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INDEFENDENT AUDITORS' REPORT

To the Board of Directors
Dorchester Habitat for Humanity, Inc.
Summerville, SC

We have audited the accompanying financial statements of Dorchester Habitat for
Humanity, Inc. (“the Entity"), which comprise the statement of financial position as of June
30, 2018 and 2017, and the related statements of activities, functional expenses and cash
flows for the fiscal 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.

Auditors' 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 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 auditors
consider 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.
farrard, Newsll ¢ Rugsell, LLC is an Independent Member of the BDRO Alliance UISA,
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Opinion

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Dorchester Habitat for Humanity, Inc. as of June 30,
2018 and 2017, and the changes in its net assets and its cash flows for the year then
ended in accordance with accounting principles generally accepted in the United States
of America.

Smarard Nowar, G russad e

Charleston, SC
August 10, 2018



DORCHESTER HABITAT FOR HUMANITY, INC.

STATEMENTS OF FINANCIAL POSITION

As of June 30, 2018 and 2017

2018 2017
Assels
Current Assets
Cash £ 406,628 410,812
Accounts Receivable 12,675 10,606
Other Current Assels 14,654 21,005
Construction in Progress 95,517 76,479
Mortgage Receivables, net, current 76,576 67,836
Total Current Assels ] 606,050 586,738
Property and Equipment, net % 1,480,740 1,505,856
Other Assets
Land Held for Development 280,837 230,837
Mortgages Receivables, net, long term 1,217,791 1,016,878
Home Held for Sale - 104,725
Land Held for Investment 5176 5176
Total Other Assets B 1,503,804 1,357,616
Total Assets b 3,590,594 3,450,210
Liabilities and Net Assets
Current Liabilities
Accounts Payable % 31,124 25,67
Compensated Absences 5401 3,613
Accrued Salaries 89,108 6,764
MNote Payable 655,036 50,898
Total Current Liabilities b] 700,669 86,946
Long Term Liabilities
Note Payable - 668,586
Total Long Term Liabilities ] - 668,586
Total Liabilities $ 700,668 755,532
MNet Assels
Unrestricted $ 2,857,125 2,650,953
Temporarily Restricted 32,800 43,725
Total Net Assels b 2,689,925 2,694,678
Total Liabilities and Net Assets 3 3,500,594 3,450,210

3

The accompanying noles and independent auditors’ raport

should be read with this financial statemant.



DORCHESTER HABITAT FOR HUMANITY, INC.

STATEMENT OF ACTIVITIES

For the Fiscal Year Ended June 30, 2018

Revenues and Other Support
Contributions
Contributions In-kind
Grant Revenue
Home Sales, net
NMortgage Discount Amaortization
Special Events
ReStore Sales
Interest ncome
Other Income

Met Assets Released from Resfrictions
Total Revenues and Other Support

Expenses
Program
Construction
ReStore

Total Program Expenses
Support Services
Management and Genaral
Fundraising
Special Events
Total Support Services
Total Expenses
Change in Mat Assels
Met Assets at Beginning of Year

Met Assets at End of Year

The accompanying notes and independent awditors’ report
should be read with this financial statement.

Temporarily

Unrestricted Restricted Total
$ 41,717 2000 43,717
38,926 - 39,926
3,583 56,000 59,583
312,073 - 312,073
a1,626 - 91,626
87,890 - 87,890
9g2,212 982,212
205 205
25,355 . 25,355
68,525 (68,925) .
$ 1653512 (10,825) % 1,642,587
725,155 . 725,155
562,715 562,715
$ 1287870 $ 1287870
34,838 34 B3B8
74,249 74,249
50,383 ; 50,383
g 159,470 e 158,470
$  1,447.340 - $ 1447340
$ 206,172 (10,925) % 195,247
2 650,853 43,725 2 594 678
$ 2857125 32800 _§ 2880925
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DORCHESTER HABITAT FOR HUMANITY, INC.
STATEMENT OF ACTIVITIES
For the Fiscal Year Ended June 30, 2017

Revenues and Other Support

Confributions

Confributions In-kind

Grant Revenus

Home Sales, net

Mortgage Discount Amortization

Special Events

ReStore Sales

interest Income

Other Income

Met Assets Released from Restrictions
Total Revenues and Other Support

Expenses
Program
Construction
ReStore
Total Program Expenses

Support Services
Management and Ganeral
Fundraiging
Special Events
Total Support Services
Total Expenses
Change in Mel Assels before other changes

