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INDEPENDENT AUDITORS' REPORT

Board of Directors
Skyline Ranch Owners Association
Warren County, Virginia

Report on the Financial Statements

We have audited the accompanying financial statements of Skyline Ranch Owners Association 
(the “Association”), which comprise the balance sheets as of December 31, 2013 and 2012, 
and the related statements of revenues and expenses, changes in members’ deficit, and cash 
flows for the years 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.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. 
We conducted our audits 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 auditors’ 
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.
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Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, 
the financial position of the Association as of December 31, 2013 and 2012, and the results of 
its operations and its cash flows for the years then ended in accordance with accounting 
principles generally accepted in the United States of America.

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 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.

a
CliftonLarsonAllen LLP

Rockford, Illinois
August 26, 2014



SKYLINE RANCH OWNERS ASSOCIATION
BALANCE SHEETS

December 31, 2013 and 2012

ASSETS

2013 2012

CURRENT ASSETS

Cash - undesignated 8,199$         3,139$         
Cash - designated for future repairs and replacements 46,108 -                   
Receivables:

Trade, net of allowance of $445,000 and
$321,261 for 2013 and 2012, respectively 5,122 6,438

Assessment, net of allowance of $367,786 and
$0 for 2013 and 2012, respectively 1,261,365 -                   

Inventories 3,252 3,252
Prepaid insurance 1,349           1,592
Construction in progress related to assessment 82,925 -                   

Property and equipment, net 65,834         48,282         

TOTAL ASSETS 1,474,154$  62,703$       

LIABILITIES AND MEMBERS' DEFICIT

CURRENT LIABILITIES
Accounts payable 35,993$       15,302$       
Accrued payroll and taxes 8,243 8,801
Deferred income from dues 10,037         10,765
Deferred income from assessment 1,690,825 -                   

Notes payable, related party 2,038,416    1,890,277    

Total liabilities 3,783,514    1,925,145    

MEMBERS' DEFICIT

Undesignated (2,333,750)   (1,862,442)   

Designated for future repairs and replacements 24,390         -                   

Total members' deficit (2,309,360)   (1,862,442)   

TOTAL LIABILITIES AND MEMBERS' DEFICIT 1,474,154$  62,703$       

The accompanying notes are an integral part of the financial statements.
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SKYLINE RANCH OWNERS ASSOCIATION
STATEMENTS OF REVENUES AND EXPENSES

Years Ended December 31, 2013 and 2012

Percent of Percent of Increase or
Amount Revenues Amount Revenues (Decrease)

REVENUES

Maintenance fees 425,022$      58.8          465,930$      77.9          (40,908)$       
Assessment income 107,315 14.8          -                    -                107,315
Services 9,523 1.3            12,619 2.1            (3,096)
Rental income 165,935 22.9          91,796 15.4          74,139
Vending and food 10,859 1.5            9,486 1.6            1,373

Other income 4,767            .7              17,827          3.0            (13,060)         

Total revenues 723,421        100.0        597,658        100.0        125,763        

EXPENSES

Salaries and wages 198,307 27.4          198,238 33.2          69                 
General and administrative 196,319 27.2          119,682 20.0          76,637          
Utilities and services 98,787 13.7          85,365 14.3          13,422          
Maintenance and housekeeping 48,840 6.8            33,694 5.6            15,146          
Payroll taxes 18,641 2.6            18,717 3.1            (76)                
Vending and food expenses 4,929 .7              4,339 .7              590               
Rental expense 10,945 1.5            10,853 1.8            92                 
Insurance 14,697 2.0            16,348 2.7            (1,651)           
Auto and truck expense 8,991 1.2            6,695 1.1            2,296            
Bad debt expense 491,525 68.0          147,732 24.7          343,793        
Property taxes 24,138 3.3            26,030 4.4            (1,892)           
Advertising 21,286 2.9            4,170 .7              17,116          
Professional fees 9,625 1.3            9,488 1.6            137               
Collection expenses 15,359 2.1            5,856 1.0            9,503            
Depreciation and amortization 7,950            1.1            11,589          1.9            (3,639)           

Total expenses 1,170,339     161.8        698,796        116.8        471,543        

DEFICIENCY IN REVENUES OVER  

EXPENSES (446,918)$     (61.8)         (101,138)$     (16.8)         (345,780)$     

2013 2012

The accompanying notes are an integral part of the financial statements.
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SKYLINE RANCH OWNERS ASSOCIATION
STATEMENTS OF CHANGES IN MEMBERS' DEFICIT

