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Accountable.

INDEPENDENT AUDITOR'S REPORT

We have audited the accompanying balance sheets of The Jonathan Association
as of September 30, 2008 and 2008, and the related statements of revenues and
expenses, changes in membership equity, and cash flows for the years then
ended. These financial statements are the responsibility of the Association's
management. Our responsibility is o express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally
accepted in the United States of America. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all
material respects, the financial position of The Jonathan Associalion as of
September 30, 2009 and 2008, and the results of its operations and its cash flows
for the years then ended, in conformity with accounting principles generally
accepted in the United States of America.

The supplementary information on future major repairs and replacements on page
10 is not a required part of the basic financial statements but is supplementary
information required by account principles generally accepted in the United States
of America. We have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement
and presentation of the supplementary information. However, we did not audit the
information and express no opinion on it.
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THE JONATHAN ASSOCIATION
NOTES TO FINANCIAL STATEMENTS

NOTE 1 - NATURE OF ORGANIZATION

The Jonathan Association was incorporated on June 2, 1971, in the State of Minnesota. The
Association is responsible for the operation and maintenance of the common property within the
Jonathan New Town development.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Member Assessments

Association members are subject to annual assessments to provide funds for the Association's
operating expenses, future capital acquisitions, and major repairs and replacements. Any excess
assessments at year-end are retained by the Association for use in future years.

Cash and Cash Equivalents

The Association considers all highly liquid investments with an original maturity of three months
or less as cash. The Association maintains cash in checking, money market savings accounts,
and certificates of deposit.

Assessments Receivable

Assessments receivable at the balance sheet date represents fees due from unit owners. The
Association's policy is to charge a late fee and place liens on the property of accounts that are
past due. This may ultimately involve foreclosure on the property after other attempts of
collection have failed. The Association had delinquent assessments receivable of $287,076 and
$179,075 at September 30, 2009 and 2008, respectively. During the year ended September 30,
2009, the Board established an allowance for doubtful accounts totaling $25,000 that reflect the
uncertainty of collection of certain past due accounts. There was no allowance for doubtful
accounts at September 30, 2008,

Equipment and Property Improvements

Equipment and property improvements are stated at cost and are being depreciated using the
straight-line and accelerated methods over their estimated useful lives of the assets ranging from
five to ten years. liems such as the buildings, sidewalks, roadways, and land that the
Association holds fitle to are recognized as assets. In conformity with industry practice, the
Association's policy is to recognize the following common property as assets:

a) Common personal property.

b) Common real property to which it has title and that it can dispose of for cash while
retaining the proceeds or that is used to generate significant cash flows from members
or from honmembers on the basis of usage.

Depreciation expense for the years ended September 30, 2009 and 2008 totaled $49,171 and
$62,775, respectively.



THE JONATHAN ASSOCIATION
NOTES TO FINANCIAL STATEMENTS

(Continued)

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont.)

Income Taxes

The Association has elected fo be exempt from taxation under Section 501(c)(4) of the Internal
Revenue Code. No provision for income fax is hecessary.

Use of Estimates

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

Concentrations of Credit Risk

The Association places its cash and cash equivalents with high-credit, quality institutions.
Occasionally, such balances may exceed the FDIC insurance limits. On October 1, 2009, FDIC
insurance coverage increased to $250,000 until December 31, 2013. At September 30, 2009 and
2008, the Association did not have any excess deposits. The Association believes that no
significant concentration of credit risk exists with respect to cash and cash equivalents.

Date of Management’s Review

in preparing the financial statements, the Association has evaluated events and transactions for
potential recognition or disclosure through February 18, 2010, the date that the financial
statements were available to be issued.

Reclassifications

Certain amounts in prior-year financial statements have been reclassified for comparative
purposes to conform with presentation in the current year financial statements.

NOTE 3 - PROMISSORY NOTE

During the year ended September 30, 2006, the Association obtained a promissory note from
Genesis Homes & Associates, LLC. The promissory note relates to the other receivable amount
of $12,454 at September 30, 2005. The amount is due to the Association from the downpayment
on the garage construction that did not occcur. The note accrues interest at a rate of 10 percent
through March 15, 2008. Monthly payments are $1,149. The balance of the promissory note as
of September 30, 2006 was $12,836, including accrued interest of $779. The Association did not
receive any payments nor accrue any interest on the note during the years ended September 30,
2009 and 2008.