Oiher Changes-(Expense) Revanue
Foreclosure

Total ather changes
Mat Assets at Beginning of Year

Met Assets at End of Year

Temporarily
Unrestricted Restricted Total

$ 103,885 $ $ 103,885
36,221 - 38,221
49,834 4100 53,934
231,588 . 231 588
82,361 82 361
76,376 76,376
826,867 B26,867
135 135
5,124 - 5,124
56,084 (56,084) .
3 1,468,475 ] (51,984) ] 1,416,491
549,664 549,664
457,878 457,879

§ 1007543  § $ 1,007 543
35,214 : 35,214
69,979 - 69,979
34,712 - 34,712
$ 139,805 $ - 8 138,905
$ 1,147 448 % g 1,147 448
$ 321,027 $ (51,084) % 269,043
$ 74161  _§ - 74,161
$ 74161 _§ = $ 74,161
2 255,765 95,704 2,351,474
3 2,650,953 b 43,725 ] 2,604 678

5

The accompanying notes and independent auditors’ report
should be read with this financial statement.
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DORCHESTER HABITAT FOR HUMANITY, INC.

STATEMENTS OF CASH FLOWS

For the Fiscal Years Ended June 30, 2018 and 2017

Cash Flows from Operating Activities

Increase in nal assets
Adjustments 1o reconcile change in nel assels to net cash
provided({used) by operating activities:
Depraciation
Amortization of discount on morgages
Discourts on morlgages issued
Recognized amortization income from foreclosure
Recognized second morgage income from foreclosure
{Increase)/Decrease in:
Restricted cash
Construction in progress
Other current assets
IncreasefDecrease) in:
Accounts payable
FPayrodl taxes and benefils payable
Met Cash Provided (Lised) By Operating Activities

Cash Flows From mvesting Acfivities
Lots used in development and closed
Furchase of land for imveniony
Land held for investment
Propery held for resale
FPurchase of equipmen
Furchase of fruck
Building Improvements
Frincipal balances of foreclosedpaid off properties
Collection of morigage receivabie
lssuance of morigage receivable
Met Cash (UsedpProvided By bwesting Activities

Cash Flows From Financing Activities
Proceeds from issuance of nole payvabila
Principal payments on note payable

Net Cash (Used)/Provided By Financing Activiies

Increase In Cash and Cash Equivalents
Cash and Cash Equivalents At Beginning Of Year
Cash and Cash Equivalents At End Of Year

Supplemental Disclosuras
Noncash investing and financing activities:
Assets donated for use
interest paid
income taxes paid i

2018 2017

$ 195247 § 343,204

50,400 47,220

(81 ,626) (B2,361)

449152 330,202

. (22,221)

(56,300)

- 558

(19,038) 46,135

6,352 (14,497)

5453 17687

4,132 8,098

5 600,072 $ 617,725

$ 56,000 g 61,176

(106,000) -

- {5.176)

104,725 {104,725)

- (19,708)

. (35,500)

(25,285) -

- 108,113

180 489 162 963
(749,737} (561,790)

5 (539 808) §  [(404.648)

L3 - § -
(B4 448) [146,862)
$ (B4 448) $§ (148862)
$ {4,184) § 66,215

410,812 344 597

$ 406,628 § 410,812

26,162 30,151

The accompanying noles and independent auditors' repor
should be read with this financial stalemeni.



DORCHESTER HABITAT FOR HUMANITY, INC.
NOTES TO THE FINANCIAL STATEMENTS
For the Fiscal Years Ended June 30, 2018 and 2017

Note 1 — Nature of Activities and Summary of Significant Accounting Policies

Nature of Organization

Dorchester Habitat for Humanity, Inc. (DHFH) was founded in 1993 and is an approved
affiliate for Habitat for Humanity International (HFHI). DHFH builds and sells new homes
to first-time homeowners. DHFH's homeowners are working families who must earn
J5%-60% of the Area Median Income as determined yearly by the HUD Home Program,
the South Carolina Housing Finance & Development Authority, and the Federal Home
Loan Bank. Habitat homes are built by DHFH's construction crew and hundreds of
volunteers. DHFH holds an interest-free first mortgage on each home built with terms of
twenty (20), twenty-five (25), or thirty (30) years. Since 1983, DHFH has helped build
sixty-one (61) homes for working families in Dorchester County, South Carolina. DHFH
also operates a ReStore, which accepts donated items that are sold to the general public.
ReStore proceeds are used to fund DHFH's operation and home building efiorts.

Mission

DHFH is a locally run affiliate of Habitat for Humanity International, a non-profit,
ecumenical Christian housing organization. DHFH's mission statement is “Putting God's
love into action by bringing people together building homes and hope.” DHFH's vision
statement is “Transforming Dorchester County one home at a time." DHFH seeks to
eliminate poverty housing and homelessness in Dorchester County, South Carolina and
to make decent shelter a matter of conscience and action.