Years Ended December 31, 2013 and 2012

Designated
for Future

Repairs and
Total Undesignated Replacements

BALANCE, DECEMBER 31, 2011 (1,761,304)$ (1,761,304)$ -$                 

Deficiency in revenues over expenses (101,138)      (101,138)      -                   

BALANCE, DECEMBER 31, 2012 (1,862,442)   (1,862,442)   -                   

Deficiency in revenues over expenses (446,918)      (446,918)      -                   
Allocated to future repairs and

replacements:
Assessments -                   (107,315)      107,315

Major repairs/replacements:
Pool -                   60,000         (60,000)        
Waste water treatment -                   22,925         (22,925)        

BALANCE, DECEMBER 31, 2013 (2,309,360)$ (2,333,750)$ 24,390$       

The accompanying notes are an integral part of the financial statements.
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SKYLINE RANCH OWNERS ASSOCIATION
STATEMENTS OF CASH FLOWS

Years Ended December 31, 2013 and 2012

2013 2012

CASH FLOWS FROM OPERATING ACTIVITIES

Deficiency in revenues over expenses (446,918)$    (101,138)$    
Adjustments to reconcile net cash provided by (used in) 

operating activities:
Depreciation and amortization 7,950           11,589         
Change in allowance for doubtful accounts (491,525)      141,268       
Effects of changes in operating assets and liabilities:

Receivables (768,524)      (141,268)      
Inventories -                   (29)               
Prepaid insurance 243              1,309           
Outstanding checks in excess of bank balance -                   (8,703)          
Accounts payable 20,691         7,732           
Accrued payroll and taxes (558)             2,251           
Deferred income 1,690,097    (3,305)          

Net cash provided by (used in) operating activities 11,456         (90,294)        

CASH FLOWS FROM INVESTING ACTIVITIES

Purchases of property and equipment (108,427)      (3,599)          

CASH FLOWS FROM FINANCING ACTIVITIES

Advances from notes payable, related parties 148,139       93,515         

NET INCREASE (DECREASE) IN CASH 51,168         (378)             

CASH, BEGINNING OF YEAR 3,139           3,517           

CASH, END OF YEAR 54,307$       3,139$         

SUMMARY OF CASH ACCOUNTS
Undesignated 8,199$         3,139$         
Designated for future repairs and replacements 46,108         -                   

TOTAL CASH ACCOUNTS 54,307$       3,139$         

The accompanying notes are an integral part of the financial statements.
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SKYLINE RANCH OWNERS ASSOCIATION
NOTES TO FINANCIAL STATEMENTS

December 31, 2013 and 2012
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations

Skyline Ranch Owners Association (the “Association”) was organized on October 26, 1995, as 
a Virginia nonprofit corporation. The Association is subject to the requirements of the Virginia 
Real Estate Time-Share Act (TSA), Chapter 21, Title 54.1, of the Code of Virginia 1950, as 
amended July 1, 1996. The Association is organized to manage, operate, and maintain a time-
share resort known as Skyline Ranch Resort (the “Resort”) located in Warren County, Virginia, 
and may make improvements if agreed upon by the board of directors (board). The units in the 
Resort are being purchased subject to a multisite time-share program (Note 3). Unless sooner 
terminated by unanimous consent of all owners or court order, the time-share program (and 
thus the multisite time-share program) automatically renews for an additional 10 years at 4:00 
o’clock p.m. on the first day in January 2060. Thereafter, the time-share program will be 
automatically extended for additional periods of 10 years each, unless terminated sooner by 
majority vote of the owners or court order. Upon termination, each unit-week owner will become 
a tenant in common in fee simple with every other owner, including the right to partition.

Currently, there are two classifications of time-share ownership, as follows:

(1) Gold time-share: A gold time-share is an ownership in a specifically designated time-share 
unit; a treeloft chalet which gives its owner the specific right to use the time-share unit 
during a designated unit week on a recurring basis subject to a first come, first served, 
space available basis. A gold time-share includes the rights of the bronze time-share.

(2) Bronze time-share: A bronze time-share is an ownership in an unspecified campsite 
designated for use by a bronze time-share owner on a recurring basis subject to the 
occupancy level and the occupancy period. A bronze time-share is subject to a first come, 
first served, space available basis. A bronze time-share does not include the rights of the 
gold time-share.

Use of Estimates in Preparing Financial Statements 

The preparation of financial statements in conformity with accounting principles generally 
accepted in the United States of America requires management to make estimates and 
assumptions that 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 reporting period. Actual results could differ from those estimates.



