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Independent Auditor’s Report

The Board of Directors
Highlands Ranch Community Association, Inc.
Highlands Ranch, Colorado

We have audited the accompanying financial statements of Highlands Ranch Community Association,
Inc. (the Association), which comprise the balance sheet as of December 31, 2018, and the related
statements of revenues, expenses, and changes in fund balances, functional expenses, and cash flows 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 accounting principles generally accepted in the United States of America; 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 Highlands Ranch Community Association, Inc. as of December 31, 2018, 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.
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Emphasis of Matter
As discussed in Note 11 to the financial statements, the Association has adopted the provisions of
Financial Accounting Standards Board Accounting Standards Update 2016-18, Statement of Cash Flows:
Restricted Cash. Accordingly, the December 31, 2017 statement of cash flows has been restated to adopt
this standard. Our opinion is not modified with respect to this matter.
Report on Summarized Comparative Information
We have previously audited the Association’s 2017 financial statements, and we expressed an unmodified
audit opinion on those audited financial statements in our report dated March 20, 2018. In our opinion,
except as noted in the Emphasis of Matter paragraph, the summarized comparative information presented
herein as of and for the year ended December 31, 2017 is consistent, in all material respects, with the
audited financial statements from which it has been derived.
Disclaimer of Opinion on Required Supplementary Information
Accounting principles generally accepted in the United States of America require that the schedule of
estimated future major repairs and replacements on page 16 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.

Denver, Colorado
March 11, 2019
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Highlands Ranch Community Association, Inc.
Balance Sheet
December 31, 2018
(with comparative totals for 2017)

See Notes to Financial Statements
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Highlands Ranch Community Association, Inc.
Statement of Revenues, Expenses and Changes in Fund Balances
Year Ended December 31, 2018
(with comparative totals for 2017)

See Notes to Financial Statements
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Highlands Ranch Community Association, Inc.
Statement of Functional Expenses
Year Ended December 31, 2018
(with comparative totals for 2017)

See Notes to Financial Statements
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Highlands Ranch Community Association, Inc.
Statement of Cash Flows
Year Ended December 31, 2018
(with comparative totals for 2017)

See Notes to Financial Statements
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Highlands Ranch Community Association, Inc.
Notes to Financial Statements
December 31, 2018

Note 1 -

Principal Activity and Significant Accounting Policies

Highlands Ranch Community Association, Inc. (the Association, we, us, our) was incorporated in September
1981 as a nonprofit corporation to enhance the quality and value of all property that becomes part of the
Community Association Area, to act as manager of Association-owned properties, and to perform functions for
the benefit of owners of privately owned sites within the Community Association Area. The Community
Association Area, located in what is known as Highlands Ranch, contains approximately 22,000 acres located in
Douglas County, Colorado. As of December 31, 2018, the membership consisted of approximately 31,200
privately owned sites.
The Association owns and operates four recreation centers, providing year-round youth and adult fitness programs
and educational opportunities, administers architectural control and covenant enforcement activities, manages the
Backcountry Wilderness Area (the Backcountry), and hosts over 100 community events per year.
Comparative Financial Information
The accompanying financial statements include certain prior-year summarized comparative information in total,
but not by fund. Accordingly, such information should be read in conjunction with the Association’s audited
financial statements for the year ended December 31, 2017, from which the summarized information was derived.
Adoption of FASB Accounting Standards Updates
As of January 1, 2018, we adopted the provisions of Financial Accounting Standards Board (FASB) Accounting
Standards Update (ASU) 2014-09, Revenue from Contracts with Customers, as amended, which supersedes or
replaces nearly all Generally Accepted Accounting Principles (GAAP) revenue recognition guidance. This update
establishes a new contract- and control-based revenue recognition model, changes the basis for deciding when
revenue is recognized over time or at a point-in-time, and expands disclosures about revenue. We have
implemented ASU 2014-09 and its related amendments and have adjusted the presentation in the financial
statements accordingly. Following the adoption of the ASU, we continue to recognize revenue at the time services
are provided to the homeowners and the community. This is consistent with our previous revenue recognition
accounting policy under which we recognized revenue when earned. The ASU did not impact the presentation of
revenue on a gross or net basis. The ASU has been applied retrospectively to all periods presented, with no effect
on net assets or previously issued financial statements.
As of January 1, 2018, we adopted the provisions of ASU 2016-14, Presentation of Financial Statements of NotFor-Profit Entities. The provisions of the ASU replace the existing three classes of fund balances with two new
classes (fund balances without donor restrictions and fund balances with donor restrictions), and introduce new
disclosure requirements to improve a financial statement user’s ability to assess the Association’s liquidity and
exposure to risk. The ASU also introduces new reporting requirements to present expenses by both function and
natural classification in a single location. Accordingly, the accompanying financial statements and related notes
follow the presentation and disclosure requirements prescribed by the ASU. No restatements of previously issued
financial statements were necessary upon adoption of the ASU.
As of January 1, 2018, we adopted the provisions of ASU 2016-18, Statement of Cash Flows: Restricted Cash.
This update requires that a statement of cash flows explain the change during the period in the total of cash, cash
equivalents, and amounts generally described as restricted cash or restricted cash equivalents, by including
amounts generally described as restricted cash and restricted cash equivalents with cash and cash equivalents
when reconciling the beginning-of-period and end-of-period total amounts shown on the statement of cash flows.
Retrospective application of the amendment is required. Accordingly, the December 31, 2017 statement of cash
flows has been restated to adopt this standard (Note 11).
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Highlands Ranch Community Association, Inc.
Notes to Financial Statements
December 31, 2018

