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KEN SKRABANEK, CPA

EO, Box 1246
Crosby, Texos 77532
Phone [281) 328-4412 « Fax (281) 462-0740

Independent Auditor’s Repurl

To the Board of Diroectors
The New Property OQwners Association of Newport, Inc.

Crosby, Texas

I have audited the accompanying balance sheet of The New Property Owners
Association of Newport, Inc. as of December 31, 2010 and 20092, and the
related statements of revenues and expenses, changes in members’ equity,
and cash flows for the years then ended. These financial sbalemenls are
the responsibility of the Association’'s management. My responsibility
is to express an opinion on thege financial statements based on my

audidt.

I conducted my audit in accerdance with auditing standards generally
accepted in the United States of America. Those standards require that
I plan and perform the audit to obtain reasonahle assurance about
whether the financlal statements are free of material misstatemenkt. 2An
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 evalnating the overall
financial statement presentatien. I believe 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 The New
Property Owners Association of Newport, Inc. as of December 31, 2010 and
200%, and the results of its cperations and its cash flows for the years
then ended in conformily wilh accouniting pripeiples generally accepted
in the United States of america.

The Assoeciatien has not conducted = study to determine the remaining
1ives and replacement costs of the components of common property, Az a
result, the Asscciation has not presented the supplementary information
on future major repairs and replacements that the American Institute of
Certified Public Accountants has determined is necessary to supplement,
although not required to be part of, the basic financial statements.

Ken skrabanek, CPA
Crosby, Texas
June 3, 2011



THE NEW PROPERTY OWNERS ASSOCIATION OF NEWPORT, INC,
BALANCE SHEETS
December 31, 2010 and 20098

2010 20659
ASSETS
Cash and cash egquivalents E 178,241 & 366,444
Long-term certificates of depeosit 23,728 23,360
Asgegsments receivable, net of
allowance for doubtful -accounts
of §648,335 and §612,110 £13,785 525,255
Prepaid crxpenses and other 54,326 35,612
Property and equipment, net of
depreciation of $67,090 and 352,225 350,226 308,687
TOTAL ASBETS 5 1,220,306 5 1,269,268
LIABILITIES AND MEMBERS' EQUITY
Liabilities
hccounts payable/aceriied expenses ] 73,081 § 103,889
Prepaid assessments 66,498 118,188
Construction loan 20,670 -
Note payable 102,447 137,268
TOTAL LIABILITIES 262,696 352,346
Members®' Equity 957,610 909,922
TOTAL LIABILITIES AND
MEMBERE' BQUITY $ 1,220,306 § 1,269,268

The accompanying notes are an integral part of the financial
statements.
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THE NEW PRORERTY OWNERS ASSOCIATION OF NEWPORT, INC.

STATEMENT OF REVENUES AND EXPENSES

For the Years Ended Dscember 31, 2010 and 2008

REVENUES
Homeowner assessments
Legal fees billed to owners
Liate chargyes
Interest ilncome and other

TOTAT. RRVENUES

EXPENSES
Contract sorvices
Hanagement fees
Legal fess
Constable gontract/patrol services
Audit/eonsulting

Utilities
Street lights/electricity
Other

Maintenance and repairs
Grounds maintenance

Pocl operations

Hosguite fogging

Major repairs and maintenance
Burxicane IRe repairs

General maintenance

Othexr amenlties

Adminiztrative
Provision for bad debts
Insurance
Rewsletter/comminity events
Payroll costs
Oother

TOTAL EXPENSES

REVENUES OVER (UNDER)
EXPENSES

»

2010 2009
1,492,858 $ 1,504,674
133,053 32,549
44 , 427 53,956
178,657 216,941
1,848,892 1.808,130
114,593 114,593
188,909 146,783
227,998 217,685
15,955 3,000
547,495 482,061
180,800 208,704
12,077 9,893
102,877 218,585
206,620 209,295
70,705 72,470
22,623 22,466
110,580 47,557
- 53,3898
50,034 65,414
52,390 73,642
513,152 544,243
193,419 165,907
42,873 45,869
76,860 95,024

68,993 -
165,638 167,315
547,780 474,115
1,801,304 1,719,014
47,688 & 89,116

The accompanying notes are an integral part of the financial

statements.