SKYLINE RANCH OWNERS ASSOCIATION
NOTES TO FINANCIAL STATEMENTS

December 31, 2013 and 2012
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Accounts Receivable

Accounts receivable are uncollateralized owner obligations which require payment at specified 
terms. Account balances with invoices past 30 days are considered delinquent. Payments of 
accounts receivable are applied to the specific invoices identified on the owner’s remittance 
advice. The carrying amount of accounts receivable is reduced by a valuation allowance that 
reflects management’s best estimate of amounts that will not be collected. The allowance for 
doubtful accounts is based on management’s assessment of the collectibility of specific owner
accounts and the aging of the accounts receivable. All accounts or portions thereof deemed to 
be uncollectible or to require an excessive collection cost are written off to the allowance for 
doubtful accounts.

Inventories

Inventories are stated at the lower of cost on the first-in, first-out (FIFO) basis, or market.

Property, Equipment, Depreciation, and Amortization

The Association records property and equipment at cost and calculates depreciation using 
accelerated depreciation methods over the assets’ estimated useful lives ranging from three to 
39 years. These depreciation methods are also used for income tax purposes. Leasehold 
improvements are amortized over the life of the lease, which is an annual renewable lease.

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.

Expenditures for repairs and maintenance, which do not materially extend the useful lives of 
assets, are charged to expense when incurred. Expenditures for betterments to property and 
equipment are capitalized.

Impairment of Long-Lived Assets

The Association reviews long-lived assets for impairment whenever events or changes in 
circumstances indicate the carrying amount of an asset may not be recoverable. Recoverability 
of assets to be held and used is measured by a comparison of the carrying amount of an asset 
to future undiscounted net cash flows expected to be generated by the asset. If such assets are 
considered to be impaired, the impairment to be recognized is measured by the amount by 
which the carrying amount of the assets exceeds the fair value of the assets. Assets to be 
disposed of are reported at the lower of carrying amount or the fair value less costs to sell.



SKYLINE RANCH OWNERS ASSOCIATION
NOTES TO FINANCIAL STATEMENTS

December 31, 2013 and 2012
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Maintenance Fees

Fees are approved by the Board of the Association based upon budgeted expenditures of the 
time-share program. Maintenance fees are used for paying time-share estate occupancy 
expenses as defined in the public offering statement. The maintenance fee was established at 
$615 for 2013 and 2012, but may be increased by up to 10% annually.

Advertising

Advertising costs are charged to expense when incurred.

Income Taxes

The Association was incorporated as a nonprofit corporation under Chapter 10 of Title 13.1 of 
the Virginia Code Section 13.1-801, as amended. For federal income tax purposes, the 
Association is treated as a taxable membership organization pursuant to Section 277 of the 
Internal Revenue Code.

The Association has adopted ASC 740-10, Income Taxes, as it relates to uncertain tax 
positions, and has evaluated its tax position taken for all open tax years. The Association 
believes that there are no material uncertain tax positions in accordance with applicable 
standards.

The federal and state income tax returns of the Association for 2013, 2012, 2011, and 2010 are 
subject to examination by the Internal Revenue Service (IRS) and state taxing authorities, 
generally for three years after they are filed.

Deferred Income Taxes

Deferred taxes are provided on a liability method whereby deferred tax assets are recognized 
for deductible temporary differences, operating losses, and tax credit carryforwards. Deferred 
tax liabilities are recognized for taxable temporary differences. Temporary differences are the 
differences between the reported amounts of assets and liabilities and their tax basis. Deferred 
tax assets are reduced by a valuation allowance when, in the opinion of management, it is 
more-likely-than-not that some portion or all of the deferred tax assets will not be realized.
Deferred tax assets and liabilities are adjusted for the effects of changes in tax laws and rates 
on the date of enactment.



SKYLINE RANCH OWNERS ASSOCIATION
NOTES TO FINANCIAL STATEMENTS

December 31, 2013 and 2012
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NOTE 2 - PROPERTY AND EQUIPMENT

Major classes of property and equipment consist of the following at December 31:

2013 2012

Land improvements $ 132,397 $ 132,397
Building improvements 76,525 53,002
Furniture and equipment 78,268 76,289
Shuffleboard and mini putt 50,888 50,888
Mobile home 15,000 15,000
Vehicles 18,020 18,020
Construction in progress 82,925 -

Total property and equipment 454,023 345,596
Less accumulated depreciation (305,264) (297,314)

Property and equipment, net $ 148,759 $ 48,282

NOTE 3 - MULTISITE TIME-SHARE PROGRAM

A purchaser of a gold time-share interest in the Resort has the opportunity to become a 
member of Resort Condominium International, Inc. (RCI), a multisite time-share program.
Subject to availability and pursuant to the rules and regulations of RCI, members can exchange 
a week of usage at the Resort for a similar week at another RCI member resort.