Fund Accounting
We have elected certain guidelines for governing our financial activities. To ensure observance of limitations and
restrictions on the use of financial resources, we maintain our accounts using fund accounting. Financial resources
are classified for accounting and reporting purposes in the financial statements in the following funds and
subsidiary funds established according to their nature and purpose:
•

Administrative Fund
- Operating Fund
- Reserve Fund

•

Open Space Conservation Agreement Fund (OSCA Fund)

•

Recreation Fund
- Operating Fund
- Reserve Fund
- Backcountry Operating Fund
- Backcountry Reserve Fund
- Debt Service and Plant Fund

Operating funds account for all current operating transactions of the Association. Reserve funds account for
member capital contributions, which are accumulated in separate bank accounts to provide for the future repair
and replacement of common areas. The debt service and plant fund accounts for the recreational property and
equipment and related debt. The OSCA fund accounts for all transactions related to the agreement with Shea
Homes Limited Partnership (Shea Homes), the declarant.
As of December 31, 2018, the Association has no fund balances with donor restrictions.
Cash and Cash Equivalents
We consider all cash and highly liquid financial instruments with original maturities of three months or less to be
cash and cash equivalents.
Investments
Investments are comprised of certificates of deposit that are initially recorded at cost. We have demonstrated the
intent and ability to hold to maturity all investments purchased. Accordingly, all investments are classified as
"held-to-maturity" for financial statement purposes and reported at amortized cost in the balance sheet. Any gain
or loss in the fair market value of the securities subsequent to their purchase is not recognized unless such gain or
loss is realized due to the sale of any securities prior to maturity. Any unrealized loss would be recognized in the
event of a change in Board designation of these investments to other than held-to-maturity. Interest income is
recognized when earned.
Assessments Receivable
Assessment fees are billed quarterly to all privately-owned sites based on annually budgeted amounts, which
consider formulas contained in the Community Declaration. Under Colorado law, we have a statutory right to lien
members’ properties to ensure payment of assessments due. We determine the allowance for uncollectable
assessments receivable based on historical experience, an assessment of economic conditions, and a review of
subsequent collections. Assessments receivable are written off when deemed uncollectable. At December 31,
2018, the allowance was $109,000.
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Highlands Ranch Community Association, Inc.
Notes to Financial Statements
December 31, 2018