3



THE NEW PROPERTY OWNERS ASSOCIRTION OF NEWPORT, INC.
STATEMENT OF CHANGES IN MEMBERS' EQUITY
For the Years Ended December 31, 2010 and 2009

2010 2008
Balancc, beginning of period 5 509,822 § 820,806
Revenues over {(undelr)
expenses 47,688 89,116
Balance, end of peried 31 857,610 5 908,822

The accompahying netes are an integral part of the financial statements.
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THE WEW PROPERTY OWHERS ASSOCIATION OF NEWPORT,

STATEMENT OF CASH FLOWS

INC.

For the Year Ended December 31, 2010 and 2009

2010
CASH FLOWS FROM OPERATING ACTIVITIES
Revenues over {undelr) expenses ] 47,688
Adjustments to reconcile excess of
revenues over expenses to net cash
provided by eperating activities:
Provisgion for bad debts 183,418
Depreeiation expense 28,041
{Increase) decrease in assets:
Certificates of deposit (368)
Assegsmentsz and other receivables (271,948)
Prepaid expenses and cther (1B8,814)
Increase (decrease) in liabilities:
Accounts payable/accriued expenses (30,808)
Prepald assessments (51 ,680)
NET CASH PROVIDED BY (USED FOR)
OPERATING ACTIVITIES {104 ,481)
CASH FLOWS FROM FIRANCING ACTIVITIES
Proceeds from construction loan 20,670
Principal payments on note payable {34 ,822)
{14 ,152)

CASE FLOWS FROM IRVESTING ACTIVITIES
Purchase of property and equipment (69 ,570)
Rederption of certificates of deposit =

— (68 570}
NET INCREASE (DECREASE)} IN CASH {188,203)
CASH AND CASH ITENS, BEGIHKING OF YEAR 366,444
CASH AND CASH ITENMS, END OF YEAR ] 178,241
Supplemental disclosures:
Income taxes paid .
Interast paid $ 7,578

$

2009

89,116

165,807
22,019

(1,382)
(139,246)
{20,344)

26,066

12,127

155,063

{38,405)
(38,405)

15,000

— 75.000

$

$
$

191, 658

174,786
366 444

10,684

The acconpanying notes are an integral part of the financidl statements
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THE NEW PROPERTY OWNERS ASSOCIATION OF NEWRORT, INC.
HOTES TO FINANCIAL STATEMENTS
December 31, 2010 and 200%

RNote 1 -~ Nabure of Crganjizaticen

The Hew Property Ownexrs Association of Hewport, Ina. (the
*Assoclation') was incorporated as a Texas non-profit corporation in
189¢ to provide for the operation and maintenance of the aommon
property of Newport, a rcsidertial subdivision located in Crosby,
Texas.

Note 2 - Summary of Significant Accounting Policies

This summary of significant accounting policies of the Association is
presented £o assist in understanding the aAssociation's finmancial
statements. 'The financial statements and notes are the representation
of the Assoclation's management, who is responsible for theilr integrity
and objectivity. These acoounting policies conform to generally
accepted accounting principles and have been consistently applied in
the preparation of the financial statemants.

Basis of Accounting

The accompanying financlal statements have been prepared on Lhe accrual
basis of accounting. Under this method, revenues are recognized vwhen
earned and eXpenses are recognized when incurred.

Member Assessments

Asgooiation members are gubject to asseszsments teo provide funds for the
Association's operating expenses, future capital acquisitions, and
major repairs and replacements. Members have the option of paying
their asscssmenta on a yecarly kasis or on a monthly basis, Any exccas
asseasments at year end are retained by the Associatilon for use in
future years. Liens can be attached on the properties of homeowners
whose agsessments are in arrears.

Property and Equipment

Real property and common areas acqguired from the developer and related
improvements to such property are not recorded in the Assgociation's
financial statements in aceordance with accepted accounting practices
for homcowners asscciations. The Assoclation capitalizes significant

personal property it acquires.



THE NEW PROPERTY OWNERS ASSOCIATION oF NEWPORT, INC.
NOTES TO FINANCIAL STATEMENTS
Dacember 31, 2010 and 2009

summary of Significant Accounting Policies (Continued)

Income Taxes

The Assoclation is exempt from federal income taxes under Section
501 ¢{c) {4} ©of the Internal Revenue Code.

