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KMETZ NUTTALL ELWELL GRAHAM, PLLC

Certified Public Accountants

Independent Auditors’ Report

To the Board of Directors
Indian River County Habitat for Humanity, Inc.

Report on the Financial Statements

We have audited the accompanying consolidated financial statements of the Indian River County Habitat
for Humanity, Inc. of Vero Beach, Florida and Subsidiary, which comprise the consolidated statement of
financial position as of June 30, 2017, and the related consolidated statements of activities, functional
expenses, and cash flows for the year then ended, and the related notes to the consolidated 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 auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating
the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

2800 Ocean Drive ~ Vero Beach, Florida 32963  T:772.231.6902  F:772.231.4099
www.knegcpa.com
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Teresa M. LaSota, CPA ~ James F. McGuigan, Jr, CPA  Sherri Kolodziejczak, CPA, CGMA  Stephanie Freetly, CPA  Jeannie Heran, CPA



To the Board of Directors
Indian River County Habitat for Humanity, Inc.
Page two

Opinion
In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Indian River County Habitat for Humanity, Inc. as of June

30, 2017, and the changes in its consolidated net assets and its cash flows for the year then ended in
accordance with accounting principles generally accepted in the United States of America.

Report on Summarized Comparative Information

We have previously audited Indian River County Habitat for Humanity, Inc.’s 2016 financial statements,
and our report dated September 7, 2016, expressed an unmodified opinion on those audited financial
statements. In our opinion, the summarized comparative information presented herein as of and for the
year ended June 30, 2016, is consistent, in all material respects, with the audited financial statements
from which it has been derived.

Kmetz, Nuttall, Elwell, Graham, PLLC
Certified Public Accountants

August 22,2017



Indian River County Habitat for Humanity, Inc.
Statement of Financial Position
June 30, 2017

(With corresponding totals as of June 30, 2016)

2017 2016
Assets
Current Assets:
Cash and cash equivalents $ 652,105 $ 357,378
Current portion of mortgage loans 225,341 237,334
Current portion of pledges receivable 28,500 40,500
Costs of homes under construction 569,638 765,689
Inventory 632,753 440,874
Other current assets 69,202 31,961
Total current assets 2,177,539 1,873,736
Other Assets:
Restricted cash 418,345 293,379
Non-interest bearing mortgage loans, net of discount 4,144,835 3,493,655
Property and equipment, net 4,964,169 4,859,427
Land held for development 1,710,674 1,913,115
Other assets 3,958 1,774
Amortizable NMTC costs, net - 111,024
Investment in NMTC - 5,048,183
Total other assets 11,241,981 15,720,557
Total assets $13,419,520 $17,594,293
Liabilities and Net Assets
Current Liabilities:
Accounts payable and accrued expenses $ 299,306 $ 608,861
Escrow and warranty reserve 418,345 293,379
Line of credit 99,932 625,635
Current portion of notes payable 111,251 45,852
Total current liabilities 928,834 1,573,727
Long-Term Liabilities:
SHOP notes payable 111,801 144,153
Note Payable 1,959,900 -
Less current portion of notes payable (111,251) (45,852)
New market tax credit loan payable - 6,000,000
Total long-term liabilities 1,960,450 6,098,301
Total liabilities 2,889,284 7,672,028
Net Assets:
Unrestricted:
Designated 1,970,925 1,547,180
Undesignated 8,316,546 8,216,105
Total unrestricted 10,287,471 9,763,285
Temporarily restricted 242,765 158,980
Total net assets 10,530,236 9,922,265
Total liabilities and net assets $13,419,520 $17,594,293

See accompanying notes to financial statemerts.