Organizational and Program Values

DHFH relies on the generosity of volunteers to keep the cost of construction of Habitat
homes low. Volunteers donate approximately 2,000 hours to build each Habitat home.

DHFH builds permanent, affordable, decent, safe, simple and energy-efficient homes in
partnership with low-wealth families who meet the requirements of its Construction and
Homeownership Program.

DHFH seeks to build in, safe, decent and diverse neighborhoods.

DHFH's Construction and Homeownership Program requires that applicants meet the
35%-60% of the Median Income for Dorchester County, South Carolina; have a debt-to-
income ratio at or below 40% and 35% for fiscal year 2018 and 2017 respectively; have
a housing expenses-to-income ratio at or below 32% and 31% for fiscal year 2018 and



DORCHESTER HABITAT FOR HUMANITY, INC.
NOTES TO THE FINANCIAL STATEMENTS
For the Fiscal Years Ended June 30, 2018 and 2017

Note 1 — Nature of Activities and Summary of Significant Accounting Policies -
(continued)

Organizational and Program Values - (continued)

2017 respectively; have an established credit history; and work at least 425 sweat-equity
hours in partnership with DHFH, including working at least 60 hours on other future
homeowners' homes and at least 60 hours on their own home.

DHFH thrives only through the support of the community, and it owes the community a
regular accounting of its spending and achievements.

DHFH builds to Energy Star 3 standards by utilizing sustainable and energy efficient
building products and methods that reduce homeowners’ living expenses and promotes
environmental stewardship.

DHFH works to strengthen the financial stability and creditworthiness of low-wealth
families by partnering with Origin SC, a HUD-approved counseling agency and non-profit
corporation. Origin SC provides financial, budgeting and credit counseling and education
before the application process, during the application process, and after homeownership.

Homeowners pay back to DHFH an interest-free mortgage over twenty, twenty-five, or
thirty years. The mortgage payments go into a revolving fund (“seed money”) used to
build additional Habitat homes in partnership with other future homeowners.

The ReStore is DHFH's largest fundraiser accepting and selling donated items from and
to the public six days a week. The ReStore depends upon a large number of volunteers
who perform various tasks ranging from assisting with the pick-up and delivery of donated
items to assisling customers in the ReStore.

Basis of Accounting

The financial statements of Dorchester Habitat for Humanity, Inc. have been prepared on
the accrual basis of accounting. Revenue, other than contributions, is recognized when
earned and expenses are recorded when the obligation is incurred.

Basis of Presentation

DHFH follows accounting standards set by the Financial Accounting Standards Board
(*FASB"). The FASB sets accounting principles generally accepted in the United States
of America ("GAAP") that DHFH follows to ensure the consistent reporting of its financial



DORCHESTER HABITAT FOR HUMANITY, INC.
NOTES TO THE FINANCIAL STATEMENTS
For the Fiscal Years Ended June 30, 2018 and 2017

Note 1 — Nature of Activities and Summary of Significant Accounting Policies —
(continued)

Basis of Presentation — (continued)

condition, changes in net assets and cash flows. References to GAAP issued by the
FASB in the accompanying footnotes are the FASB Accounting Standards Codification
(“ASC").

DHFH's financial statements have been prepared in accordance with standards of
accounting and financial reporting under FASBASC 958, Not-For-Profit Eniities and the
AICPA Audit and Accounting Guide, Nol-For-Profit Entities. Under this authoritative
guidance, DHFH is required to provide financial statements which are prepared in focus
on DHFH as a whole and to present balances and transactions according to the existence
or absence of donor-imposed restrictions.

Resources are reported for accounting purposes in separate classes of net assets based
on the existence or absence of donor-imposed restrictions. In the accompanying financial
statements, net assets having similar characteristics have been combined into similar

categories.

* Unrestricted — Net assets that are not subject to donor-imposed stipulations.
Unrestricted net assets may be designated for specific purposes by action of the
Board of Directors. Restricted net assets received and expended in the same year
are classified as unrestricted.

* Temporarily Restricted — Net assets whose use by DHFH is subject to donor-
imposed stipulations that can be fulfilled by actions of DHFH pursuant to those
stipulations or that expire through the passage of time.

» Permanently Restricted — MNet assets that are subject to donor-imposed
stipulations that assets be maintained permanently by DHFH. The donors of these
assets permit DHFH to use all or part of the investment return of these assets for
continuing operation which may be subject to certain restrictions.

Expenses are generally reported as decreases in unrestricted net assels. Expirations of
donor-imposed stipulations that simultaneously increase one class of net assets and
decrease another are reported as transfers between the applicable classes of net assets.
Gains and losses on investments and other assets and liabilities are reported as
increases and decreases in unrestricted net assets unless their use is resiricted by explicit

donor stipulation or law.