NOTE 4 - TIME-SHARE FACILITY

The Resort is a residential time-share development with a maximum of 500 time-share units. At
December 31, 2013, there were 137 campsites and 18 treeloft chalets available. The treeloft 
chalets are subdivided into 52 use periods. The facilities officially opened on October 25, 1995.

NOTE 5 - RELATED PARTY TRANSACTIONS

Management Fees

On October 31, 1995, the Association entered into an agreement with Project Management, 
Inc. (PMI) to provide for the management, operation, and maintenance of the Resort. PMI is 
owned by certain board members of the Association.



SKYLINE RANCH OWNERS ASSOCIATION
NOTES TO FINANCIAL STATEMENTS

December 31, 2013 and 2012
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NOTE 5 - RELATED PARTY TRANSACTIONS (continued)

Management Fees (continued)

The initial term of the agreement expired on October 31, 1998. This agreement is automatically 
renewed for successive three-year periods, until terminated. The Association can terminate the 
agreement by vote of the owners pursuant to the provisions of the TSA. PMI can terminate the 
agreement if they are at any time hindered in their management performance by owners or 
guests upon 60-days written notice to the Association.

Fees under the agreement are based on an amount equal to 15% of the operating budget. In 
addition, PMI is to be reimbursed by the Association for certain costs incurred in connection 
with their performance, including salaries. PMI will also earn additional compensation equal to 
the difference between the total amount of maintenance fees, dues, or special assessments 
collected and the aggregate amount of time-share program expenses incurred during the year, 
but not to exceed $50,000. For the years ended December 31, 2013 and 2012, PMI waived all 
management fees.

Developer

The developer of the Association is Skyline Resort, Inc. (the “Developer”), which is owned by 
certain board members of the Association. Pursuant to Virginia statutes, the Developer 
guaranteed to each owner through December 31, 2013, that the total annual maintenance fee 
for common expenses of the Resort would not exceed $615 per owner.

On December 31, 2013 and 2012, the Association signed a note payable to the Developer 
stipulating that all principal and accrued interest shall be due upon written demand, which may 
not be made until one year and one day after the date of the note. Interest is to accrue at the 
Applicable Federal Rates (AFR) published by the IRS, for each month the debt is outstanding.
For the years ended December 31, 2013 and 2012, no interest was charged on the note due to 
the Developer based on a mutual agreement between the Association and the Developer. The 
balance due on the note was $1,851,670 and $1,703,077 at December 31, 2013 and 2012, 
respectively.

The Association also pays the Developer $900 a month in rent for use of land for hiking and 
other activities. $10,800 was paid for the years ended December 31, 2013 and 2012. This is an 
annual renewable lease.

During the Initial Board Term (IBT) which expires on January 1, 2050, the Developer has the 
sole voting rights.



SKYLINE RANCH OWNERS ASSOCIATION
NOTES TO FINANCIAL STATEMENTS

December 31, 2013 and 2012
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NOTE 5 - RELATED PARTY TRANSACTIONS (continued)

Shenandoah Trail Rides, Inc.

On December 31, 2013 and 2012, the Association signed a note payable to Shenandoah Trail 
Rides, Inc. stipulating that all principal and accrued interest shall be due upon written demand, 
which may not be made until one year and one day after the date of the note. Interest is to 
accrue at the AFR published by the IRS for each month the debt is outstanding. For the years
ended December 31, 2013 and 2012, no interest was charged on the note due to Shenandoah 
Trail Rides, Inc. based on a mutual agreement between the Association and Shenandoah Trail 
Rides, Inc. The balance on this note was $186,746 and $187,200 at December 31, 2013 and 
2012, respectively.

Related Party Financing

The Association has received an irrevocable letter of commitment from the owner of the 
Developer and majority owner of Don Carter Lanes, Inc., to provide cash advances and other 
financial support needed to meet the Association’s cash flow requirements through 
December 31, 2014.

NOTE 6 - SPECIAL ASSESSMENT AND FUTURE MAJOR REPAIRS AND REPLACEMENTS

The Association’s governing documents allow, but do not require, the Association to accumulate 
funds for working capital, operations, contingencies, improvements, and replacements.  
Accumulated funds, which aggregate $46,108 and $0 at December 31, 2013 and 2012, 
respectively, are held in separate accounts and are generally not available for operating purposes.  
It is the Association’s policy that interest earned on such funds is available for operating purposes.