Indian River County Habitat for Humanity, Inc.
Statement of Activities and Changes in Net Assets
For the Year ended June 30, 2017

(With corresponding totals as of June 30, 2016)

2017 2016
Temporarily All Funds
Unrestricted Restricted Total Combined
Public Support and Revenue
Contributions $ 1,095,889 $ 293,947 $ 1,389,836 $ 1,461,392
Grants 350,140 - 350,140 247,930
Transfers to homeowners 2,062,854 - 2,062,854 1,988,461
ReStore revenue 1,996,542 - 1,996,542 1,701,533
Mortgage loan discount amortization 245,197 - 245,197 264,513
Mortgage loan discount on loans sold 6,577 - 6,577 45,400
Fundraising and other income 635,090 - 635,090 625,848
Gain on sale of assets 52,253 - 52,253 71,281
Net assets released from restriction 210,162 (210,162) - -
Total public support
and revenue 6,654,704 83,785 6,738,489 6,406,358
Expenses
Family support services 5,100,468 - 5,100,468 4,631,079
ReStore 1,201,991 - 1,201,991 1,020,028
Fundraising and development 503,772 - 503,772 409,168
Management and general 238,675 - 238,675 298,000
Total program and
supporting services 7,044,906 - 7,044,906 6,358,275
Gain on foregiveness of debt (note 6) 914,388 - 914,388 -
Increase in net assets 524,186 83,785 607,971 48,083
Net assets, beginning of year 9,763,285 158,980 9,922,265 9,874,182
Net assets, end of year $10,287,471 $ 242765 $10,530,236 $ 9,922,265

See accompanying notes to financial statements.




Indian River County Habitat for Humanity, Inc.
Statement of Functional Expenses

For the Year ended June 30, 2017

(With corresponding totals as of June 30, 2016)

2017 2016
All Funds
Program Services Supporting Services Total Combined
Family Support,
Education and Management
Construction ReStore Fundraising and General

Salaries and wages $ 599,410 $ 582,013 $ 243,464 $ 150,353 $ 1,575,240 $ 1,447,767
Payroll taxes and benefits 175,947 145,099 48,137 25,216 394,399 370,594

Total payroll 775,357 727,112 291,601 175,569 1,969,639 1,818,361
Advertising 582 52,139 2,799 - 55,520 51,527
Cost of homes transferred 2,060,975 - - - 2,060,975 2,019,835
Other construction costs 405,987 - - - 405,987 265,765
Depreciation 34,336 115,534 8,655 10,006 168,531 125,602
Discount on mortgages 1,116,610 - - - 1,116,610 984,417
Insurance 34,373 47,642 7,277 8,401 97,693 92,673
Interest 73,333 - - - 73,333 60,728
Rent expense 4,142 33,053 1,218 1,204 39,617 30,915
Office expenses and miscellaneous 110,168 88,286 21,672 19,750 239,876 192,499
Postage and printing 3,183 991 19,024 883 24,081 24,689
Professional services 99,798 28,778 28,193 13,118 169,887 91,728
Property taxes 3,820 4,484 813 974 10,091 9,765
Public relations - - 4,019 - 4,019 5,971
Repairs and maintenance 30,990 62,926 3,738 4,285 101,939 73,503
Telephone 3,256 3,698 497 1,524 8,975 10,124
Tithe to International 207,941 - - - 207,941 226,529
Travel 2,786 916 1,065 1,177 5,944 4,819
Utilities 13,829 35,525 1,543 1,784 52,681 50,199
Volunteer recognition 7,978 907 1,990 - 10,875 15,019
Direct fundraising expense - - 109,668 - 109,668 118,235
New market tax credit expenses 111,024 - - - 111,024 85,372

Total expenses $ 5,100,468 $ 1,201,991 $ 503,772 $ 238,675 $ 7,044,906 $ 6,358,275

See accompanying notes to financial statements.