11



DORCHESTER HABITAT FOR HUMANITY, INC.
NOTES TO THE FINANCIAL STATEMENTS
For the Fiscal Years Ended June 30, 2018 and 2017

Note 1 — Nature of Activities and Summary of Significant Accounting Policies -
{continued)

Basic Program

DHFH builds homes with donated funds, Restore income and mostly volunteer labor. The
homes are sold to working families for the fair market value determined by appraisal.
DHFH holds the right to reduce the sales price to meet the affordability of the approved
qualified future homeowners. At this time, management feels that all approved qualified
future homeowners exceed the prescribed affordability standards. Before July 1, 2018,
homes were sold at cost. DHFH holds an interest-free first mortgage collectible in monthly
installments. On October 27, 2016, the board of directors approved increasing the length
of future morigages from twenty-five to thirty years. The morigage notes receivable are
discounted at an imputed interest rate, and interest income is recognized over the life of
the mortgage in accordance with FASB ASC 835-30, Imputation of Interest. DHFH also
holds a second mortgage for the difference between the appraised value of the home and
land and the amount of the first mortgage. No payments are due on the second mortgage
unless the home is sold to a third party, foreclosed upon, and/or refinanced. DHFH retains
the right to release the homeowner from the obligation set forth in the terms of the second
mortgage. DHFH generally does not collect nor reflect the second morigage on the
financial statements. All related costs of construction are recognized on the “completed
contract” method, which recognizes cost when a contract, or in this case a home, is
completed or substantially completed.

Cash and Cash Equivalents

For the purposes of the Statements of Cash Flows, DHFH considers all unrestricted highly
liquid investments with an initial maturity of three months or less to be cash equivalents.
As of June 30, 2018 and 2017, DHFH does not have any cash equivalents.

Promises to Give

Unconditional promises to give are recognized as revenues in the period in which the
promise is received, and as assets, decreases in liabilities, or expenses depending on
the form of the benefits received. Conditional promises to give are recognized when the
conditions on which they depend are substantially met.

12



DORCHESTER HABITAT FOR HUMANITY, INC.
NOTES TO THE FINANCIAL STATEMENTS

For the Fiscal Years Ended June 30, 2018 and 2017

Note 1 — Nature of Activities and Summary of Significant Accounting Policies -
{continued)

Construction in Progress

Construction in Progress represents the cost of homes that are currently under
construction for qualified future homeowners. Purchased materials and land for the
construction of these homes are recorded at cost. Donated materials, labor, and land, if
applicable, are recorded at fair market value. Land is recorded and traced in the land
held for development account. Overhead and administration expenses of DHFH's home
construction are included in other program expenses of DHFH.

Donated Assets

DHFH's receives building materials, home goods, and furniture, substantially all of which
the organization receives as gifts or contributions for the purpose of resale. The donated
items are deemed to be of value only when, and if, sold. In accordance with ASC 958-
605-25-4, Not-for-Profit Entities-Revenue Recognition, the donated inventory is not
recorded in the financial statements until the time of sale, when a fair market value is
determined, and items sold are reflected in the statement of activities. No value is
recorded at the date of donation, and the values at June 30, 2018 and 2017, were zero.
Donated materials for construction and lot inventory are recorded at their estimated fair
market values as the date of the donation. Merchandise purchased for resale is recorded

at cost.
Property and Equipment

Purchased property and equipment are recorded at cost. Donated property and
equipment are recorded at the approximate fair value at the date of donation.
Expenditures for major additions and improvements, generally in excess of $2,500, are
capitalized and minor replacements, maintenance, and repairs are charged to expense
as incurred. When property and equipment are retired or otherwise disposed of, the cost
and accumulated depreciation are removed from the accounts, and any resulting gain or
loss is included in the results of the operations for the respective period. Depreciation is
computed by the straight-line method over the estimated useful lives of the assets,
ranging from 5 to 40 years.

13



DORCHESTER HABITAT FOR HUMANITY, INC.
NOTES TO THE FINANCIAL STATEMENTS
For the Fiscal Years Ended June 30, 2018 and 2017

Note 1 — Nature of Activities and Summary of Significant Accounting Policies -
(continued)

Compensated Absences

Full ime and part-ime employees of DHFH are entitled to paid time off (PTO) which is
used for vacations, paid sick days and personal days off, depending on job classification
and length of service. Part-time employees, and full-time employees working less than
forty (40) and more than thirty-four (34) hours per week are eligible for PTO benefits and
the accrual of PTO hours on a prorated basis based upon the percentage of the forty (40)
hour work week that the employee usually works. The following schedule provides PTO
hours allowed based on years of service:

Years of Servi Annual PTO Hours
0 - 3 years 120
4 - B years 160
Over 9 years 200

Change in Net Assets

The change in net assets is affected by, and dependent upon, home sales. In particular,
DHFH sold five (5) homes in 2018 and four (4) homes in 2017. When home sales occur,
the revenue is recorded, and the related previously capitalized construction in progress
is recognized and expensed in the year of the sale. On July 1, 2016, DHFH adopted Policy
22 from Habitat for Humanity International's US Affiliated Organizations Policy Handbook.
The policy states the sales price of housing units is its market value. The market value
is to be established by a third party appraisal for each housing unit. If the qualified
program participant does not financially qualify for sale at FMV, then DHFH has the ability
to use other means to reach an affordable payment. For 2018 and 2017, all homes were
sold at FMV as demonstrated by appraisal.

Effect of Change in Policy

Prior to adoption, Policy 23 referred to the “total repayable price of the home" which was
stated by DHFH as the first mortgage. The practice for determining the “total repayable
price of the home" was the total development costs of the house unless the market value
by appraisal or affordability by the homeowner using prescribed ratio testing was less
than total development costs. The prior policy did not include subordinate mortgage
amounts when recording note receivable.
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DORCHESTER HABITAT FOR HUMANITY, INC.
NOTES TO THE FINANCIAL STATEMENTS
For the Fiscal Years Ended June 30, 2018 and 2017

Note 1 — Nature of Activities and Summary of Significant Accounting Policies -
(continued)

Home Sales

Revenue related to home sales is recognized when properties are sold to qualified
homebuyers. The “sales price” is the total of all consideration paid by (or an behalf of)
the homebuyer for the home. This includes any down payment and the amount of all
mortgages, including any subordinate mortgage in favor of DHFH or any third party
lender.

Donated Services

Donated services are recognized in accordance with Financial Accounting Standards
Board Accounting Standards Codification (FASB ASC) 958 Not-For-Profit Entities if
services (a) create or enhance a non-financial asset, or (b) require special skills, are
performed by people with those skills, and would otherwise be purchased by DHFH.
Volunteers perform a variety of tasks that assist DHFH with specific programs, fund-
raising, and various team assignments throughout the year. These tasks are not
recognized as contributions in the financial statements since the recognition criteria under
FASBE ASC 958 were not met.

Revenue Recognition

In accordance with Standards FASB ASC 958-50, Accounting or Contributions Received
and Contributions Made, contributions received are recorded as unrestricted, temporarily
restricted, or permanently restricted support depending on the existence and/or nature of
any donor restrictions. DHFH reports contributions as restricted support if they are
received with donor stipulations that limit the use of the donation. When a donor
restrniction expires, that is, when a stipulated time restriction ends, or purpose restriction
is accomplished, temporarily restricted net assets are reclassified to unrestricted net
assets and reported in the statement of activities as net assets released from restriction.
DHFH reports gifts of property and equipment as unrestricted support unless explicit
donor stipulations specify how the assets must be used. It is DHFH's policy to record
restricted contributions received and released in the same year as unresfricted support.
DHFH did not have any permanently restricted contributions or assets as of the fiscal
years ended June 30, 2018 and 2017,
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DORCHESTER HABITAT FOR HUMANITY, INC.
NOTES TO THE FINANCIAL STATEMENTS
For the Fiscal Years Ended June 30, 2018 and 2017

Note 1 — Nature of Activities and Summary of Significant Accounting Policies -
(continued)

Advertising

Cost of promotions and advertising are expensed as incurred. Advertising and promotion
expenses total $54,908 and $38,312 for the fiscal years ended June 30, 2018 and 2017.

Expense Allocation

The cost of providing various programs and other activities are summarized on a
functional basis in the Statements of Activilies and the Statements of Functional
Expenses. Directly identifiable expenses are charged to program services including home
or Restore and supporting services including management and general, fundraising, or
special events, as applicable. Accordingly, overhead and certain other expenses are
allocated to functional categories based on percentages estimated by the organization's
management.

Income Taxes

DHFH is exempt from federal income tax under Section 501(c)(3) of the Internal Revenue
Code. In addition, DHFH gualifies for the charitable contribution deduction under Section
170(b){1)(A) and has been classified as an organization that is not a private foundation.
DHFH has no tax liability on unrelated business income during the fiscal years ended
June 30, 2018 and 2017,

Management has evaluated the tax positions of DHFH and does not believe that any
uncertain tax positions or unrecognized tax benefits exist for the fiscal years ended June
30, 2018 and 2017. DHFH's policy is to report accrued interest related to unrecognized
tax benefits, when applicable, as interest expense and to report penalties as other
ExXpense.