The Association's board of directors and developer conducted a study during 2012 to estimate 
the remaining useful lives and the replacement costs of the common property components. The 
Association is funding for such major repairs and replacements over the estimated useful lives 
of the components based on the study's estimates of current replacement costs, 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, 
amounts designated for future repairs and replacements may not be adequate to meet future 
needs. If additional funds are needed, however, the Association has the right to increase 
regular assessments or levy special assessments, or it may delay major repairs and 
replacements until funds are available.
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NOTES TO FINANCIAL STATEMENTS

December 31, 2013 and 2012

13

NOTE 6 - SPECIAL ASSESSMENT AND FUTURE MAJOR REPAIRS AND REPLACEMENTS
(continued)

In October, 2013, the Association levied a special assessment equal to $2,750 for each annual 
owner and $1,375 for each biannual owner to assist with funding for several major repairs and 
capital improvements. The supplementary schedule on page 16 details the proposed use of 
funds collected from the special assessment.  All amounts collected above the total amount on 
page 16 will be allocated 35% to the Association and 65% to a related party under common 
ownership. All expenses related to the special assessment are expected to be incurred by 
December 31, 2014.  

NOTE 7 - SUPPLEMENTARY CASH FLOWS INFORMATION

Cash paid for interest was $48 and $201 for the years ended December 31, 2013 and 2012, 
respectively.

NOTE 8 - INCOME TAXES

Net deferred tax asset consisted of net operating loss carryforwards of $575,000 and $593,200 
at December 31, 2013 and 2012, respectively. A valuation allowance was recorded for 
$575,000 and $593,200 at December 31, 2013 and 2012, respectively.

Realization of the deferred tax asset is dependent upon sufficient future taxable income during 
the period that deductible temporary differences and carryforwards are expected to be available 
to reduce taxable income. The amount of the valuation allowance could be increased in the 
near term if estimates of future taxable income during the carryforward period are reduced.

The Association had approximately $1,438,000 and $1,483,000 for the years ended 
December 31, 2013 and 2012, respectively, in net operating loss carryforwards that are 
available to offset future taxable income which expire between 2014 and 2031.

NOTE 9 - MANAGEMENT’S PLANS

The Association has suffered recurring losses from operations and negative cash flows from 
operations in prior years. Management continues to monitor expenses, make efforts to increase 
collection of annual fees, and use volunteers to do jobs around the time-share property instead 
of hiring employees. The owner of a related party has made a commitment to continue to fund 
the Association, as necessary. The plan is to continue these efforts until the Association has 
positive cash flow on its own. It is management’s opinion that the Association has sufficient 
financial resources to meet its obligations through at least December 31, 2014.

The next board of directors’ meeting will be in November 2014 in Rockford, Illinois.
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NOTES TO FINANCIAL STATEMENTS

December 31, 2013 and 2012
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NOTE 10 - SUBSEQUENT EVENTS

Management evaluated subsequent events through August 26, 2014, the date the financial 
statements were available to be issued.

This information is an integral part of the accompanying financial statements.
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SUPPLEMENTARY INFORMATION



Designated for

Estimated Estimated Repairs/

Remaining Current Replacements

Useful Replacement December 31,
Components Life (Years) Cost 2013

Pool 2 to 3 205,400$         145,400$         
Chalets 3 to 5 200,000           200,000           

Campsites 3 to 5 86,818             86,818             
Sidewalks 3 to 5 37,820             37,820             

Waste water treatment 1 31,000             8,075               
Trail rides 1 25,000             25,000             
Hot tub 1 20,000             20,000             

Miscellaneous 2 to 4 217,013           217,013           
Debt repayment N/A 677,074           677,074           

Totals 1,500,125$      1,417,200$      

The Association's board of directors and developer conducted a study during 2012 to
estimate the remaining useful lives and the replacement costs of the common property
components. Replacement costs were based on the estimated costs and do not take
into account the effects of inflation between the study and the date that the components
will require repair or replacement. The following information is based on the study and
presents significant information about the components of the common property. Funding
for these repairs and replacements will come from the special assessment levied during
2013 to owners and members.

SKYLINE RANCH OWNERS ASSOCIATION

SUPPLEMENTARY INFORMATION ON FUTURE MAJOR REPAIRS  

AND REPLACEMENTS (UNAUDITED)

December 31, 2013
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