Indian River County Habitat for Humanity, Inc.
Statement of Cash Flows

For the Year ended June 30, 2017

(With corresponding totals as of June 30, 2016)

2017 2016
Cash flows from operating activities:
Increase in net assets $ 607,971 $ 48,083
Adjustments to reconcile increase in net assets
to net cash flows used for operating activities:
Transfers to homeowners, net of discount 1,242,505 2,011,377
Depreciation 168,531 125,602
Amortization of new market tax credits 73,595 85,372
Mortgage loan discount (251,774) (309,988)
Gain on sale of assets (52,253) (71,281)
In-kind contributions - 14,566
Gain on forgiveness of debt (914,388) -
(Increase) decrease in:
Restricted cash (124,966) 4,300
Grant, pledges and other receivables (2,441) 87,851
Land held for development and cost of homes under construction (1,700,408) (1,575,076)
Investment in NMTC - (49,634)
Other assets (216,863) 1,911
Increase (decrease) in:
Accounts payable, escrow and accrued expenses (184,590) 313,968
Net cash provided by (used for) operating activities (1,355,081) 687,051
Cash flows from investing activities
Purchase of fixed assets (280,721) (1,400,645)
Proceeds from sale of mortgage loans - 303
Proceeds from sale of assets 37,051 16,750
Proceeds from securitization of note 55,857 -
Mortgage payments received 435,776 459,614
Net cash provided by (used for) investing activities 247,963 (923,978)
Cash flows from financing activities:
Proceeds from note payable 1,959,900 -
Proceeds from SHOP notes and lines of credit 1,299,711 151,356
Payments on SHOP notes and lines of credit (1,857,766) (187,585)
Net cash provided by (used for) financing activities 1,401,845 (36,229)
Net increase (decrease) in cash 294,727 (273,156)
Cash, beginning of year 357,378 630,534
Cash, end of year $ 652,105 $ 357,378
Supplemental disclosure of cash flow information:
Interest paid h) 73,333 $ 60,728
Supplemental disclosure of noncash activities:
Issuance of non-interest bearing mortgage loans $ 1,939,799 $ 1,646,937
Discount on non-interest bearing mortgage loans $ (864,836) § (674,503)
Refinance of debt $ - $ 630,715
Forgiveness of debt under NMTC transaction $ 6,000,000 $ -

See accompanying notes to financial statements.
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Indian River County Habitat for Humanity, Inc.
Notes to Financial Statements
For the Year ended June 30, 2017

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

Organization and Purpose

The Indian River County Habitat for Humanity, Inc. (“Habitat”) is a Florida nonprofit
organization that was incorporated on March 19, 1990. Habitat is an affiliate of Habitat for
Humanity International, Inc., a nondenominational Christian nonprofit organization whose
purpose is to create decent, affordable housing for those in need, and to make decent shelter a
matter of conscience with people everywhere. Although Habitat for Humanity International, Inc.
assists with information resources, training, publications, prayer support and in other ways,
Habitat is primarily and directly responsible for its own operations.

On June 21, 2017, Habitat filed articles of organization with the State of Florida to form its
wholly owned subsidiary IRCHFH Funding Company, LLLC. The Company’s purpose is to
acquire and hold mortgage loans and related documents to comply with the terms of any note
purchase agreement between the Company and any financial institution. As a single member
LLC, the entity is disregarded for purposes of the Internal Revenue Code.

Basis of Accounting
The accompanying financial statements have been prepared in accordance with generally
accepted accounting principals, using the accrual basis of accounting.

Basis of Presentation

Contributions received are recorded as unrestricted, temporarily restricted, or permanently
restricted support, depending on the existence and/or nature of any donor restrictions.
Unconditional promises to give are recognized as revenue when the underlying promises are
received by Habitat. Gifts of cash and other assets are reported as temporarily restricted support
if they are received with donor stipulations that limit the use of the donated assets. Support that is
restricted by the donor is reported as an increase in unrestricted net assets if the restriction
expires in the reporting period in which the support is recognized. All other donor-restricted
support is reported as an increase in temporarily or permanently restricted net assets, depending
on the nature of the restriction. When a restriction 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 restrictions.

Cash Equivalents

Cash and cash equivalents include cash and investments that are readily convertible into cash and
have original maturities of three months or less. Amounts held in individual financial institutions
may exceed FDIC insured limits. Habitat has not experienced any losses in such accounts and
believes it is not exposed to any significant credit risk related to cash.

