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Independent Auditor’s Report

The Board of Directors
Waikoloa Village Association:

| have audited the accompanying balance sheets of the Waikoloa Village Association (a
Corporation) as of December 31, 2007 and 2006, and the related statements of revenues and
expenses, changesin member s equity and cash flowsfor theyears then ended. Thesefinancial
statements are the responsibility of the Waikoloa Village Association's management. My
responsibility isto express an opinion on these financial statements based on my audits.

I conducted my audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that | plan and perform the audits to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on atest basis, evidence supporting the amounts
and disclosuresin the financial stateaments. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the
over all financial statement presentation. | believethat our audits provide areasonablebasis
for my opinion.

In my opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of the Waikoloa Village Association as of December 31, 2007
and 2006, and the results of its operations and its cash flows for theyears then ended in
confor mity with accounting principles generally accepted in the United States of America.

Thesupplementaryinformation on FutureM ajor Repair sand Replacements,isnot arequired
part of the basic financial statements of Waikoloa Village Association but is supplementary
information required by the Ameican Institute of Certified Public Accountants. | have
applied certain limited procedures, which consisted principally of inquiries of management,
regar ding the methods of measurement and presentation of the supplementary information.
However, | did not audit the information and express no opinion on it.

&_,%//&//7, CrA, A

Honolulu, Hawaii
March 28, 2008



WAIKOLOA VILLAGE ASSOCIATION

BALANCE SHEETS

ASSETS

Current Assets:

Cash and cash equivalents - undesignated

Cash and cash equivalents - designated for
futuremajor repairsand replacements

Certificate of deposit - designated for
futuremajor repairsand replacemetns

Construction deposits

Accountsreceivable, net of allowance for
doubtful accounts of $43,000 in 2007 and 2006

Golf merchandise inventory

Prepaid expense

Total Current Assds
Property and Equipment:
Land and improvements
Buildings
Equipment

Furniture and fixtures
18" Green well

L ess accumulated depreciation
Net Property and Equipment

Assets under capital lease, net of accumulated

amortization of $100,989 and $65,052 in 2007 and 2006

Deferred tax asset

TOTAL ASSETS

See accompanying notesto financial statements.
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12/31/2007 12/31/2006
$ 622,402 $ 399,378
689,257 229,028
- 97,000
247,316 186,434
137,025 105,350
68,805 67,083
18,812 18,812
1,783,617 1,103,085
6,591,993 6,568,285
2,003,766 1,996,271
1,528,698 1,404,487
113,688 113,688
883,730 583,799
11,121,875 10,666,530
3,085,274 2,864,362
8,036,601 7,802,168
639,244 675,181
26,100 26,100
$10.485562 $.9,606,534




WAIKOLOA VILLAGE ASSOCIATION
BALANCE SHEETS

LIABILITIESAND MEMBERS EQUITY

12/31/2007  12/31/2006

Current Liabilities:
Accounts payable $ 53566 $ 93,608
Accrued payroll and other 109,203 103,103
Construction deposits 245,496 185,357
Deferred revenues 398,209 238,067
L oan payable - current portion 24,904 40,748
Current portion of obligation under capital lease 126,622 119,120
Total current liabilities 958,000 780,003

Long-term Liabilities:

L oan payable - net of current portion 776,848 519,848
Obligation under capital lease - net of current portion 369,105 495,727
Total long-term liabilities 1,145,953 1,015,575
Total Liabilities 2,103,953 1,795,578

Members Equity:
Undesignated 7,692,352 7,484,928
Designated for futuremajor repairsand replacements 689,257 326,028
Total Members Equity 8,381,609 7,810,956
TOTAL LIABILITIESAND MEMBERS EQUITY $10,485,562 $9,606,534

See accompanying notesto financial statements.
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WAIKOLOA VILLAGE ASSOCIATION
STATEMENTSOF REVENUES AND EXPENSES

Revenue:
Dues
Green fees
Golf rentals
Mauna Lani Easement
Golf subsidy
M erchandise sales
Leaserent
Driving range
Waikoloa Open
Other