Accounts Receivable, Other
Other accounts receivable are comprised of interest and other miscellaneous receivables. We determine the
allowance for uncollectable accounts receivable based on historical experience, an assessment of economic
conditions, and a review of subsequent collections. Accounts receivable are written off when deemed
uncollectable. At December 31, 2018, no allowance for accounts receivable, other was considered necessary.
Prepaid Expenses and Other Assets
Prepaid expenses and other assets consist of expenses paid in advance but not yet incurred, and inventory of
recreation center merchandise, which is carried at the lower of cost or net realizable value using the first-in, firstout method.
Assets Designated for Reserves
Assets designated for reserves are comprised of accumulated funds designated by the Board of Directors to ensure
the availability of funds for future major repairs and replacements of common areas, and for general operations
when needed.
Assets Held for Bond Principal and Interest Payments
Under the terms of our bond agreements, we are required to maintain a bond reserve fund equal to the scheduled
maximum annual principal and interest payments on the bonds ($3,412,704 at December 31, 2018). Additional
assets held for bond principal and interest payments include funds set aside in anticipation of mandatory sinking
fund redemption requirements and bond maturities in 2020.
Property, Plant and Equipment
We capitalize all common real property to which we have title or other evidence of ownership and the legal right
and/or ability either to dispose of the property at the discretion of the Board of Directors for cash or claims to
cash, and retain the proceeds therefrom, or to use the property to generate significant cash flows from members on
the basis of usage.
We record property and equipment additions over $3,000 with estimated useful lives greater than one year at cost.
Depreciation is computed using the straight-line method over the estimated useful lives of the assets ranging from
two to thirty-nine years. Common areas are generally restricted to use by Association members, their tenants, and
guests. We are responsible for the preservation and maintenance of the common areas. Replacements and
improvements to the real property and common areas are capitalized at cost. When assets are sold or otherwise
disposed of, the cost and related depreciation are removed from the accounts, and any resulting gain or loss is
included in the statement of revenues, expenses and changes in fund balances. Costs of maintenance and repairs
that do not improve or extend the useful lives of the respective assets are expensed currently.
We review the carrying values of property and equipment for impairment whenever events or circumstances
indicate that the carrying value of an asset may not be recoverable from the estimated future cash flows expected
to result from its use and eventual disposition. When considered impaired, an impairment loss is recognized to the
extent carrying value exceeds the fair value of the asset. There were no indicators of asset impairment during the
year ended December 31, 2018.
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December 31, 2018

Under the terms of the Open Space Conservation Agreement (the OSCA Agreement) between the Association,
Douglas County, and Shea Homes, we received 7,363 acres of land for use as open space or other permitted
recreational, cultural, or educational purposes pursuant to the OSCA Plan. The land, known as the Backcountry,
is not reflected as an asset in our financial statements because the it is not severable and saleable at the Board's
discretion without member delegates’ approval, nor is it used to generate significant cash flows from the members
of the Association.
Revenue and Revenue Recognition
We recognize revenue from homeowner assessments over the assessment period, which is generally one year,
during which time members have continuous access to four recreation centers and common areas, architectural
control and covenant enforcement, other services, and certain community events. The assessments are used to
cover the costs of operating the Association, to maintain the common elements and improvements, and to provide
for the repair and replacement of facilities. Assessments for 2018 were $148 per quarter/$592 per year per site.
Starting January 1, 2019, the assessments increased to $152 per quarter/$608 per year per site. Privately-owned
sites designated for commercial use are billed for administrative purposes only.
Recreation programs, facility rentals, product sales and special community events revenue is recognized when the
programs, rentals, product sales or special community events take place.
Homeowner assessments paid in advance are deferred to the assessment period to which they relate. All other
amounts paid in advance are deferred to the period in which the underlying program, rental, product delivery or
special community event takes place. Due to the nature and timing of the performance and/or transfer of services
and products, substantially all deferred revenue at December 31 of each year is earned in the following year.
Advertising Costs
Advertising costs are expensed as incurred and totaled $89,997 during the year ended December 31, 2018.
Functional Allocation of Expenses
The costs of program and supporting services have been reported by both nature and function in the statement of
functional expenses. Accordingly, certain costs have been allocated among the programs and supporting services
benefited. The expenses allocated include salaries and wages, benefits, payroll taxes, depreciation, occupancy and
utilities, insurance, which are allocated on the basis of estimates of time and effort.
Income Taxes
The Association is organized as a Colorado nonprofit corporation and has been recognized by the Internal
Revenue Service (IRS) as exempt from federal income taxes under Section 501(c)(4) of the Internal Revenue
Code. We are annually required to file a Return of Organization Exempt from Income Tax (Form 990) with the
IRS. In addition, we are subject to income tax on net income that is derived from business activities that are
unrelated to our exempt purpose, and we file an Exempt Organization Business Income Tax Return (Form 990-T)
with the IRS. Unrelated business income primarily represents advertising revenue associated with our activity
guide. We did not incur any material income tax expense from these unrelated activities for the year ended
December 31, 2018.
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Notes to Financial Statements
December 31, 2018