Inventory
Inventory consists of donated merchandise to the Restore, primarily household items and
construction materials, held for sale and valued at estimated sale prices.




Indian River County Habitat for Humanity, Inc.
Notes to Financial Statements (continued)

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

Property and Equipment

Property and equipment acquisitions greater than $500 are capitalized and are stated at cost.
Donated property and equipment is recorded at the fair market value at the date of the gift.
Depreciation is provided on a straight-line basis over the estimated useful life of the asset, which
ranges from 3 - 40 years.

Land Held for Development

Land held for development is recorded at cost and includes land under development, developed
lots, and carrying costs incurred during the development period. Real estate assets are evaluated
for impairment if impairment indicators are present. An impairment write-down to fair value
occurs when management believes that events or changes in circumstances indicate that its
carrying amount may not be recoverable. An impairment loss was recorded as of June 30, 2015
as disclosed further in Note 16. No additional impairment was recorded for the year ended June
30,2017.

Land Available for Sale

Real estate assets are evaluated for impairment if impairment indicators are present. An
impairment write-down to fair value less costs to sell occurs only if the estimated future
undiscounted net cash flows from the real estate inventories are less than the carrying amount.

Escrow and Warranty Reserves

Habitat services certain mortgages on homes whereby cash amounts are received from
homeowners in escrow for insurance, property taxes, and association maintenance. In addition,
each home carries a one-year warranty and management has established reserves to cover
estimated potential costs. Escrow funds and warranty reserves are used to pay costs as they
become due. At June 30, 2017, restricted cash of $418,345 is held to cover these reserves.

Revenue Recognition

e  Unconditional Promises to Give

Unconditional promises to give (pledges), e.g., pledged capital campaign contributions,
are recognized as revenue and as assets in the year the pledge is received. Unconditional
promises to give that are scheduled to be collected in the succeeding twelve months are
reflected as current promises to give and are recorded at their net realizable value.
Unconditional promises to give that are scheduled to be collected beyond the succeeding
twelve months are reflected as long-term promises to give and are recorded at the present
value of their net realizable value. Management considers the unconditional promises
receivable at year-end to be fully collectible, therefore, an allowance for uncollectible
promises has not been recorded.

e Restore
Restore revenue includes the revenue collected on merchandise sold.




Indian River County Habitat for Humanity, Inc.
Notes to Financial Statements (continued)

Note 1 — Nature of Organization and Summary of Significant Accounting Policies (continued)
Revenue Recognition (continued)

e Transfers to Homeowners
Transfers to homeowners are recorded at stipulated values that are comparable to market
values, less the face value of second mortgages held (see Note 13). Non-interest bearing
mortgages have been discounted based upon prevailing market rates for low income
housing at the inception of the mortgages. Utilizing a straight-line basis, this discount is
recognized as interest income over the term of the mortgage.

Contributed Services

Habitat receives a significant amount of donated services from unpaid volunteers who assist in
fund-raising, administration and program services. However, these amounts have not been
recognized in the accompanying financial statements because the criteria for recognition of such
volunteer effort under ASC 958-605-25-16 have not been satisfied.

Functional Allocation of Expenses

The cost of providing the various programs and other activities has been summarized on a
functional basis in the statement of functional expenses. Accordingly, certain costs have been
allocated among the programs and supporting services benefited.

Income Tax Status

Habitat is exempt from federal income tax under Section 501(c)(3) of the Internal Revenue Code
under a group exemption letter granted to Habitat for Humanity International by the Internal
Revenue Service.

Use of 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.

Prior Period Information

The financial statements include certain prior year corresponding totals intended to be read only
in relation to the current period presentation. The corresponding information was derived from
Habitat’s audited financial statements for the year ended June 30, 2016, but herein, does not
include sufficient detail to constitute a presentation in conformity with accounting principles
generally accepted in the United States of America. The prior year corresponding totals may also
reflect certain reclassifications of amounts to conform to current year presentations.