Total Revenue

Expenses:
Salaries and wages, payroll
taxes and benefit

Utilities
Depreciation and amortization
Taxes and licenses
Repairs and maintenance
Cost of sales
Insurance
Professional fees
Supplies
Advertising and promotion
Fuel
Charge card discounts
Equipment rent
Annual meeting
I nterest expenses
Waikoloa Open
Other

Total operating expenses

Excess (deficiency) of revenues over

expenses from operations
Interest and dividend income

Excess of revenues over
expenses

Membership Operations

Total

2007

2006

$1,525423 $ - $1,525,423  $1,390,772
- 938,408 938,408 876,867
693,509 693,509 587,957
- - - 200,000
- 435,500 435,500 164,500
- 156,636 156,636 136,401
53,577 - 953,577 98,844
- 49,714 49,714 39,984
- 15,600 15,600 3,746
124,017 136,216 260,233 221,685
1,703,017 2425583 4,128,600 3,720,756
299,367 1,233)981 1,533,348 1,568,847
22,451 508,887 531,338 485,537
46,292 210,556 256,849 236,397
39,223 148,292 187,515 199,993
14,488 284,045 298,533 327,664
- 161,624 161,624 91,726
15,207 98,037 113,244 96,786
215,247 3,297 218,544 72,471
5,636 20,374 26,010 25,960
16,899 46,596 63,495 34,601
1,414 36,728 38,142 48,546
- 38,447 38,447 29,737
- 2,665 2,665 4,336
6,972 - 6,972 6,941
12 30,194 30,206 40,838
- 7,155 7,155 3,296
73,739 12,724 86,463 61,607
756,947 2,843,602 3,600,549 3,335,283
946,070 (418,019) 528,051 385,473
42,602 18,346
570,653 403,819

See accompanying notesto financial statements.
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WAIKOLOA VILLAGE ASSOCIATION

Statements of Changesin Members Equity

For the yearsended December 31, 2007 and 2006

Members equity, January 1, 2006
Excess of revenues over expenses

I nterest earned on reserve funds
Inter-fund transfer

Members' equity, December 31, 2006
Excess of revenues over expenses

I nterest earned on reserve funds
Inter-fund transfer

Members' equity, December 31, 2007

Designated for
FutureMajor
Repairs and
Total Undesignated Replacement
$7,407,137 7,035,215 371,922
403,819 403,819 -
- (17,615) 17,615
- 63,509 (63.509)
7,810,956 7,484,928 326,028
570,653 570,653 -
- (41,916) 41,916
- (321,313) 321,313
$3,381,609 7,692,352 689,257

See accompanying notesto financial statements.
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WAIKOLOA VILLAGE ASSOCIATION

Statements of Cash Hows

For the yearsended December 31, 2007 and 2006

Cash flows from oper ating activities:
Excess of revenues over expenses

Adjustmentsto reconcile excess (deficiency) of revenue over
expensesto net cash provided by operating activities:

Depreciation and amortization

(Increase) deareasein:
Accountsreceivable
Inventory
Prepaid expenses
Construction deposits

Increase (decrease) in:
Accounts payable
Accrued expenses
Construction deposits
Deferred revenues

Total adjustments

Net cash provided by gperations

Cash flows used by investing activities:
Investment in certificate of deposits
Increasein assets under capital lease
Capital expendituresfor property and equipment
Net cash used in inveging activities

Cash flows provided by financing activities:
Increasein loan payable
Increasein capital lease
Repayments on capital lease obligations
Net cash provided by financing activities
Net increase in cash
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

(Continued)
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2007 2006
$570,653 403,819
256,849 200,460
(31,675) (76,260)
(1,722) (20,339)
- (2,135)
(60,882) -
(40,042) 4,056
6,100 12,538
60,139 (726)
160,142 (273.197)
348.909 (155,603)
919,562 248,216
97,000 50,000
- (296,094)
(455,345) (682,333)
(358,345) (928.427)
241,156 509,084
- 235,212
(119,120 -
122,036 744,296
683,253 64,085
628,406 564,321
$1,311659 628,406