DHFH currently has no taxable unrelated business income. Accordingly, no provision for
income taxes has been recorded. With few exceptions, DHFH is no longer subject to
income tax examinations by the U.S. federal, state or local tax authorities for years before
the fiscal year ended June 30, 2015.



DORCHESTER HABITAT FOR HUMANITY, INC.
NOTES TO THE FINANCIAL STATEMENTS
For the Fiscal Years Ended June 30, 2018 and 2017

Note 1 — Nature of Activities and Summary of Significant Accounting Policies -
(continued)

Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect certain
reported amounts and disclosures. Accordingly, actual results could differ from those
estimates.

Note 2 — Restricted Cash

The §0 of restricted cash as of June 30, 2018 and 2017, are related to specific home
builds.

Note 3 — Homeowner Escrow Receivable

During the fiscal year 2014, DHFH outsourced its mortgage loan and escrow
management to the Habitat for Humanity Michigan Fund {HFHMF). HFHMF is a full-
service licensed lending entity, providing loan origination, loan servicing, collections, loan
restructuring, foreclosure mitigation advice, and delinquency management services. As
a part of this service agreement, DHFH transferred all escrow balances to the HFHMF.
At such time, that escrow account has a deficit balance. DHFH remits payment to HFHMF
to assume the deficit balance. As of June 30, 2018 and 2017, the receivables from
homeowners for deficit escrows accounts was $5,579 and $8,702.

Note 4 — Promises to Give

Promises to give consist of amounts due from private donors, based on the terms of their
pledge agreements. Management periodically reviews the status of all promises to give
for collectability. Each balance is assessed based on management’s knowledge of and
relationship with the donor and the age of the pledge balance. As a result of these
reviews, balances deemed to be uncollectible are charged directly to uncollected
receivable expense. Management believes that the use of the direct write-off method
approximates the results that would be presented if an allowance for doubtful accounts
were recorded.

Promises 1o give were $0 as of fiscal years ended June 30, 2018 and 2017.
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DORCHESTER HABITAT FOR HUMANITY, INC.
NOTES TO THE FINANCIAL STATEMENTS
For the Fiscal Years Ended June 30, 2018 and 2017

Note 5 — Mortgage Note Receivable

DHFH directly finances all of the homes that it sells. Each mortgage is issued as a zero-
interest mortgage to the buyer. During fiscal years 2018 and 2017, five (5) homes and
four (4) homes, respectively, were sold to qualifying homebuyers. Mortgages receivable
consist of non-interest bearing promissory in amounts ranging from $3,855 to $160,478.
Monthly principal payments range from $108 and $448, and maturities range from 2021
to 2048. The resulting mortgages are non-interest bearing, and the presentation of their
book value has been discounted based upon the prevailing market rates for low-income
housing at the inception of the mortgages. For fiscal years 2018 and 2017, discount rates
were 7.47% and 7.47%, respectively.

Because the morigages are secured by the deeds of trust on the respective properties,
management believes no allowance for doubtful mortgages is necessary. Sales to
homeowners for the fiscal years ended June 30, 2018 and 2017 are as follows:

2018 2017
Gross Sales to Homeowners $ 761,225 $ 561,790
Less Discount on Sales to Homeowners (449.152) (330,202)
Met Sales to Homeowners $ 312073 $_231588

DHFH discounts the mortgages using the prevailing market rates for low-income housing
at the time the homes are sold. The discount is amortized using the effective interest
method. Mortgages receivable as of June 30, 2018 and 2017 are as follows:

2018 2017
Morigage Note Receivable at Face Value — $2.821,487 $2,254,308
Less: Unamortized Discount (1,527,120) _ (1,169.594)
Total $1,294367  $1,084,714
Less: Current Portion (76,576) (67.836)
Morgage Receivable, Long Term $1,217 791 $1,016,878
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DORCHESTER HABITAT FOR HUMANITY, INC.
NOTES TO THE FINANCIAL STATEMENTS
For the Fiscal Years Ended June 30, 2018 and 2017

Note 5 — Mortgages Receivable — (continued)

Future collections on these mortgages will be received over the next five years and
thereafter as follows:

2018 $ 146924
2020 161,023
2021 159,508
2022 159,508
2023 157,305
Thereafter 2037219
Total $2.821.487

MNote 6 — Construction in Progress

Costs associated with the acquisition, development, and construction of a project are
capitalized. Such costs may include (1) pre-acquisition cost such as land acquisition or
improvement; (2) infrastructure development or construction costs such as equipment
rental, construction materials or subcontractors; and (3) other costs such as interest,
insurance or construction benefits. Most of the projects included in construction in
progress are currently expected to be completed and sold in the year ending June 30,
2019.