Note 2 — Concentrations of Credit Risk
Financial instruments which potentially subject Habitat to concentration of credit risk include

mortgages receivable secured by real property. Habitat considers this risk to be nominal and that
any such losses that might be sustained to be part of its mission.

-10-



Indian River County Habitat for Humanity, Inc.
Notes to Financial Statements (continued)

Note 3 — Non-Interest Bearing Mortgage Loans, net of discounts

Mortgages receivable consist of non-interest bearing mortgages which are secured by real estate
and payable in monthly installments over the life of the mortgage. Mortgages have an original
maturity ranging from 15 to 30 years, and have been discounted with rates ranging from 7.0% to
9.0%. Following is a summary of non-interest bearing mortgage loans at June 30, 2017, which
management has estimated to be fully collectible or recoverable through foreclosure and re-sale:

Non-interest bearing mortgage loans at face value §$ 9,844,849
Unamortized discount on mortgages (5,474,673)
$ 4,370,176
Less than one year $ 225341
Greater than one year 4,144,835
$ 4,370,176

Note 4 — Home Construction Activity

Following is a summary of home building activity for the year ended June 30, 2017:

Number Costs

New and Rehab homes under construction, July 1, 2016 18 $ 765,689
Additional costs incurred on

beginning inventory 404,401
New homes started during the year 16 1,300,290
Recycled / Rehab home costs 3 160,233
New homes sold (16) (1,627,230)
Recycled / Rehab homes sold (6) (433,745)
Homes under construction, June 30, 2017 15 $ 569,638

The fifteen homes under construction on June 30, 2017 are detailed as follows:

Number Costs
New construction 7 $ 306,878
Recycled / Rehab homes 8 262,760

Homes under construction, June 30, 2017 15 $ 569,638

-11-



Indian River County Habitat for Humanity, Inc.
Notes to Financial Statements (continued)

Note S — Property and Equipment, net

The following is a summary of property and equipment at June 30, 2017:

Construction equipment $ 20,062
Furniture and fixtures 129,687
ReStore and warehouse 4,015,887
Computer equipment 63,917
Computer software 69,335
Other equipment 720
ReStore equipment 68,597
Vehicles 136,198
Land - office complex 585,417
Office and training center 1,017,175
Other real estate owned 116,160
Construction in progress -
6,223,155

Accumulated depreciation (1,258,986)
$ 4,964,169

Note 6 — New Market Tax Credit

On April 15, 2010 Habitat invested, along with one other Habitat affiliate, in a joint venture
(HFHI-SA Leverage IV, LLC) to take advantage of the New Market Tax Credit (NMTC)
financing. NMTC financing allows an entity to receive a loan or investment capital from outside
investors who will receive tax credits to be applied against their federal tax liability. As a result,
Habitat had invested $4,739,361 and was able to secure a 30 year loan, with a stated interest rate
0f 0.79% in the amount of $6,000,000 payable to a community development entity (an affiliate of
the joint venture). Interest payments were made semi-annually for seven years. The loan
proceeds were used solely for the purpose of constructing and selling qualified housing
properties to low income residents. Habitat followed the guidelines of the loan agreement and on
May 1, 2017, the NMTC agreement ended and in accordance with the original agreement, the
remaining outstanding loan amount was forgiven. Habitat recognized a gain of $914,388 upon
dissolution of the debt and exit of the investment in the NMTC.

Note 7 — Note Payable
On June 29, 2017, IRCHFH Funding Company, LLC established a secured promissory note due
to Northern Trust in the principal amount of $1,959,900. The note is non-interest bearing until

maturity at January 1, 2047. Monthly principal payments begin July 2017 in the amount of
$6,229. The note is collateralized by mortgages as described in Note 14.