We believe that we have appropriate support for any tax positions taken affecting our annual filing requirements,
and as such, do not have any uncertain tax positions that are material to the financial statements. We will
recognize future accrued interest and penalties related to unrecognized tax benefits and liabilities in income tax
expense if such interest and penalties are incurred. Our Form 990-T and related state income tax filings are no
longer subject to tax examinations for years before 2015.
Estimates
The preparation of financial statements in conformity with generally accepted accounting principles requires
us to make estimates and assumptions that affect the reported amount of assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates and those differences could be material.
Financial Instruments and Credit Risk
We manage deposit concentration risk by placing cash and investments with financial institutions we believe to be
creditworthy. Amounts on deposit at any single financial institution are limited so as not to exceed insurance
limits. To date, we have not experienced losses in any of these accounts. Credit risk associated with assessments,
and accounts receivable is considered to be limited due to high historical collection rates and because substantial
portions of the outstanding amounts are due from homeowners, whose properties are subject to statutory limit to
ensure payment.
Subsequent Events
We have evaluated subsequent events through March 11, 2019, the date the financial statements were issued.

Note 2 -

Liquidity and Availability

The following table reflects our financial assets as of December 31, 2018, reduced by amounts that are not
available to meet general expenditures within one year of the balance sheet date, including amounts held for
(1) Administrative Reserve, Recreation Reserve, Backcountry Reserve, capital improvement and special projects;
(2) investments with maturities great than one year; and (3) amounts held to meet future bond repayment
obligations.

(a) Net of $576,867 designated for special projects.
(b) Certificates of deposit maturing in 2019 not designated for reserves or held for bond principal and interest
payments.
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December 31, 2018

We plan for expenditures by financial statement line item on an annual basis as part of the budget process. The
annual budget is drafted with input from all of the Association’s departments, and follows guidelines set forth by
the Board of Directors each year, including having a balanced budget. The annual budget process includes
consideration of amounts required for the upcoming year for operating and reserve expenditures, including bond
repayment obligations of annual principal and interest. Following the annual budget adoption, we invest funds
based on our fund management and reserve study policy, which requires a laddered approach to investments and
allows investment in low-risk financial instruments such as certificates of deposit and money market funds.
Designated reserve funds are held in separate bank accounts and generally are unavailable for expenditure for
normal operations. The Board of Directors has designated $576,867 for minor capital and other special projects.
The funds are held in separate bank accounts and generally are unavailable for expenditure for normal operations.

Note 3 -

Investments

Investments are classified as held-to-maturity and consist entirely of certificates of deposit having a gross
amortized cost of $7,033,588, which approximates their estimated fair value at December 31, 2018.
Held-to-maturity investments mature as follows at December 31, 2018:

The Board of Directors has designated $1,341,006 of the investment balance for reserves for future operations and
replacements, and $1,869,660 of the investment balance is being held for bond principal and interest payments.

Note 4 -

Property, Plant and Equipment

Property and equipment consists of the following at December 31, 2018:
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Note 5 -

Interfund Agreements and Transactions

We account for transactions that impact multiple funds by recognizing amounts due to other funds and amounts
due from other funds in the balance sheet. These transactions are cash settled on a regular basis, are non-interest
bearing and generally are short-term in nature. In April 2014, we entered into a $1,500,000 OSCA Loan
Agreement (the OSCA Loan), between the OSCA Fund and the Recreation Reserve Fund, which matures in
January 2024. The proceeds of the OSCA Loan were utilized to fund an energy savings project and associated
repair and replacement costs. The OSCA Loan bears interest at a rate commensurate with the highest current
interest rate for a one-year certificate of deposit available to us through Morgan Stanley as of January 1 and July 1
of each calendar year (2.60% at December 31, 2018), with interest and principal payable quarterly. The
Recreation Reserve Fund may prepay the OSCA Loan at any time without penalty. The balance outstanding at
December 31, 2018 is $787,500.

Note 6 -

Bonds Payable

Bonds payable consist of the following at December 31, 2018:

(a) Payable in annually increasing amounts through 2020, with interest due semi-annually at 7.635%, net of

unamortized bond issuance costs of $24,643 (based upon an effective interest rate of 8.1%).
(b) Payable in annually increasing amounts through 2024, with interest due semi-annually at 5.95%, net of
unamortized bond issuance costs of $155,340 (based upon an effective interest rate of 6.24%).
(c) The bonds are callable in whole or in part at any time, are subject to a call premium based on the net present
value of the future cash flows of the bonds called, discounted using a defined market rate at the time of
redemption. The bonds and interest are insured as to repayment by MBIA Insurance Corporation.

