. Investment balances represent cash received and invested but not yet spent
for these stated purposes.

Cash Equivalents

Cash equivalents include cash on hand and in banks. The Association also considers all
highly liquid investments such as certificates of deposits when purchased as cash equivalents.

Page 7
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OCEAN DUNES TOWER Il HOMEOWNERS ASSOCIATION, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2009
(SEE AUDITOR'S REPORT)

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Common Property

Real property owned by individual unit owners in common and improvements made by the
Association to such property are not capitalized in the financial statements. Real property
and personal property acquired from the developer and related improvements to such
property are not recorded in the Association's financial statements because those properties
are owned by the individual unit owners in common and not by the Association. 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 access driveways, corridors, landscaped ground
areas and elevators. The Association capitalizes personal property to which it has title at
cost.

Assessments Receivable - Members

Association members are subject to monthly assessments to provide funds for the
Association's operating expenses, future capital expenditures, and major repairs and
replacements. Assessments Receivable - Members at the balance sheet date represent
assessments due from members.

The Association’s policy is to retain legal counsel and place liens on units of members whose
assessments are more than 90 days delinquent.

The annual budget and owners’ assessments are determined by the Board of Directors to
provide for current operating expenditures and required funds for future major repairs and
replacements. The Association retains excess operating funds at the end of the year, if any,
for use in the subsequent year.

Allowance for Doubtful Accounts and Bad Debts

The Association utilizes the allowance method of accounting for member assessments
deemed potentially uncollectible. The Association’s Allowance for Doubtful Accounts at
December 31, 2009, was approximately $43,000.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires Association’s management to make estimates and assumptions that affect
certain reported amounts and disclosures. Accordingly, actual results could differ from those
estimates.
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OCEAN DUNES TOWER I HOMEOWNERS ASSOCIATION, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2009
(SEE AUDITOR'S REPORT)

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Income Taxes

The Association qualifies as a tax-exempt homeowners’ association under Internal Revenue
Code Section 528 for the year ended December 31,2009, Under the section, the Association
is not taxed on income and expenses related to its exempt purpose, which is the acquisition,
construction, management, maintenance, and care of Association property. Net nonexempt
function income, which includes earned interest and revenues received from nonmembers,
is taxed at 30% by the federal government and 5% by the State of South Carolina.

NOTE C - REPLACEMENT FUNDS

Replacement Fund Investments consists of the following:

Certificates of Deposit $ 37,126
Accrued Interest Receivable 428
Total Investments $ 37.554

NOTE D - FUTURE MAJOR REPAIRS AND REPLACEMENTS

The Associations's governing documents 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 the
project.

At December 31, 2009, the Association had finalized a study updated during the year to
estimate the remaining useful lives and the current replacement cost of the common property
components. The Association intends to fund future major repairs and replacements over the
estimated useful lives of the components based on the study's estimate of current replacement
cost, considering amounts previously designated for future repairs and replacements. Actual
expenditures, however, may vary from the estimated amounts and the variations may be
material. Therefore, if this occurs, the amounts designated at December 31, 2009, for future
major repairs and replacements may not be adequate to meet future needs.

If additional funds are needed, however, the Association has the right, subject to a majority

of Board of Directors' approval, to increase regular assessments, levy some special
assessments, or it may delay major repairs and replacements until funds are available.
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OCEAN DUNES TOWER Il HOMEOWNERS ASSOCIATION, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2009
(SEE AUDITOR'S REPORT)

NOTE D - FUTURE MAJOR REPAIRS AND REPLACEMENTS (Continued)

During the year ended December 31, 2009, funds required to be allocated to future major
repairs and replacements based upon the results of the Association’s reserve study totaled
approximately $85,933. Approximately forty-four, (44), percent of this amount was funded
at December 31, 2009,

During the year ended December 31, 2009, the Association, in accordance with Generally
Accepted Accounting Principles for Common Interest Realty Associations, charged to
income the cost of the Elevator renovations. The amount charged to income at December
31, 2009 was approximately $312,503. (See NOTE B)

NOTE E - SPECIAL ASSESSMENTS

During the year ended December 31, 2009, the Association approved special assessments
to provide funds for the Association’s insurance programs, for elevator modernization, and
for building renovations. The amount of these special assessment were approximately
$42,504, $70,000, and $50,000, respectively.

NOTE F - NOTE PAYABLE
Note payable debt is summarized as follows:

Installment loan payable obtained on December 19, 2008, and maturing on December 15,
2013; payable in monthly interest installments for the life of the loan at the bank’s prime rate
plus 1 percent; interest only monthly payments beginning on January 15,2009, plus principle
payments due annually in the amount of $52,000 beginning December 15, 2009, with any
remaining principal and accrued interest due on December 15, 2013.

Allowable interest rates which may be charged under the terms of the Note Payable are
limited to a range from a floor of six (6) to a ceiling of eight and three quarters (8.75)
percent.

Aggregate maturities on the note payable are as follows: $52,000 due in 2010 and $52,000
due in 2011, and $52,000 due in 2012, and $51,979 due in 2013.

The Note Payable is collateralized with a first security interest assignment of the regular

assessments, special assessments and the right to pass special assessments for the
Association.
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OCEAN DUNES TOWER I HOMEOWNERS ASSOCIATION, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2009
(SEE AUDITOR'S REPORT)

NOTE G - RELATED PARTY TRANSACTIONS

During the year ended December 31,2009, amember of the Association’s Board of Directors
is an employee of the company which preformed contract maintenance services for the
Association. During the awarding of this contract, the Board member, who is an employee
of the company, abstained from voting on this matter. The contract maintenance services
preformed under the terms of the agreement include general maintenance, pest control,
hallway and corridor care, elevator telephone service, cable television service, wireless
internet service, and security service. During the year ended December 31, 2009, amounts
paid to the company under the terms of the contract maintenance agreement amounted to
approximately $85,750.

Furthermore; during the year ended December 31, 2009, the company performed general
maintenance services for the Association outside the terms of its contract maintenance
agreement. During the year ended December 31, 2009, amounts paid to the company outside
the terms of the contract maintenance agreement amounted to approximately $6,117.
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OCEAN DUNES TOWER I HOMEOWNERS ASSOCIATION, INC.
SUPPLEMENTARY INFORMATION ON FUTURE MAJOR REPAIRS

AND REPLACEMENTS
DECEMBER 31, 2009

The Designated amounts for Repairs/Replacements at December 31, 2009, represent
requirements for future major repairs and replacements. The following are the results ofa
study conducted by the Association on current replacement costs:

Components

Roof Replacement

Building Painting
Waterproofing
Hallway Carpet
Pool Finish
Parking Lot
Resurfacing
Elevator
Refurbishment
Domestic Water
Pumps
Fire Alarm
Systems
Contingency

Totals

Estimated
Remaining
Useful Life

(Years)

19

Estimated
Current
Replacement
Cost

$ 17,000
43,000

12 500
3,000
12,000
7,000
10,000

19,000
50.000

$ 173.500
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Designated
Requirements
for Repairs/
Replacements
12/31/09

$ 17,000
41,862
7,500
3,000
4,800
1,750
7,867

2,154

$§ 85.933