WAIKOLOA VILLAGE ASSOCIATION
Statements of Cash Flows, Continued

2007 2006
Summary of cash accounts:
Cash and cash equivalents - undesignated $ 622,402 399,378
Cash and cash equivalents - designated for future major
repairs and replacements 689,257 229,028
Supplemental Disclosure of Cash Flow Information
2007 2006
Cash paid during the year for:
I nterest $ 30,206 40,838

Taxes -

Supplemental Schedule of Noncash | nvesting and Financing Activities

In 2006, the Association leased solar equipment in theamount of $332,031 that wascapitalized
on thebalance sheet asassetsand obligationunder capital leases. During 2007 and 2006 the
Association have drawn additional $49,572 and $523,953, respectively, from itsaedit line

with First Hawaiian Bank to finance the well construction.

See accompanyingnotesto financial statements.
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WAIKOLOA VILLAGE ASSOCIATION
Notesto Financial Statements
December 31, 2007 and 2006

(1) Organization and Summary of Significant Accounting Policies

Organization

Waikoloa Village Association (the Association) is an incorporated property owners
association located on the isand of Hawaii. The Association provides for the
management, maintenance, protection, preser vation and development of property within
theareaknown as" Waikoloa Village'. The Association isresponsiblefor the operation
and maintenance of the common property within the development. The development
consists of approximately 2,500 residential and condominium units located on
approximately 10,000 acres in Waikoloa, Hawaii. The goal of the Association is to
promote the health, safety, recreation, sports, entertainment and athletic activities
within the community. To that end the Association operates a golf course and leases
other facilities used by its members, other residents of Hawaii and tourists. A
significant portion of golf revenuesisreceived from nonmember Hawaii residents and
tourists. Asrequired by itsbylaws, theboard of directorsiscomprised of members of
the Association.

Cash and Cash Equivalents

For purposes of the statements of cash flows, the Association considers all highly liquid
investments purchased with a maturity date of three months or less to be cash
equivalents.

Construction Deposits

Construction deposits of $2,500 are provided by Waikoloa Village property ownersto
the Association prior to the commencement of construction. The Association provides
guidelines which members must comply with during the construction process. If
unapproved changes are madethe Association reserves the right to use this deposit to
remediate the problem. Prior to April 21, 2004, construction deposits wer e maintained
in individual interest bearing accounts at Solomon Smith Barney and American
Savings Bank. After April 21, 2004, new construction deposits weremaintained in one
American Savings Bank account with interest accruing to the Association. Upon
completion of the construction project, if all guidelines have been met, the original
deposit isreturned to the member. The Association maintains aliability for the trug
deposits provided to the Association prior to commencanent of construdion.



WAIKOLOA VILLAGE ASSOCIATION
Notesto Financial Statements, Continued

Golf Merchandise Inventory

Golf merchandise inventory is stated at the lower of cost or market, with cost
determined on thefirst-in, first-out basis.

Accounts Receivable and Allowance for Doubtful Accounts

Association members are subject to yearly assessments to provide funds for the
Association's operating expenses, future capital acquisitions, and major repairs and
replacements Accountsreceivable on thebalance sheet daterepresent assessments due
from property ownersand ather tradereceivables. The Association'spolicy isto assessa
penalty on properties of homeowners whose assessments are thirty days or more
delinquent and to retain legal counsel and place liens on properties with assessments
that become significantly past due. Any excess assessmentsat year end areretained by
the Association for use in future years. As of December 31, 2007 and 2006, there was
approximately $70,000 and $60,000, respectively in receivables 90 days or mor e past
due. An allowance for doubtful accounts has been established based on a per centage of
accounts receivable outstanding, payment history, and present market conditions. A
review of the delinquent accounts is done periodically. Accounts are written off when
deemed uncollectible. Accountsreceivable are net of allowances for doubtful accounts
of $43,000 at December 31, 2007 and 2006.

Property and Equipment

The Association capitalizes all property and equipment to which it has title or other
evidence of ownership with the exception of real property directly associated with the
units. Accordingtothe Association's governing documents, any exchange, sale, or other
disposition of any real property owned by the Association requires the approval of
two-thirds of the members present at a meeting of the Assoaation, notice of the
meeting must disclose that such atransaction isbeing considered.