-12-



Indian River County Habitat for Humanity, Inc.
Notes to Financial Statements (continued)

Note 8 - Line of Credit

On July 7, 2014, Habitat entered to a secured line of credit in the amount of $1,000,000. The
line of credit bears interest variable monthly at the London Interbank Offered Rate (LIBOR) plus
2.15%. The line is secured by substantially all the accounts and personal property of the entity
and expires February 28, 2018. As of June 30, 2017, Habitat has no outstanding balance on this
line.

On September 28, 2012, Habitat received a secured line of credit in the amount of $2,500,000,
with an adjustable rate of interest. The interest rate will be adjusted based on the Eastern edition
of the Wall Street Journal Prime Rate minus one percent, with a rate floor of 2.25%. This line of
credit is secured by their campus located on U.S. Highway 1 in Indian River County, Florida.
The line matures on November 24, 2018. As of June 30, 2017, the outstanding balance is
$99.,932.

Note 9 — Net Assets, Designated

Designated net assets consist of resources that have been voluntarily set aside by Habitat for the
construction of homes that have been awarded to applicants.

Note 10 — Temporarily Restricted Net Assets

Temporarily restricted net assets at June 30, 2017 are restricted by purpose or time for the
following:

Scholarship $ 134,909
Meadows Field Project 74,000
Pledges receivable 28,500
Vehicle 5,056
Garden Plants 300

§ 242,765

Note 11 — Net Assets Released from Restriction

During the fiscal year ended June 30, 2017, net assets were released from donor restrictions due
to the passage of time and usage as follows:

Meadows Field Project $ 9,275
Scholarship 61,537
Phase 1 ReStore Expansion 139,350

§ 210,162

-13-



Indian River County Habitat for Humanity, Inc.
Notes to Financial Statements (continued)

Note 12 — Transactions with Habitat for Humanity International, Inc.

By covenant agreement with Habitat for Humanity International, Inc., Habitat remits 10% of its
contributions (excluding in-kind and capital campaign contributions) to construct homes in
economically depressed areas around the world. For the year ended June 30, 2017, Habitat
contributed $207,941 toward this effort.

Note 13 - Transfers to Homeowners-Second Mortgages / Shared Appreciation Agreements

Habitat requires that, on the date of transfer, the homeowners sign a shared appreciation
agreement in addition to any second mortgage which may be recorded. The intent of these
instruments is to deter homeowners from immediately selling their newly acquired homes for a
profit. The second mortgage represents the approximate difference between the fair market value
of the home at the date of transfer, less the amount equal to the funds needed to put the
homeowners’ monthly mortgage payment at 20% of the family’s gross monthly income. The
second mortgage amount generally ranges between $10,000 to $45,000 per home. The shared
appreciation agreement systematically allocates a specific percentage of property appreciation to
the homeowner and Habitat, on a declining basis over twenty years from the date of transfer. At
such time, the shared appreciation agreement terminates. The payment of the second mortgage,
and any amount which may be due under the shared appreciation agreement, are only due upon
sale of property from the original homeowner to a non-qualifying party. Since this event will
occur sometime in the unforeseeable future, and which will be beyond the organization’s control,
the present value of said mortgages cannot be readily determined. Accordingly, neither the face
value nor present value of second mortgages held, are included in the financial statements. The
face value of second mortgages held as of June 30, 2017 amounts to $3,060,250.

Note 14 — Securitization of Mortgages and Commitment

On June 29, 2017, IRCHFH Funding Company, LLC acquired, under purchase agreement from
Habitat, 25 mortgages receivable with principal balances totaling $1,959,900. To fund the
purchase of these subject mortgages, IRCHFH Funding authorized the issuance of a promissory
note secured by the aforementioned mortgages and entered into a note purchase agreement with
Northern Trust Bank for the securitized note. See Note 7 for the terms and outstanding balance
of the Note payable at June 30, 2017. Under the securitization and collateralized loan
transaction, if one of the collateralized mortgage loans becomes nonperforming, IRCHFH
Funding is obligated to purchase that loan out of the collateral pool or substitute a substantially
similar mortgage loan.