Construction in progress consists of the following at June 30, 2018 and 2017:

2018 2017
318 Rambo Drive ] - $§ 555N
322 Rambo Drive - 20,908
334 Rambo Drive 51,849 -
338 Rambo Drive 43,668 -
Total B 85517 $ 76479

18



DORCHESTER HABITAT FOR HUMANITY, INC.
NOTES TO THE FINANCIAL STATEMENTS
For the Fiscal Years Ended June 30, 2018 and 2017

Note 7 — Land Held for Development

The following lots were held for development as of June 30, 2018 and 2017:

Number of
Lots Remaining 2018 2017
Clarks Hill Drive, St. George 7 $ 43,911 $ 43,911
Duke Comer Lot 1 . -
Duke Street 8 - -
Half Street, Summerville i 24 900 24,900
Rambo Drive, Summenille 2 28,000 84,000
Renau Boulevard, Summenille 1 50,900 50,900
Weber Road, Summenrville 1 27,126 27,126
Lake Dr, Summenrville 2 76,000 -
Cady Dr, Summenrville 1 30,000 -
Total $ 280837 $__230,837

Note 8 — Property and Equipment

Acquisitions of property and equipment greater than $2,500 and all expenditures for
repairs, maintenance, and betterments that materially prolong the useful lives of assets
are capitalized at cost. Property and equipment, other than donated property, is stated
at cost. Donated property is valued at fair market value at the date of the gift.

Depreciation is calculated using the straight-line method over the following estimated
useful lives of the assets:

Buildings 40 years
Furniture and Equipment dto 5years
Software 5 years
Vehicles 3 to 7 years
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DORCHESTER HABITAT FOR HUMANITY, INC.
NOTES TO THE FINANCIAL STATEMENTS
For the Fiscal Years Ended June 30, 2018 and 2017

Note 8 — Property and Equipment — (continued)

Property and Equipment consist of the following at June 30, 2018 and 2017:

2018 2017

Land $ 241,770 $ 241,770
Office and ReStore Building 1,578,998 1,553,713
Furniture and Equipment 8,966 8,966
Vehicles 54 916 54 916

$ 1,884,650 $1,859,365
Less Accumulated Depreciation {403,910) (353,509)
Property and Equipment, Net £ 1,480,740 $ 1,505,856

Depreciation charged to operation in fiscal years ended June 30, 2018 and 2017, was
$50,400 and $47,220, respectively.

Note 9 — Homeowner Escrow

Beginning in the fiscal year 2014, the Habitat for Humanity Michigan Fund (HFHMF),
serving as the escrow agent for DHFH, collects monthly payments from the homeowners
for homeowners' insurance, lermite bond, and real property taxes. The escrow account
balances and offsetting liability are not recorded in the financial statements. The
homeowner escrow balances held by HFHMF as of June 30, 2018 and 2017, were
$40,780 and $29,024, respectively.

Note 10 — In-Kind Contributions

Donated materials and professional construction services are reflected as contributions
in the accompanying financial statements at their estimated fair market values on the date
of receipt. Recorded in-kind contributions consisted of the following for the fiscal years
ended June 30, 2018 and 2017:

2018 2017
Construction Materials $ 21,176 $ 18,150
Construction Services 18,750 18,071

Total $ 39926 $ 36221
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DORCHESTER HABITAT FOR HUMANITY, INC.
NOTES TO THE FINANCIAL STATEMENTS
For the Fiscal Years Ended June 30, 2018 and 2017

Note 10 - In-Kind Contributions - (continued)

Many individuals volunteer their time and perform a variety of tasks that assist DHFH
with specific programs, campaign solicitations, and various team assignments. These
amounts are not recorded.

Note 11 — Notes Payable
MNotes payable consist of the following as of June 30, 2018 and 2017:

2018 2017
SunTrust morigage is due in monthly principal
and interest installiments of $6,418 with inlerest
at 3.75% through January 2019 when a balloon
payment for all remaining principal becomes
due; secured by office and ReStore building $ 655,036 $ 719484
Less Current Maturities (655,036) (50,898)
Total Long Term Debt 3 - $ 668586

The Board of Directors has approved the renewal of the building loan with SunTrust
Bank. The loan will renew in January 2019. The principal payment of the long-term
debt is as follows for the fiscal year ended June 30, 2018:

2019 $ 655,036
2020 -
2021
2022
2023
Thereafter

Total $ 655036




DORCHESTER HABITAT FOR HUMANITY, INC.
NOTES TO THE FINANCIAL STATEMENTS
For the Fiscal Years Ended June 30, 2018 and 2017