THE JONATHAN ASSOCIATION
NOTES TO FINANCIAL STATEMENTS

(Continued)

NOTE 4 - RESTRICTED ACCUMULATED EQUITY

The Board of Directors, as required by the bylaws of the Association, restricts annually an amount
aliocated to capital improvements, future maintenance, repairs, and replacements. Actual
expenses for major repair and replacement expenditures are funded from excess operating fund
assessmenis as incurred.

During the years ended Sepiember 30, 2009 and 2008, the Association restricted $82,000 and
$82,500, respectively, for future replacements.

Amounts restricted for future replacements are refiected in current assets on the balance sheet.

The Association conducted a study in 2009 to determine the estimated useful lives of the
components of common property. Allocations for funding capital improvements, future
maintenance, repairs, and replacements are based on the study's estimates of current
replacements costs, considering amounts previously allocated to restricted accumulated equity.
Actual expenditures, however, may vary from the estimated amounts and the variations may be
material. Therefore, amounts accumulated in restricted accumulated equity may not be adequate
to meet future needs. If additional funds are needed, the Association has the right o increase
regular assessments, pass special assessments, or delay major repairs and replacements until
funds are available.

NOTE 5 — COMMITMENTS AND CONTINGENCIES

The Association has entered into various contracts refating to snow removal, lawn care, and
grounds maintenance, accounting services, and management services.

During the period of October 2006 through July 2008, it was alleged that a former employee of
the Association made unauthorized purchases on an Association credit card. The Association
has concluded its investigation and the claim has been finalized. As a result of the claim, the
Association received $24,832 from their insurance provider on January 15, 2009, and, in addition,
received $9,000 from the former employee on October 10, 2008. As the settlement from the
former employee was not received until after September 30, 2008, $9,000 is recorded as a
miscellaneous receivable on these financial statements.

NOTE 6 —~ DECLARATORY JUDGMENT ACTION

On October 9, 2008, the Association’s Board of Directors authorized commencement of o
declaratory judgment action to determine the validity of the annexation of neighborhoods brought
into the Jonathan Association by developers other than Jonathan Development Corporation. This
occurred after the HUD foreclosure and the purchase in 1980 of the foreclosed property by the
First National Bank of Saint Paul. The action has not yet been filed and the Association is unable
to determine what outcome will result or an estimate of losses, if any. This action will not request
menetary relief.




THE JONATHAN ASSOCIATION
NOTES TO FINANCIAL STATEMENTS

{Continued)

NOTE 7 - UNCERTAINTY [N INCOME TAXES

The Association has evaluated for uncertain tax positions and management has expressed no
uncertain tax positions as of September 30, 2009. Tax returns for the past three years remain
open for examination by tax jurisdictions.

The Association recognizes loss contingencies, including income taxes, when it is probable that a
liability has been incurred and can be reasonably estimated. The recognized amount is subject to
estimation and management’s judgment with respect to the likely outcome of each potential
uncertain tax position. The amount that is sustained for each uncertain tax position or for all
uncertain tax positions in the aggregate, could differ from the amount recognized.



THE JONATHAN ASSOCIATION
SCHEDULE 1~ SUPPLEMENTARY INFORMATION ON FUTURE MAJOR REPAIRS AND
REPLACEMENTS

in November 2009, the Board of Directors adopted a reserve study. The study estimates the
remaining useful lives and the replacement costs of the components of common property.
Replacement costs are based on estimated costs fo repair or replace the common property
components at the date of the study, assuming an annual inflation rate of 3.4 percent. The
Association has not designated amounts to the individual components.

The following information is based on the study and presents significant information about the
components of common property. Estimated Future Replacement Costs on the date of the study
are $6,313,288. Funds restricted for future replacements totaled $521,923 and $480,914 at
September 30, 2009 and 2008, respectively. See attached schedule.

-10-
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