Estimates

The preparation of financial statements in conformity with generally
accepted accounting principles requires managerent to make estimates
and assumptiona that affect ths reported amonmts of assets and
liakilities and the reported amounts of revenues and expenses during
the reporting period. Actual resnlts could differ from those

estimates.

Statement of Cash Flows

For pucposes of the stalbament of <ash Fflows,; the Assvclation vonsiders
investments with a maturity of three months or less to be cash

equivalents,
Note 3 - Concentrations

The Association maintains cash accounts and certificates of deposit,
which at Times, may exceed federally insured limits. The Agsociation
has not eXperienced any losses from maintaining cash accounts in excess
of fedexally insured limits. Management believes it is not exposed to
any significant credif risk ol 1ts cash accounts.

Hote 4 - Management Contract

Through October 31, 2010, the Assoeiation was managed by Houston
Community Management (the "manager"). For its services, the manager
was paid a2 monthly fee of $11,45%, plus reimbursement for certain
administrative costs. Rffective November 1, 2010, the Asspciation

became self-managed.
Rote & - Allowance for Doublful Accounits

The aAsscciation has provided an allowance for acocunts which are
considered doubtful of collection. This allowance is based on several
factors, including congideration of the statubte of limitations for
collection of assessments from members, historieal information on the
collection of assessments in the succeeding years after they are billed
to members, and the natuvre of azmounts inciuded in such assesaments
(such as legal fees, finance charges, ete.).



THE NEW PROPERTY OWNERS ASSOCIATION OF NEWFPORT, INC
NOTES TO FINARNCIAL STATEMENIS
December 31, 2010 and 2009

Allowvance for poubtful Accounts {continued) -~

The Association, aleng with certain governmental entities, have entered
inte an agraement with HNewport Pund, L.L.C. [NFLLC),; an affiliate of
Rampart Properties, L.P., whersby NFLLC agreed to assist the
Association and the governmental entities in restoring certain non tax-
paving entities te active tai-paving status. In this regard, certain
properties with delinquent maintenance assessments are assigned te
HFLLC for cellection effort. Blthough the Fund is still in existence,
it has been generally inactive.

Rote 6 - Future Major Repairs and Replacements

The Associabion has not conduotad o study to dsterming the remiining
useful lives pi replacement costs of the components of common property.
As a result, the BAsscoc¢iation has not presented the supplementary
information on future major repairs and replacements that the American
Institute of Certified Public Accountants hag determined is necessary
to supplement, although not required to be part of, the basic finanecial

statements.

Actual expenditurcs accumulated for future major repalrs and
replacements may be greater than funds accumulated for those purposes.
purposas. When major rapairs and replacament funde ara necded , the
Asgociation has the right to increase regular asscssments or pass
special assessments, or may delay such replacements until funds are

available.
Hote 7 - Hote Payable

in May, 2008, the Associatich berrowed $125,343 form a local bank to
finance the acgquisiticn of approximately 13 acres of land located
within the Neyport subdivision. The note is due in siXty egual monthly
installments of £3,8BB4, and bears interast abt the rate of 6.75%. The
nete is secured by approximately 27 acres of land leocated within the
Hewport subdivision., Required principal installments on this
obligation are as follows:

Year Amount
2011 $ 40,578
2012 43,403
2013 18,466



THE NEW PRCPERTY OWNERS ASSOCIATION OF NEWFPORT , INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2010 and 2009

Hote B - Construction Loan

In 2010, the Association received a commitment from Community Bank of
Texas for a construction lecan to be used to construct the on-site
office of the Association. The total commitment was for an amount of
$185,000. At December 31, 2010, an amount of $20,670 had been drawn on
the loan. Subseguent to December 31, 2010, the loan was converted to a
permanent mortgage. The permanent mortgage bears interest at the rate
of 6.25% and is due in 96 monthly installments of $2,732.79, The loan
is secured by second liens on various property owned by the
Association.

Note 9 - Fair value of Financial Ingtruments

The Asscciation’s financial instruments consist of cash and cash
equivalents, certificates of depesits, accounts receivable, accounts
payable and acoried expenses, prepaid assessments, and noteg payable.
The recorded values of these financial instruments approxXimate their
fair value based on their sheort term nature.