As discussed in Note 1, IRCHFH Funding Company, LLC is a wholly owned subsidiary of
Habitat and as such the entities are consolidated. All intercompany amounts, including the
effects of gains and losses, unamortized discounts, and any imputed interest related to
transactions between the entities are eliminated in the accompanying financial statements.

-14-




Indian River County Habitat for Humanity, Inc.
Notes to Financial Statements (continued)

Note 15 — Fair Value Measurement

ASC Topic 820, “Fair Value Measurements and Disclosures”, defines fair value, establishes
guidelines for measuring fair value, and expands disclosure regarding fair value measurements.
ASC Topic 820 establishes a fair value hierarchy, which prioritizes the inputs to valuation
techniques used to measure fair value into three levels. A financial instrument’s categorization
within the fair value hierarchy is based upon the lowest level of input that is available and
significant to the fair value measurement. ASC Topic 820 establishes and prioritizes three levels
of inputs that may be used to measure fair value.

Level 1 — Quoted prices in active markets for identical assets or liabilities.

Level 2 — Observable inputs other than quoted prices in active markets for identical
assets and liabilities, quoted prices for identical or similar assets or liabilities in inactive
markets, or other inputs that are observable market data for substantially the full term of
the assets or liabilities.

Level 3 — Inputs that are generally unobservable and typically reflect management’s
estimates of assumptions that market participants would use in pricing the asset or
liability.

The following methods and assumptions were used by Habitat in estimating its fair value
disclosures for financial instruments on a nonrecurring basis:

¢ Cash, cash equivalents, current portion of pledge receivable, accounts receivable, cost of
homes under construction, accounts payable, notes payable and line of credit: The
carrying amounts reported in the statement of financial position approximate fair values
because of the short maturities of those instruments. For long-term assets and liabilities,
Habitat will continue to utilize the exemption from certain disclosure requirements for
financial instruments provided by FASB ACS 825-10-50-3.

e Long-term unconditional promises to give: The fair value of promises to give that are
due in more than one year is estimated by discounting expected future cash flows using a
4% rate of return.,

e Mortgage loan receivable: The fair value of mortgage loan receivable is estimated by
discounting expected future cash flows using a 7-9% rate of return.

e Land held for development: The fair value of land held for development is estimated by
management based on current tax appraised values and other information compiled from
industry experts, historical real estate transactions, and Indian River County property
records.

-15-




Indian River County Habitat for Humanity, Inc.
Notes to Financial Statements (continued)

Note 15 — Fair Value Measurement (continued)

The following table presents Habitat’s assets measure at fair value on a non-recurring basis at
June 30, 2017:

Level 1 Level 2 Level 3
Mortgage loans receivable $ - $ - $ 4,370,176
Pledges receivable - - 28,500
Land held for development - - 1,710,674
$ - $ - $ 6,109,350

Note 16 — Impairment Loss

In accordance with generally accepted accounting principles, certain assets require the
recognition of an impairment loss whenever events or changes in circumstances have indicated
that an asset may be impaired and the estimated future cash flows from that asset are less than the
asset’s carrying amount. The impairment loss is measured as the difference between the asset’s
carrying amount and its fair value.

During the year ended June 30, 2015, Habitat recorded an impairment loss of $265,260 related to
the fair value of land held for development at that date. No further impairment was determined
for the year ended June 30, 2016 or for the year ended June 30, 2017. Land held for
development is therefore presented at fair value at June 30, 2017, as per the following table:

2017
Land held for development at cost $ 3,255,305
Allowance for impairment (1,544,631)
Land held for development at fair value $ 1,710,674

Note 17 — Disclosure of Subsequent Events

Management has evaluated subsequent events through August 22, 2017, the date the financial
statements were available to be issued. Management is not aware of any events subsequent to the
statement of financial position date which would require additional adjustments to, or disclosure
in, the accompanying financial statements.
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