Property and equipment acquired by the Association are recorded at cost. Property
contributed to the Association by the developer isrecorded at estimated fair value at
the date of contribution. Land and buildings consist predominantly of property
contributed to the Association by Boise Cascade Home and Land Corporation and its
successor in interest, Transcontinental Development Co. Boise Cascade, developer of
the Waikoloa Village, agreed to convey approximately 10,000 acres of land and
improvements to the Association. Accordingly, in 1975, the Clubhouse, swimming
pool, tennis courts and approximately 2,000 acres of land were conveyed to the
Association. 1n 1987, the remaining 8,000 acres wer e conveyed to the Association.
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WAIKOLOA VILLAGE ASSOCIATION
Notesto Financial Statements, Continued

These properties have been recorded at their fair value based on either their assessed
value for real property tax purposes or their appraised value as determined by a
private appraisal company asfollows:
Recor ded Basisfor
Value Recorded Value

Property conveyed in 1975:
Land and improvements -

approximately 2,000 acres $ 652,600 Assessed Value
Clubhouse, swimmingpool, tennis courts 137,400 Assessed Value
Property conveyed in 1987:
Land - approximately 8,000 acres 4,800,000 Private Appraisal
Maintenance buildings 166,397 Assessed Value
5,756,397
Other property and equipment acquired by
the Association 5365478 Cost
$11,121 875

Depreciation on all property and equipment isrecorded on the straight-line basis over
the estimated useful lives of the respective assets. Repairs and maintenance ar e char ged
directly toincome, and expendituresfor renewals and better mentsar e capitalized. Cost
and related accumulated depreciation of property and equipment retired or atherwise
disposed are eliminated from the accountsat thetime of retirement or sale, and gain or
lossiscredited or charged to income.

Equipment acquired under a capital lease is amortized using the straight-line method
over the estimated useful lives of therespective assts.

Deferred Revenues

I n accordance with generally accepted accountingprinciples, revenues and expensesare
recorded when earned and incurred. Deferred revenues consist primarily of association
assessments which wer e collected but not earned during the year.

Advertising and Promotion Costs

Advertising and promotion costs are expensed as incurred. Advertisng and
promotion costs amounted to approximately $63,400 and $34,600 for the years ended
December 31, 2007 and 2006, respectively.
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WAIKOLOA VILLAGE ASSOCIATION
Notesto Financial Statements, Continued

Use of Estimates

The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that
affect the reported amountsof assetsand liabilities and disclosur e 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.

L eases

TheAssociation leasesequipmentused in itsoper ationsand classifiesthoseleasesaseithe
r operating or capital leases following the provision of SFAS No. 13, “Accounting for
Leases.” In 2004, the Association entered into a fiveyear lease for ground maintenance
equipment for the golf course. In 2005, the Association entered into afour year leasefor
golf carts. These leases are accounted for as capital |eases.

At December 31, 2007 thefuture minimum lease commitmentsunder capital leasesare
asfollows:

Capital
leases
Year ending December 31.

2008 $147,441
2009 134,380
2010 35,673
2011 35,673
2012 and futureyears 212,362
Total minimum lease payments 565,529
L essamount representing inter est 69,802
Present value minimum lease payments 495,727
Lesscurrent portion of obligation under capital lease 126,622
Obligations under capital lease, less current portion $369,105

Rental |ncome L eases

The Association has entered into various agreements to lease land and other real
property for periodsranging from twoto gxty years. In addition other red propertyis
leased on a month-to-month or year-to- year basis.
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WAIKOLOA VILLAGE ASSOCIATION
Notesto Financial Statements, Continued

Future minimum rental income under non-cancelable leases to be received as of
December 31, 2007 is asfollows:
Future Minimum
Rental Income

Year ending December 31.

2008 $ 48,000
2009 48,000
2010 48,000
2011 48,000
2012 48,000
Ther eafter 1,545,000

Total $1,785,000

Union Contract

Golf course maintenance workers, based on wages paid, comprise approximately fifty
per cent of the Association’swor kforce. They are employed under a union contract.

Employee Benefit Plan

The Association hasa profit sharing plan for al non-bargaining unit employees who
meet the qualifications of the plan. Employer contributions are determined by the
Board of Directors of the Association. The plan includes a salary reduction provision
under which employees can elect to contribute up to $40,000 but no more than 25% of
annual compensation.