Note 12 — Temporarily Restricted Net Assets

Temporarily restricted net assets include those net assets whose use by DHFH has been
donor-restricted by specified purpose or time limitations. Restricted net assets received
and expended in the same year are classified as unrestricted. Temporarily restricted net
assets consist of the following as of fiscal years ended June 30, 2018 and 2017:

2018
Beginning Ending
Purpose Balance Contributions Distributions Balance
Land Capital Campaign:
Rambo Drive $ 12,000 & $ (8000) & 4,000
Wabar Drive 26,800 - 26,800
Material In-kind Donations B25 - (825) -
Grant Revenue - 56,000 (56,000)
_Build Donation 4,100 2,000 {4,100} 2,000
Total % 43725 § 58,000 $ (68,925) ] 32,800
2017
Beginning Ending
Purpose Balance Contributions Distributions Balance
Land Capital Campaign:
Rambo Drive § 20,000 $ - L 3 (8,000) 5 12,000
Weber Drive 26,800 - . 26,800
Material In-kind Donations 6,541 - (5,716) B25
Program Donations - - -
Women Build Donation 8,300 (9,300) -
Family Services 5,000 {5,000} -
Grant Revenue 28,068 . (28,068) -
Build Donation - 4,100 - 4,100
Total b 85,709 3 4100 §  (56084) $ 43,725

23



DORCHESTER HABITAT FOR HUMANITY, INC.
NOTES TO THE FINANCIAL STATEMENTS
For the Fiscal Years Ended June 30, 2018 and 2017

Note 13 — Related Party Transactions

Dorchester Habitat for Humanity is an affiliate of Habitat for Humanity International, Inc.
(HFHI). Although HFHI assists with information resources, training, publications and
flows through contributions, DHFH is primarily and directly responsible for its operations.
DHFH tithed and paid membership fees for the fiscal year ended June 30, 2018 and 2017,
of $8,000 and $7,900, respectively. During the fiscal year 2017, DHFH received $17.500
in a grant from Thrivent Financial through the Thrivent Builds Program. HFHI administers
the program.

Dorchester Habitat for Humanity (DHFH) participated in the local Trident Habitat for
Humanity (THFH) joint fundraising and development initiative, During fiscal years ended
2018 and 2017, DHFH paid THFH $4,204 and $4,323 as their share of joint development
and received $400 and $0 in grants or income.

Contributions from DHFH board members and employees for June 30, 2018 and 2017,
totaled $16,781 and $19,556, respectively.

Note 14 - Concentration of Credit Risk

DHFH places its cash with reputable financial institutions. Accounts held by banking
institutions are insured by the Federal Deposit Insurance Corporation (FDIC) up to
$250,000. DHFH balance in a money market account with SunTrust Bank is $357.818.
This balance exceeds the FDIC insured limit by $107,818.

DHFH's programs are concentrated in Dorchester County, South Carolina. The level of
contributions, home sales, and collections of mortgages receivable may be affected by
changes in this local economy. In addition to geographic concentration risk, management
also notes the following risk factors that may affect DHFH's future ability to carry out its
mission, including: DHFH's ongoing dependency on contributions as a significant portion
of total operaling revenue; the rate at which DHFH collects its long-term morlgages
receivable versus the obligations presented by DHFH's short-term liabilities; risk of loss
due to loan defaults; and the limited marketability of the mortgages receivable for resale.
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DORCHESTER HABITAT FOR HUMANITY, INC.
NOTES TO THE FINANCIAL STATEMENTS
For the Fiscal Years Ended June 30, 2018 and 2017

Note 15 — Commitments and Contingencies
Collection of Second Mortgages

In addition to the non-interest bearing mortgage received from the sale of each home,
DHFH may issue a contingent second mortgage. The second mortgages, issued by
DHFH, represent the excess of the market value of the home over the original loan at the
date the second mortgage is executed. A mortgage default resulting in foreclosure will
trigger the collection of the second mortgage. Except in the case of resale or refinance,
early satisfaction of the first mortgage of homes in good standing will not usually result in
the collection of the second mortgage obligation. DHFH retains the right to waive the
option to accelerate the second mortgage and release mortgagor from the obligation. Any
second morigage repayment is considered remote by DHFH, and therefore no receivable
has been recorded in the current year financial statements. During the fiscal years 2018
and 2017, $16,799 and $0 respectively was recognized in income. The total amount of
second mortgages recorded as of June 30, 2018, is $1,900,086.

South Carolina Housing Trust

Sixteen contingent second mortgages are held by the South Carolina Housing Trust as a
condition of grants provided to construct the homes and are amortized over up to twenty
years.

Note 16 — Subsequent Events

Management has evaluated subsequent events through August 10, 2018, and has
concluded no significant subsequent events meet the criteria of professional accounting
standards to be recognized or not recognized, but disclosed, in the financial statements.
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