We are subject to various bond covenants, including a requirement that the Association make deposits equal to
one-fourth of the annual principal and interest due for the fiscal year to the Bond Fund each quarter. The fourth
quarter deposit must be made prior to December 1st each year.
Future bond principal and interest payments, and amortization of bond issuance costs, are as follows for the years
ending December 31:
Principal
2019
2020
2021
2022
2023
Thereafter
Total

$

Interest

Total

2,295,000
4,310,000
2,320,000
2,580,000
2,850,000
3,140,000

$

1,117,704
944,166
647,955
509,915
356,405
186,830

$

3,412,704
5,254,166
2,967,955
3,089,915
3,206,405
3,326,830

$ 17,495,000

$

3,762,975

$ 21,257,975
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Note 7 -

Revenue from Contracts with Customers

The following table provides information about significant changes in the assessments paid in advance and
deferred revenue for the year ended December 31, 2018:

Note 8 -

Future Major Repairs and Replacements

The Association's Community Declaration requires the accumulation of funds for future major repairs and
replacements of common areas, and for general operations to ensure the availability of funds when needed. We
fund these reserves on a monthly basis. We annually review the reserve funding program as part of its budgeting
process.
We retained an engineering firm to perform a study of our recreational buildings and equipment in 2014. Based
on this analysis, we have accumulated funds totaling $2,807,031 in the Recreation Reserve Fund, $275,713 in the
Administrative Reserve Fund, and $172,926 in the Backcountry Reserve Fund for the future repair and
replacement of recreation facilities and equipment, future repair and replacement of administrative office
equipment and backcountry trails and property improvements, respectively. We have established funding
requirements of $2,006,000, $118,625 and $10,000 in the 2019 Recreational Reserve Fund budget, the 2019
Administrative Reserve Fund budget and the 2019 Backcountry Reserve Fund budget, respectively.
The reserve funds are being accumulated based upon estimated future costs. Actual expenditures vary from those
estimates and variations may be material. Therefore, amounts accumulated in the Recreation Reserve Fund, the
Administrative Reserve Fund and Backcountry Reserve Fund may not be adequate to meet future needs. If
additional funds are needed, we have the right, subject to member delegates’ approval, to pass special assessments
or delay major repairs and replacements until funds are available.
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Note 9 -

Retirement Plan

We sponsor a tax-deferred defined contribution retirement plan (the Plan) qualified under Section 401(k) of the
Internal Revenue Code covering substantially all employees meeting the eligibility requirements. The plan
provides that employees who have attained the age of 21 and completed either six months of continuous service in
a full-time designated benefited position or completed 1,000 hours of service in an eligibility period in a part-time
position, may voluntarily contribute part of their earnings to the Plan, up to the maximum contribution allowed by
the IRS. Employer contributions are discretionary and are determined and authorized by the Board of Directors
each plan year. During the year ended December 31, 2018, we matched employee voluntary contributions dollarfor-dollar up to 5%, resulting in total contributions to the Plan of $271,100. Employees’ voluntary contributions
are immediately vested; our contributions vest at 20% per year of participation.

Note 10 - Contingency
The Association may become involved in claims and pending litigation arising in the normal course of operations.
The Association is currently not involved in any litigation considered by management to have a potentially
material adverse effect on the Association’s financial position.

Note 11 - Restatement Resulting from Adoption of Accounting Standards Update 2016-18
We adopted the provisions of ASU 2016-18, Statement of Cash Flows: Restricted Cash as of January 1, 2018.
Following is a summary of the effects of the change in accounting policy in the Association’s December 31, 2017
statement of cash flows:
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Highlands Ranch Community Association, Inc.
Schedule of Estimated Future Major Repairs and Replacements
December 31, 2018

We commissioned a study in 2014 by an independent engineering firm to estimate the remaining useful lives
and the replacement costs of the components of recreational common property. The engineering firm assessed
the condition of all common area components, estimated replacement costs and remaining lives to develop a
funding plan for such future costs. A funding plan has been established using a pooled-funding method with
provisions for inflation of 2.875% and interest earnings of 0.35%. Historically, the Association has commissioned
a study every three to five years. During the intervening periods, the Association adjusts the most recent estimate
of current replacement costs by applying the inflation index built into the study in addition to obtaining bids for
current-year projects.
The following table is based on the 2014 study, adjusted for inflation, and presents significant information about
the components of the buildings, furniture and equipment, and assets designated for reserves as of December 31,
2018.
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