Bargaining unit employees are covered under a pension plan as part of their union
contract.

(5) Golf Subsidy Agreement

I'n 2006, the Association enter ed into an agreement with the County of Hawaii toprovide
subsidized golf course rounds for Hawaii County Resdents. Under the terms of the
Agreement, thefeecharged toany and all Biglsland of Hawaii Residentsshall not exceed
$25 and the County to be billed for individual subsidized roundsat $20 per round. The
term of thisAgreement isfor theperiod beginning September 1, 2006 and ending June 30,
2007 with the maximum total subsidy not to exceed $350,000. The Golf Subsidy
Agreement was subsequently renewed until June 30, 2008 with a subsidy amount of
$250,000 for each six month period.
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WAIKOLOA VILLAGE ASSOCIATION
Notesto Financial Statements, Continued
Income T axes

For income tax pur poses, the Association istaxed under Internal Revenue Code Section
277, which requiresthat the Association pay tax on theexcess of itsmember ship income
over its membership ope ating expenses aswell as its excess non-member ship income
over non-member ship expenses. Pursuant to I nternal Revenue Service Revenue Ruling
70-604 the Association may elect to apply its excess member ship income to reduce the
future year's membe ship fee assessmentsand as a result pay tax only on the excess of
its non-member ship income. The Association recordsincome tax expense for itsexcess
non-member ship income only.

Litigation

The Association is subject to various legal proceedings and claims that arise in the
ordinary course of business. I n the opinion of management, theamount of any ultimate
liability with respect to these actions will not materially affect the Association’s
financial statementsor results of operations.

Note Payable

The Association entered into a promissory notewith a financial institution on August 4,
2005, tofinancetheconstruction of a new well. The Association will draw fundsas costs
of thewell areincurred.

Thetotal noteisfor $850,000 with monthly interest only paymentsuntil August 2006 at
an annual interest rate of 6.38% . Beginning in September 2006, monthly principal and
interest paymentsof $6,278arerequired. Thenoteisduein August 2015 and is secur ed
by all assets of the Asociation.
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WAIKOLOA VILLAGE ASSOCIATION
Notesto Financial Statements, Continued

(90 Future Major Repairsand Replacements

Neither the Association's gover ning documents nor current Hawaii state law requires
the Association to accumulate funds for future major repairs and replacements.
However, in 1992, the Association's board of directors adopted a program to
accumulate such funds. Accumulated funds, which aggregate $689,257 and $326,028
at December 31, 2007 and 2006, 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 fundsisallowed to accumulate in thoseaccounts.

The Association engaged Armstrong Consulting, Inc. to conduct a study in April 2005
toestimatetheremaining useful livesand ther eplacement costsof the common property
components.Actual expenditures, however, may vary from theegimated amountsand
thevariationsmay bematerial. Ther efor e, amountsaccumulated in ther eplacement fund
may or may not be adequate to meet futureneeds. If additional funds are needed, the
Association may increase regular assessment or levy special assessments, or it may
delay major repairsand replacements until funds are available.
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WAIKOLOA VILLAGE ASSOCIATION

Supplementary Information on Future
Major Repairsand Replacements (Unaudited)

December 31, 2007 and 2006
The following information is based on the April 2005 study conducted by Armstrong
Consulting, Inc. and presents significant information about the components of common

property. (Estimated amountsare rounded to the nearest thousand dollars.)

Estimated Estimated Estimated

Remaining Current Future
Useful Life Replacement Replacement
Component (Years) Cost Cost
Buildings 0-15 $ 166,000 249,000
Furniture and equipment 0-6 47,000 58,000
Pavements, fences and lights 0-20 252,000 261,000
Stable 0-13 203,000 210,000
Pool 0-5 85,000 99,000
Tenniscourt 0-4 55,000 58,000
Pro Shop improvements 0-3 552,000 616,000
Restaurant improvements 0-6 169,000 202,000
Golf courseimprovements and
maintenance equipment 0-18 1,322,000 1,548,000
TOTAL $2,851,000 3,301,000
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